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Preface 

This staff study was prepared by the Office of Program Analysis
and Evaluation under the Assistant Secretary for Policy Development and 
Research. The analysis and conclusions are those of the Office of 
Program Analysis and Evaluation and do not necessarily reflect the 
opinion of the Department of Housing and Urban Development. 

Staff studies prepared by members of the Office of Program Analysis
and Evaluation include: 

Causes of Multi-Family Defaults, July 1975 (PB244662/AS)
Disposition of Foreclosed Houses, August 1975 (PB247634/AS) 
HUD-FHA Condominiums: Their Future, August 1975 

(PB247630/AS)
Coordination of Federal Planning Programs, October 1975 
Allocation Issues in Section 701 Planning Grants, 

October 1975 
Multi-Family Property Disposition, October 1975 (PB247631/AS)
Counseling for Delinquent Mortgagors, November 1975 
Public Housing Operating Subsidies, December 1975 
Section 8 Housing Assistance Payments Program: Exist'ing

Housing, August 1976 

Copies of the above studies may be obtained from the Program
Information Center, Department of Housing and Urban Development, Washington"
D.C. 20410, or the National Technical Information Service (NTIS),
Springfield, Virginia 22161. The "PBI! number should be mentioned \'\Ihen 
ordering from NTIS. 
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Introduction 

This paper was written and originally distributed in December, 

1973. It has been reprinted because it continues to provide a valuable 

overview of public housing experiences, explanation of the problems 

confronting housing officials, and discussion of alternative government 

strategies. As a preface, however, a few comnrents should be made on the 

developments in the public housing program since 1973. 

The number of units in conventional public housing was 664.000 in 

CY 1968. This figure rapidly increased to 1,032,400 in FY 74, and is 

expected to reach 1,112,000 by the end of FY 77. As the same time 

operating subsidies rose from a level of $35 million in FY 70, to $280 

million in FY 74, and they are expected to be $576 million in FY 77. 

The Department has undertaken three initiatives to deal with the 

problems posed by increasing levels of operating subsidies. First, in 

1975, the Department began allocating operating subsidies by a package 

of formulas called the Performance Funding System, which is designed to 

objectify the method of subsidy allocation. Second, some housing 

authorities with particularly troubled projects are receiving extra 

operating subsidies, under the Target Projects Program, with the intent 

of alleviating some of the problems described in this paper (vandalism, 

personal crime, vacancy losses, etc.). Third, some housing authorities 

are receiving subsidies from the Management Improvement Program, designed 

to improve an array of management services and systems used in public 

housing. 
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At the present time the Department is evaluating the impact of 

these initiatives, and exploring alternative strategies to improve the 

method by which public housing operating subsidies are allocated. In 

addition to the ten strategies outlined in the paper, an alternative 

that may warrant consideration is the "lump sum ll approach. It is 

likely that there are a number of inefficiencies that stem from having 

housing assistance coming under one program, from one agency, welfare 

assistance from another source, food purchasing assistance from a third, 

and so on. For this reason, there are a number of advantages in 

deal'ing with all forms of assistance in a "lump sum". 

Public Housing Operating Subsidies, December 1975, HUD 
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I. PURroSE OF THE PAPER 

The purpose of this paper is to analyze the growth of public 

housing operating subsidies in recent years in IlIA-cMl'l.ed uni.ts and 

develop alternative strategies for limiting the Federal oontributions 

to the operating deficits of local housing authorities. The factors 

contributing to the deteriorating financial position of UlAs will be 

discussed, trends in incxxre, expenses, and vacancies will be presented, 

and various strategies for achieving the overall Federal oojective 

will be suggested. 

This paper will not determine the precise oontribution of each 

causal factor, although an attenpt is made to assess the relative 

order of magnitude of serre of the factors contributing to the growth 

of operating deficits. The paper will, hCMever, briefly outline a 

research design for a subsequent study of the independent effect of 

a variety of factors. 

Section II states the problem to be analyzed and Section III 

describes the factors oontributing to the problem. In Section IV 

the Federal oojective is discussed, and strategies for achieving 

this oojective are presented in Section V. Section VI oontains a 

'. 	 list of questions the answers to which would shed further light on 

the problems of public housing. 

http:IlIA-cMl'l.ed
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II. STATEMENT OF THE ProBlEM 

Federal operating subsidies for public housing have been increasir¥3 

dramatically in recent years. Fran a level of $35 million in FY 1970, 

operatir¥3 subsidies have risen to $280 million in FY 74. The original 

and traditional division of responsibilities be'biveen Federal and local 

authorities -- with the Federal role limited to debt retirenent, while 

local housir¥3 authorities remrined self-sufficient regarding total 

operating costs -- has given way to a broad Federal responsibility for 

a significant share of the nonth-to-nonth costs of operation. 

'Ibis new role for the Federal Gove.rnmant has been legislatively 

affirned by (1) the Housir¥3 and Urban Develop:rent Act of 1970 t 

(2) by the Brooke .A:rrendnents which set a rent limitation at 

25 percent of inroma and forced welfare authorities to stop docking 

welfare benefits of people noving into public housing; and (3) by the 

Congressional raroval in 1972 of the statuto:ry limitation on total annual 

cx:>ntributions. Although the traditional Federal role began to change in 

1961 with the deve1op:re:nt of special subsidies to certain categories of 

families, Federal oontributions to operating expenses did not reach a 

noticeable magnitude 'Wltil 1970, fran which point they rrrushroc::mad. 

Over the four year period 1968-1972 rental i.ncc:m8 per dwelling \mit 

has fallen by 17 percent. Over the sane period total routine operating 

expenditure$ per \mit have risen by 17 percent, although non-routine and 

capital expenses have fallen by 22 percent. * With revenues edging dCMllWard : 

and routine costs rising steadily, many local housing authorities have 

* excltrles f'Wlds expended through m::rlernization program which have 
grown fran $1 0 million in 1968 to an estimated $87.5 million in 
1974. 



3 


curtailed or deferred their own budget allocations for extraordinary 

maintenance and modernization and have turned to the Federal Governnent 

for added financial assistance. 

Moreover, the vacancy rate in public housing units available for 

occupancy is low and has hardly changed at all in the past five years 

(fluctuating between 2 and 3 percent). The fall in rent per unit 

cannot be conpensated for on a na.tional basis by an increase in -capacity 

utilization unless a major effort is made to prepare unavailable units 

for occupancy, and many of these units may be beyond repair. Thus, with 

the Brooke .Arnerrlments in force, rental income for the existing public 

housing stock appears frozen unless a significant share of tenants is 

paying less than 25 percent of income and rents for such tenants are 

raised to the legal maxin:um. 

Of course, there are great differences anong (and within) lliAs with 

respect to the extent of these developments. In SCIre parts of the 

country or in some types of projects, public housing today is not signifi 

cantly different from the way it was three decades ago. In some small 

towns in the mid-West and the South, housing authorities are in sound 

shape, and in most major metropolitan areas there are SCIre projects 

which are relatively safe and financially solid (particularly elderly 

projects). Others are the locus of vandalism, violence, and disease. 

Many people who cannot afford or locate housing in the private sector 

are clamoring to get into the decent projects (hence the long waiting 

lists), but are avoiding the problem projects. The non-financial 
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oosts of roving into the bad projects -- high risk of cr.i.n:es against 

persons and of varv:lalism, ~ure of children to rats, deteriorating 

neighborhoods, etc. - outweigh the {X)tential savings in rent, with 

the result that the family is willing to pa.y higher rent in a private 

dwelling until what it considers a decent public dwelling becares 

available. Thus, in public housing today we have very different 

bundles of housing services offered to buyers at essentially the 

sarre price. Under these conditions the rational buyer will elect to 

wait until he can d::>tain the better pa.ckage for this price. 

There are no easy solutions to the prd::>lem. in public housing today; 

indeed, sinply sorting out the factors that appear to be contributing 

to the prd::>lem., as is done in the follaving section, can be difficult. 

III. FACI'ORS a::NrRIBUl'ING TO THE POOBLEM 

The explanation for the rising deficits and the corresponding 

increase in the Federal ct>ligation involves a nUll'ber of diverse, but 

fre::JUel1tly inter-related financial, social, legal and political 

factors. Cbservers of recent trends .in public housing have often 

attributed all of the problems and developrents in public housing to 

one factor. For instance, sate contend that the Brooke Arte:n.dn:ents, 

which limit receipts available to public housing authorities, are 

entirely res{X)nsible for the current situation, while others suggest 

that this situation could be CCI11?letely rectified by an inprovenent 

in the managenent of public housing. These single causal explanations 

are misleading and may lull policymakers into believing that if they 

control or change the one factor in question, the prd::>lem will 

disappear. 
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The present proposals for coping with rising operating costs 

reflect this problem. For instance, the Widnall and Sparkman proposals, 

'Which set minimum rents, attack. only the decline in revenues, 

'While the prototype nanagenent system attacks only IXX>r nanagenent. 

These proposals IlBy have merit, but they should not be viEMed as 

solutionS to the problem. 

Many of the prci:>lerrs oonfronting public housing are the sane as 

those experienced by private multi-family dwellings. For exanple, 

vandalized public housiIlg" projects with "barbed out" aparbrents and 

high vacancies In9.nifest the sane synptans as abandoned private 

cwelliIlg"s. The only difference IlBy be that the Federal Governrrent 

keeps public housing projects operating through In9.Ssive doses of 

operating subsidy, 'While in the private sector such buildings would 

be abandoned. In eadt case, public and private, the factors causing 

the I,ilenaoona lay pretty rcru.ch buried. 

A nore sophisticated, longer-tenn study should assess the relative 

inportance and independent effects of the follaving explanatory factors 

(and others 'Which IlBy be unoovered). Here we will only describe sare 

of them and briefly discuss their interaction. Throughout this section 

the difference between national totals on incare, expenditures, 

vacancies, and tenant characteristics and data fran Chicago and 

Boston, 'Where field visits were recently IlBde, will be cited. In 

addition, variations anDIlg" projects in these cities will be highlighted. 

This is neant to be illustrative of the need for disaggregating the 

data to the project level for purposes of analysis. 
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lliis discussion will be divided into two sections. In the first 

section, the three developnents contributing to the increase in operating 

subsidies - increase in units, falling revenues, and rising costs - 

will be discussed. In the second, SOIre explanatory factors which may 

account for these developments will be discussed. 

1. DevelOpments responsible for increasing operating subsidies 

Tables 1 and 2 indicate the recent growth in public housing operating 

subsidies. There are several reasons for the increases shown. 

a. Increase in units 

One of the key factors accounting for the increase in operating 

subsidies is the growth in the number of units. While in CY 1968 there 

were 664,000 units, by FY 1974 this number had grown to 1,032,400. The 

$280 million in operating subsidies for FY 74 would be only $182 million 

if we standardize for the number of units. In other words, the total 

bill would be $98 million or 35 percent less if there had been no growth 

in the program. * 
It appears that the LHA-owned public housing will not be growing 

as rapidly as in recent years, so that one of the primary causes of 

growth in the Federal operating subsidy bill may be removed. However, 

to the extent that the new units have been accounting for a dispro

portionately small share of the cost, the favorable impact of this 

development will be attenuated. 

b. Falling revenues - the impact of the Brooke aITEndments 

The first Brooke Amendment limited the public housing resident's 

* 	This figure assumes that the new units have the same PTJM subsidy costs 
as the national average. If the ne\v units are disproPortionately in 
high-cost areas, the $98 million figure may underestimate their 
contribution to the current total bill for this reason. However, if 
the new units are cheapter to maintain, this factor would tend to cause 
the above figure to be an overestimate. (The $98 million, of course, 
included the increasing costs of utilities, maintenance, etc. up to 
1974 for the units built after 1968.) 
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TABLE 1 

THE CHANGE IN OPERATING SUBSIDIES 
CY 1968 TO FY 1974 

ANNUAL RA'IE OF 
AmONI' CAUSE CHANGE OF THE :rJE.'v1 

$280 fJITLLION apparent total change in operating subsidies 

6 will be returned to HOD in residual receipts
271T real total change in operating subsidies 

98 because there are more units in 1974 than in 1968 11 
:-I7b total change (in operating subsidies) among units 'Which eY.isted in 1968 

47 per unit, lower rental income than in 1968 -2% 
_3 per unit, lower flother" income than in 1968 -2% 
127 total change (in operating subsidies) caused by increased expenditure 

55 per unit, higher utilities than in 1968 7% -.J 

46 per unit, higher ordinary maintenance 21 than in 1968 5% 
18 per unit, higher administration 31 than in 1968 4% 

7 per unit, higher tenant services-than in 1968 41 

5 per unit, higher general expense than in 1968 - 1% 


-4 per unit, lower non-routine and capital expenses 51 than in 1968 -2% 


NOrE: Detail Ir.r.a.y riot add to toals because of rounding. 

11 The $98 million includes, of course, the increasing costs of utilities, maintenance, etc. up to 1974 

- for the units built after 1968. 

?! About 70% of tins is labor. 


~ Over 80% of this is salaries. 


4/ These were zero in 1968 

51 These only refer to capital expenses not funded under annual contracts. 



TADLE 2 

u.S., Average Operating Costs in Conventional Public Housing 

ITEM 

I.ncorre: 

!:Melling :Rental 

Other Incane 

Total InOOtle 

Expenses: 

1\dministration 

Tenant Services 

utilities 

Ordina:l:y Maintenance 

General 

SUbtotal, Routine 

Extraordina:l:y Maintenance 

Replacement of Equipnent 

Bettennents & Additions 

other Non-Routine 

Subtotal Non-Routine. 
Total Expenses 

CY 1968 to FY 1974 

CY 68 Costs CY 72 Cosra FY 74 Costs 
Actual Actual Estimated 

$47.13 39.00 $41.252 

261 3.00 2.25 

.74 42.00 43.50 

8.23 9.43 10.44 

.00 1.02 .87 

12.09 15.00 19.01 

17.18 21.00 22.89 

7.12 7.92 7.77 

44.63 54.00 60.98 

2.48 1.85 2.44 

.75 .58 .75 

1.83 .73 1.10 

.09 .84 .33 

5.15 4'-<1(1 4.62 
49.78 58.00 65.60 

Annual rate of change 

C68-Cn C72-F74 
Actual Estinated 

-5% 3% 

N: N: 

-4 1 

3 4 

- -6 

6 10 
co 

5 4 

3 -1 

5 5 

·7 12 


-6 U 


-20 18 


NC N: 

-Ii 6 

4 5 


1 Adjusted where the "BtWn Book" seaned to contain errors. 

2. This differs fran the $41.75 HM estinate because this only includes dwellinq rental, not all rental inc:::lIma. 

NC Not oa1culated. 

" i t 
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rent 	to 25 percent of adjusted income. The allowable adjustments to 

inc::x:::rre were broadened in the serond Brooke Anen.dlrent, and in 1971 the 

third Anen.dlrent was added, stipulating that welfare authorities oould 

not lCMer welfare benefits for public housing tenants. 

The percent of households paying greater than 25 percent of 

their gross* inCXl1reS has fallen percipitously since 1968, and this 

clearly reflects the effect of the first Brooke AIrendrrent. While 

in 1968 30 percent of re-examinations and 38 percent nove-ins were 

paying nore than 1/4 of their gross inc::x:::rre in rent, by 1973 these 

figures were only 2 percent and 11 percent, respectively. (It is 

worth noting that Sate LRPH tenants are paying a greater proportion 

of inc::x:::rre for rent than the law pennits .) 

The 25 percent of inc::x:::rre ceiling inp:>sed by the first Brooke 

Anen.dlrent did not autanatically limit the revenue available to !HAs. 

The lCMering of rent for those tenants previously paying greater than 

25 percent of inc:orre oould theoretically have been offset by rent increases 

for those tenants who were paying less than 25 percent of inc:orre for 

rent. The average inc:orre of tenants rose between 1968 and 1973, indicating 

that the 17 percent drop in rental inc:orre to !HAs per dwelling unit 

between 1968 and 1972 was caused mainly by a decline in the fraction 

of inc:orre paid for rent by the average tenant. The Brooke AIrendrrents 

have had a negative inpact on the inc:orre of LHAs for the oountry as a 

whole.** 

* 	 Distribution of rents as percent of adjusted inc::x:::rre is not available. 
The fraction paying nore than 25 percent of adjusted inc::x:::rre would be 
higher than these figures. 

** 	 Assuming !HAs did not lCMer rents as a fraction of inc:orre for sorce 
other, non-legal reason. 
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The IIDSt reliable neasure of average tenant ina:.:ma* that is available 

is an average of nean elderly incx.:8:oo and rrean non-elder1 y incx::JIe, 

weighted by the knavn proportions of elderly and non-elderly households. 

This weighted nean is shavn in Table 3, colurm. 1. Average gross 

inccrre has risen from $3,272 in 1968 to $3,515 in 1973, an increase 

of 7.4 percent. 

Average adjusted ina:.:mas (excluding Iredical adjustnents) have 

risen nore than twice as rapidly (15.5 percent) as average gross 

inccrres, resulting fran a decline in the utilization of deductions. 

(See Table 3 .. column 2) • 

In the face of this increase in ina:.:ma, nean rent (calculated as a 

weighted average of rrean elderly rent and nean non-elderly rent) has 

dropped fran a high of $56.08 in 1969 to $50.77 in 1973, a decline 

of 9.5 percent fi'able 3J column 3}. As a consequence of these 

develo~ts, rrean rent as a fraction of adjusted income has fallen 

fran 28 percent to 23 percent (Table 3, colurm. 4), reflecting the 

effect of Brooke I. 

If Brooke had not been passed and tenants were still paying 28% 

of adjusted income, (assuming other factors held constant), LHAs would 

reM have $10-11 per unit nonth nore income. Brooke has thus seemingly 

renoved a potential rise in rents fran $56 to $61 FUM that would have 

resulted fram risin g income and has caused, instead an actual fall from 

$56 to $51 FUM. It is of course possible that the Brooke Arrendrtents 

as a group have had the additional inpact of making LRPH nore attractive 

to lCMer income families, and that in the absence of these Brooke 

AIreI'ldrcents adjusted income would be even higher than $2,627. Thus, 

Brooke nay have had an indirect as well as a direct effect on the 

revenues of LHAs. 

*BY income is"'~t inCOJ.Te for purposes of detennining rent of tenants, 
oot for detennining eligibility or continued occupancy. 

http:inCOJ.Te
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TABLE 3 

1 2 3 4 
Rent As 

Mean Mean Mean Percent 
Gross Adjusted Actual Of Adjusted
Income Incane Rent Income 

1/68 - 9/68 $3,272 $2,275 $53.20 28% 

10/68 - 9/69 3,408 2,425 56.08 28% 

10/69 - 9/70 

10/70 - 9/71 

10/71 - 9/72 3,427 2,498 51.35 25% 

10/72 - 3/73 3,515 2,627 50.77 23% 
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Assuming that the Brooke dependency allowances were roughly the sane 

as those used by IHAs prior to Brooke and that the rent/adjusted 

inc::ate ratio would be 28 percent rON if Brooke had not been passed, 

instead of a $47 million negative contribution to the current 

operating subsidy, as rep:>rted in Table 1, rental inc:x:lIle trends 

(CY 68 to FY 74) would have had an estima.ted p:>sitive inpact of 

$24 million. Therefore, a rough estimate of the direct inpact of 

Brooke on the loss of rental inc:x:lIle is $71 million. Thus, one factor 

contributing to the rise in operating subsidies is the fall in the 

fraction of i..nc:aIte paid by tenants. The resultant decline in 

dwelling rental accolmted for $47 million of the $280 million 

operating subsidy for FY 74 (see Table 1). 

c. Increased Expenditure by UIAs 

The steady U};Mard drift in operating costs* has contributed to 

the deteriorating financial p:>sition of +HAs. Indeed, this up.vard 

drift in costs, carrbined with falling revenues, defines the 

financial problem facing housing authorities. 

However, as will be argued in the next section, limited field 

visits and trends in vacancy rates indicate that UIAs are faced 

with :fun.damental problerrs involving crirre, drugs, and increased 

welfare dependency that rray be posing an even nore serious threat to 

the long-nm financial viability of public housing that is not apparent 

fran an examination of current expenditures. 

* 	includes utilities, adrninistrative expenses, ordinary rraintenance, 
tenant services, general expenses, extraordinary rraintenance, 
replacerrent of equiprent, and bet1:erIrents/additions. 
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Total operating costs increased fran $49.78 P.U.M. in CY 1968 to 

$58.00 P.U.M. in CY 1972, an increase of 16.5 percent. This is about the 

sane cumulative rate of increase as in the rental shelter corrp:ment of 

the ConsUJ:ter Price Index (16.4 percent over this period). Thus, the 

rise in operating costs for public housing was quite consistent with 

the inflationary trends for the country as a 'lNhole. This 'WOuld seem to 

indicate tbat the LHAs and HUD Area Offices have done a creditable job 

in holding do.vn the rate of increase in operating costs over the four-

year period. (This does not, of course, nea.n that the real cost of 

operating public housing did not rise faster than the rental shelter 

carponent of the ConsUJ:ter Price Index. Sare costs :nay have been deferred 

by the LHAs, and the Housing Managare:nt survey of 59 LHAs should shed 

light on the extent to 'lNhich this :nay have happened.) Table I shCMs 

tbat an estinated $127 million of the $280 million operating subsidy 

increase between CY 1968 and FY 1974 can be accounted for by an increase 

in operating costs, rrostly accounted for by general inflationary trends 

in the ecoInl¥. 

Total operating costs in Boston ($104.16 P.U.M.) were 75 percent 

greater than the national average in FY 73, and had grCMn by 36 J?ercent 

since FY 70*, also rrore than twice as fast as the 1968-72 increase for 

the nation as a 'lNhole. In Chicago total operating costs were $96.66 

P.U.M. in FY 73, up 41 percent fran FY 68. Although the level of and the 

rise in the cost of living in these cities has been considerable over 

this period, these differences in operating costs do not fully explain 

this disparity. 
--- ._----
* data fran Boston not available prior to 1970 
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Fran the results of this limited sanple, the operating cost 

differences anong public housing projects cannot be explained. CMay by 

the age of the population served (Table 4). For example ~ in Chicago, 

Dearborn, primarily a non-elderly pro.i ect. has the highest total operating 

costs on a FUM basis of $105.96, while Senior Housing, an elderly project , 


is the lowest at $36.93. HcMever, other projects with low total costs 


are LeClaire Extension ($49.87) and Wentworth ($58.07), and the percent 


elderly in these three projects is only 8 percent and 1 percent, respectively. 


LeClaire and Wentworth serve about the same fraction of elderly as 


cabrini-Green (3 percent), but the latter's total cost is $91.39 PUM. 


M:!reover, Hilliard, which is 56 percent elderly, has a total cost of 


$86.34. 


While the so-called "problem projects" generally seem to have higher 

operating costs than the so-called "good" projects, as described by CHA 

officials, there is no clear relationship between a project I s image and 

its overall cost. Cabrini-Green and Robert Taylor, which probably have 

the worst images, have total costs of $91.39 and $92.36, respectively. 

Julia Lathrop and Hilliard, both serving about an equal nunber of elderly 

and non-elderly residents, and proudly presented as m:::xiels of relatively 

good m:ban public housing, have total costs of $86.99 and $86.34, 

respectively - only slightly less than the two "problem" projects. 

MJreover, other projects which receive virtually no notoriety and are 

not listed as problem projects by CHA officials -- such as Dearborn and 

Horner -- have costs that exceed those at Cabrini and Taylor. 

I 
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TABLE 

Selected Characteristics of Projects Visited 

Percent Designation 
on by 

Percent Percent Percent Public Percent IRAefficials 
Chicago VacantI Elderlyl Minority1 Assistance Children2 regarding problem 

Cabrini-Green 13 3 99 752 702 bad 

Robert Taylor 9 3 100 832 772 bad 

Julia Lathrop 1 51 35 442 522 good 

Boston I-' 
\Jl 

Colunbia Point 12 28 62 873 603 bad 

Mary Ellen 
McCormack 1 52 2 443 403 good 

1 12/71 

2 12/72 

3 12/71, based on very small sanples of admissions 
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There are a nUlber of extenuating circumstances that can explain 

sate of the variation in total costs by project. For instance, at 

I..e£::laire Extension ($49.87 FUM) the residents pay CNer half of the 

utility expense themselves, so that the total cost figure would be 

$10-15 nore if this cost were included as it is for the other projects. 

Dearborn ($105.96 FUM) had extraordinary maintenance of $20.04 in FY 73 - 

well above average -- prcbably reflecting a major CNerhaul in FY 1973. 

This illustrates the danger of examining records fram only one t:i.rre 

pericxi. 

If the distribution of expenditures anong projects within an iliA 

is to be an indicator of the extent of probleIt\l3 in the iliA, one would 

expect this to shOW' up in the category of routine maintenance and 

operation. There should be a direct relationship between vandalism, 

for instance, and routine maintenance and operation expenses. One would 

expect utility costs, administration costs and general expenses to vary 

little over projects within a city, while the variation in non-routine 

operating and capital costs should reflect such factors as age of stock 

to at ·least as great a degree as they reflect social problans. 

The evidence supports this supposition, as there is a clear relation

ship between the level of ordinary maintenance and the extent of social 

problems at the projects (as best as the latter could be dete:o:n:ined for 

this preliminary report). The national average for ordinary maintenance 

in public housing was $21.00 in CY. 72, 22 percent higher than in CY. 68, 

and is projected at $22.89 for FY 74. By carparison, the average for 

Chicago in FY 73 was $43.61, an increase of 66 percent over FY 68 and the 
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average for Boston was $41.59, up 39 percent over 1970. Thus, ordinary 

maintenance was double the national average in these two cities. 

AnDng the projects visited on the field trips, ordinary maintenance 

oost does seem to reflect the extent of the prd>lems that these projects 

are facing. At Cabrini-Green arrl Robert Taylor, where the proolems 

appeared alIrost overwhelming, ordinary maintenance was $50 .17 and 

$56.13 FUM, respectively. At Julia Lathrop, whiCh was reported as a 

sound arrl stable project, ordinary maintenance was $34.52. Further 

indication that this budget i tan reflects the degree of social problems 

is given by c:x:ttparing the figure for Senior Housing (all elderly) , 

only $16.80 to the figure for Ma.dden Park (which has had problems, 

although it has not received much publicity), $63.18, or alrrost four 

tines greater than for Senior Housing. 

At Colurrbia Point in Boston, where the situation seerced the IIDst 

serious arrl discouraging of the places visited, ordinary maintenance 

was $40.21, c:x:ttpared to only $27.98 at MaI:y Ellen Mdbnna.ck, which 

although located only a feN blocks away fran Co.l..urtiJia Point, has a 

ca:rpletely different clientele arrl is basically in no trouble. 

Similar results can be gleaned fran an examination of expenditures 

for replaceroont of equi.prent, although this is a relatively- minor ccrcp::m.ent 

of an lliAs budget. While Robert Taylor arrl Cabrini-Green spent $1. 46 

arrl $1.16 PUM for replacerrent of equi.prent, (carpared to a national 

average of $0.58) the corresponding figures for Julia Lathrop arrl Senior 

Housing were only $0.55 arrl $0.08 PUM. 

http:Mdbnna.ck
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5are cautionary notes are worth :rrentianing here. First, these 

relationships are not hard and fast: there are exceptions. Secx::>oo, 

we do nOt k:now that problems of cri.ne, drug use, broken families, etc. are 

actually causing higher expenses, we only observe a simple association 

between them. Third, lacking data at this point on extent of drug 

use, vandalism, etc. in the projects, we can only infer fran minimal 

observation am discussion with local officials that there is a 

substantially higher incidence of these problems in certain projects. 

We do have data on broken hares by project for Chicago, and this 

will be presented in the next section. Finally, we do not k:now 

much about the accuracy of the expenditure data or the relative 

effectiveness of IRA expenditures on various items. 

For the nation as a whole higher operating costs acoounted for 

about $127 million, or aJ.rrost one-half of the $280 million in operating 

subsidies in FY 74. About two-fifths of this anount, $55 million, 

was acoounted for by higher utility costs while about another 

third, $46 million, was attributable to higher ordinary maintenance 

(see Table 1). Roughly 70 percent of this increase in ordinary 

rraintenance was labor cost. 

Since higher labor oosts acoount for such a large anount of 

the operating subsidy bill, it is worth enphasizing that the great 

bulk of this labor is perfomed by non-tenants, typically unionized 

crafts:rren. In Chicago, we were told, craftsIren employed by the 

IRA earned, on the average, $20,000 per year. 5are tenants were 

employed as janitors, but no real progress was being made to get 

tenants into better paying jobs. This is not to bl.alre the CHA, 
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neCessarily, as tmion resistance to minority apprenticeship has 

been a major problem in the U.S., particularly in Chicago. 

2. Explanatory factors underlying these developrents 

a. Changing Client Mix 

Public housing is serving a larger proportion of welfare 

families IlC1N than five years ago. While the change in client 

mix tcMard rrore welfare families may contribute directly to greater 

operating deficits by lowering LHA income, (if welfare families 

have lower inc:or!es than the average public housing tenant), the 

question renains as to whether it also inposes indirect costs 

because of the social problems facing the welfare eligible 

population. 

There is no clear relationship between the incc:ne of tenants in 

a project arrl these indirect costs, because arrong other reasons, 

the elderly tend to be the lowest inc::x::>rre group, but probably cause 

the least trouble, so that projects such as Lathrop or Hilliard 

in Chicago which are about one-half elderly tend to have low 

operating receipts but also low costs, particularly routine 

maintenance costs. However, routine maintenance costs do tend to 

be higher in the "problem projects" than. in those non-problem 

projects that are alrrost exclusively non-elderly. 

In Boston, Colurrbia Point is in deplorable condition. In the 

high-rise buildings, filled iargely with broken families 

having many children, there is an overwhelming incidence of violence, 

hard drugs, and vandalism. Many of the windows are broken, there 

is garbage and glass in the hallways and corridors, the vacant 
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units have been stripped of all salable materials and are either 

littered with refuse or have been fire-l:x:mbed, and the walls and 

doors have been defaced. About one of 7 or 8 of the units are 

vacant. About two-thirds of the residents are minorities, 

roughly one-fourth are elderly, and 87 percent are receiving 

public assistance. 

At the sane t:i.tre three to five blocks away from Colurrbia Point 

is the Mary Ellen M::Co:rmack project. The contrast between these 

two projects, located in the sane general neighbo:rhood, is quite 

striking. Mary Ellen M:Co:rmack has only a feN vacant units; the 

buildings, while considerably older than those at Colurrbia Point, 

are in much better condition. While there is serre cr:iIre, the 

tenants do not live in fear and it appears to be a setting in 

which people can live with sone decency, albeit m::xiestly. 'l'he 

managerrent of the two projects did not seem to differ in their 

approa.ch or their outlook. As stated above, the physical stock 

at M::Co:rmack was older than that of Colurrbia Point. The primary 

differences which could be discerned were (1) client mix and (2) 

building design. Mary Ellen M::Co:rmack is 98 percent white and 

about one-half elderly. (See Table 4). The buildings are all lcw

rise walk-ups. 

Project managers believe that client mix is the key to the social 

prcblems which they contend are raising their maintenance costs. 

We cannot conclusively establish that this is the case at this t:i.tre. 

What is kncwn is that tenants are voting with their feet regarding 

http:approa.ch
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these projects. The "problem" projects are characterized by 

hundreds of vacancies, while the other projects have virtually 

no vacancies. If project managers and local officials are correct 

that the increasing presence of broken families is causing the cr:i.rre 

and destruction, then by gradually draining these projects of 

their decent tenants, this population poses a long-run threat to 

the financial viability of IHAs. No firm conclusion about this 

can be drawn at this t:i.rre. 

The passage of Brooke III increased the incentives for welfare 

recipients to live in public housing because it denied welfare 

authorities the right to dock a client I s benefits as a result of 

his public housing benefits. This created windfall gains for scree 

recipients of public assistance. For example, if a woman was 

receiving a $70 rronth rental allowance fran AFOC and has an adjusted 

i..ncaoo for public housing purposes of $200 per rronth, her rent 

will be no greater than $50 per rronth (due to Brooke I) but she 

cannot lose any of the $70 rental allowance. Hence, if AFOC 

does not find a way to cut SOIre of the rest of her welfare benefit, 

she pockets $20 per rronth which can be spent on other gcx::rls. 

There has been a steady increase in the proportion of households 

in public housing receiving scree form of public assistance, and 

the sarrple data from Chicago indicate that if this city is 

representative of major cities, the incidence of public assistance 

arrong public housing tenants is considerably steeper in the major 

cities. This is not surprising, since the welfare caseload is 

disproportionately located in large urban areas. While in 1968 
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36 percent of public housing tenants whose ina:mes were examined 

were receiving sate fOJ:I1l of public assistance, by 1973 this figure 

had risen steadily to 46 percent. By canparison, in the Chicago 

HoUSill9" Authority I s Federal non-elderly projects, the proportion 

of people in residence receiving benefits from at least one public 

assistance program was 40 percent in 1968, and by 1972 this figure 

had jurrped. to 73 percent. In Cabrini-Green, the fraction of 

tenants receiving sate public assistance junped from 42 percent 

in 1968 to 75 percent in 1972. The corresponding figures for 

Robert Taylor in Cllicago are 49 percent and 83 percent, and for 

Julia Lathrop, 24 percent and 44 percent. 

With respect to Aid to Families with Dependent Children (AFOC), 

the proportion of families in Federal non-elderly projects in 

Chicago receiving such benefits jumped from 29 percent in 1968 

to 61 percent in 1972. The corresponding figures for Cabrini

Green were 30 percent and 65 percent; for Robert Taylor HClI.'OOS, 41 

percent and 73 percent; and for Julia C. Lathrop, 12 percent and 

30 percent. Of course, the welfare rolls were rising sharply 

during this period, and it is not nON k.ncMn whether the increases 

in the fraction of welfare clients in public housing exceeds 

that in private housing in carpa.rable neighborhoods. 

• 
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A related develq:m::m.t is the sharp increase in the incidence 

of broken families in the aricago Housing Authority Projects. 

In the Federal non-elderly developrents the percentage of broken 

families j1.:l1ped fran 48 percent in 1968 to 66 percent in 1972. 

The corresponding figures for cabrini-Green were SO and 70 percent; 

for Robert Taylor Hares 52 and 73 percent; and Julia C. Lathrop, 

27 percent and 29 percent. The latter figures in:licates a greater 

degree of stability in family structure found in the Lathrop 

project. 

Another distu:rl:>ing set of figures .involves the proportion of 

the households in public housing in which no family :rre.rrber is 

working. In 1968, 33 percent of those public housing residents 

in the United States whose inC(.'l(eS were re-examined had no worker 

in the household, while 44 percent of the nove-ins fell into this 

category. In 1972, hCMever, 48 percent of the re-examinations had 

no worker, and the corresponding fraction for nove-ins was over 

50 percent. 

It is interesting to note here that the racial a:::m:tpOsition of 

public housing occupancy in the united States has rerrained virtually 

unchanged over the past 5 years in spite of the noticeable changes 

in family structure and eligibility for public assistance. For 

the Nation as a whole, the percentage of Blacks in public housing 

has edged dc:wnward slightly fran 51 percent to 49 percent. The 

Chicago Housing Authority reports that while 92 percent of their 

tenants were non-white in 1963, by 1968 this figure had fallen to 
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84 percent and in 1973 was 82 percent. It appears, then, that while 

public housing is serving the different color groups in roughly the 

same proportions now as it was several years ago, it is now serving 

subgroups within those color groups -- particularly welfare recipients 

and elderly -- in noticeably different proportions. 

rrhe change in client mix may also be related to the Urban 

Renewal program. People relocated by this program -- often the very 

poor -- were frequently placed in public housing. 

b. Increased vacancies in problem projects 

Although "available" vacancies in public housing for the Nation 

as a whole have not increased, vacancy data obtained from the Chicago 

Housing Authority on a project-by-project basis tell a remarkable 

story. There were only 235 vacancies in this LHA as of December 13, 

1968. Two years later there were 1505 vacancies, a sixfold increase. 

In Cabrini-Green, there were only 39 vacancies at the end of 1968, but 

two years later there were 669, or seventeen times as m:my. The 

corresponding figures for Robert Taylor HOlIES are 44 and 349. By 

contrast, there were 6 vacant units in Julia lathrop in 1968 and only 

2 vacant units in 1970. These figures tell a story that is hidden 

even in a project-by-project analysis of operating budgets. 
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Interestingly, vacancies in Chicago dropped significantly fran 

the end of 1970 to the end of 1971, then remained about level through 

the end of 1972. At that t.i.Ire there were 1,051 vacancies of which 

775 or 74 percent were located in either cabrini-Green or Taylor, 

while the rEm3.ining 276 were scattered artong the other 17 develop:nents. 

There has been a sharp increase not only in the nuni:>er of 

vacancies in Chicago, but also in the duration that the units are 

vacant. For the total OIA, the average days lost per unit that 

becarre vacant in the first quarter of 1969 was 12.6, while the 

corresponding figure for the first quarter of 19 71 was 44.9. MJreover, 

although the total nurrber of vacancies was considerably laver at the 

end of 1972 than at the end of 1970, the average duration of vacancies 

during the first quarter of 1973 (39.2) was only slightly less than 

that of the previous two years. While 1,063 units were vacant at 

the end of 1972, as noted above, 2,460 apa.rt:Irents were subject to 

vacancy loss during the ensuing quarter and a total of 96,371 days 

of vacancies were reported for this quarter, corrpa.red to 15,172 

days for the first quarter of 1969. 

During this quarter a vacancy averaged 64.7 days in Cabrini-Green 

and 61. 7 days in ROOert Taylor Hares, as canpared to only 21.1 days 

in Julia lathrop and 7.4 days in Trunbull. 
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It seem:; quite plausilile that the presence of vacancies, 

particularly for a long duration, causes or oontriliutes to many of the 

problE!I5 that plague public housing today. However, this is offered 

as a testable hytX>thesis, not a oonfirm:rl. precept. Vacant units 

appear to attract criminals who strip them or everything of value 

am lure squatters who nove in with no intention of paying rent. 

Indeed, the feeling that vacant housing units have a deteriorating 

effect on adjacent housing units is a widely-held belief anong real 

estate people. An even nore fundam:mtal question to be wrestled 

with is: what is causing the increased vacancies? 

c. Increased awareness am assertion of rights by tenants 

There appears to be an increased awareness on the part of tenants 

of their legal rights and a greater willingness and ability to assert 

these rights. In part this has resulted fran efforts by welfare 

rights organizations and legal aid groups to encourage tenants to 

push for better housing services and take decisive action if these 

services are withheld. 

This new aggressiveness by tenants in Sate areas poses a dilenma 

for policymakers. If (or where) the tenants are justified in their 

claim that housing services in public housing are so deplorable that 

the rents being asked by them, however naninal, are excessive, then 

nore services should be provided or the price of the current bundle 

of services should be lowered (perhaps to zero). If (or where) 

such claims by tenants are unjustified, then Sate new means of dealing 

with these tenants (perhaps a speed-up in eviction process) IIU.lSt be 

developed. Project managers report that it often takes 9 nonths to 
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evict a tenant even thoU3h (in the manager's mind) there is clear 

cause for eviction. Hearings in front of public housing appeals 

1:x:>a.rds, COurtrOCln continuations, arrl other delays have pennitted 
• 

prd::>lem tenants to linger in residence rconths after they have carmitted 

actions that in the manager's mind are clear grounds for eviction. 

To Sale extent this is a managem:mt as well as a legal problem. 

Sane managers are spread so thin that they cannot possibly knc:w 

their tenants personally or ascertain which tenants are trouble

nakers. However, managers frequently find out who has ccmnitted a 

crirre, but cannot take action against the criminal because the 

witnesses to the crirre refuse to speak up out of fear of reprisal. 

Of course, this is not a problem that unique to public 

housing; it is found generally in poverty neighborhoods. Sore of the 

managers of public housing, however, do not want to see it. They 

are discouraged about the difficulty of serving low irlcc:ire tenants, 

particularly yOl.mg unrrarried welfare nothers. Public housing today 

needs project managers who are not trying to wish (May their problems, 

who acknowledge and accept the increasing share of hard-oore poor 

anong public housing residents. In Sale cases this ma.y rooan bringing 

in younger people who are rrore likely to be attuned to the special 

problems facing today's public housing resident. 

A fairly recent develop:tent in public housing is the non-payroont 

of rent, either via organized rent strikes, in which groups of tenants 

withhold their rent indefinitely, or rrore frequently via largely 
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unnoticed, undrarratic IX)n-canpliance with a rental agreement. 

Another deve1q:;uent is Itsquatting , II in which families llDVe into vacant 

units without authorization arrl with IX) intention of paying rent. In 

many areas such activities are either non-existent or sporadic. 

But in other areas non-paym;mt of rent is not a minor problem, arrl 

may be a harbin;Jer of rising subsidy requirenents in the future. 

While non-payrre:nt of rent is insignificant in the overall budgets 

of !.HAs at the present tirre, ($0. 47 PUM in C'f 72), they are definitely 

causing I1lA officials sooe problems I arrl in the lon;J-run may worsen 

the deficit position by contributing to further increases in vacancies 

because people who do IX>t share these attitudes desert public 

housin;J. 

d. Age of housing stock arrl building design 

Another factor which may have contributed to the growth in 

operating subsidies is the age of the buildings arrl their design. 

Public housing began about 3 1/2 decades ago I and one school of 

thought attributes the rising deficits in public housin;J largely to the 

fact that maintenance arrl repair bills have jtmped as much of the 

stock reaches a critical age. Data in Table 6, irriicatin,g the age of 

the stock of public housing, suggest this may not be the casel 

however. 

• 
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TABLE 6 


AGE OF CONVENTIONAL PUBLIC HOUSING S'IOCK 


• 

Decenber 31, Decenber 31, 

1972 1968 


percentage of units 

15 or n:ore years old 43% 43% 


percentage of units 

5 to 14.99 years old 26 33 


percentage of units 

less than 5 years old 31 24 


TOTAL 100 100 
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Table 6 indicates that the stock is not really aging. Lacking 

a figure for average age, we look at age categories. 'nle fraction 

of units 15 years of age or older at the end of 1972 is the same as 
• 

that at the end of 1968, and the proportion of units under 5 years 

old has risen from 24 percent to 31 percent over this period. 

However, it is clear that age of stock is not always the controlling 

factor in condition of stock. In Chicago, Lathrop harres was built 

in 1938 and the buildings appear to be in excellent condition. 

Cabrini-Green and its extension were built in the 50's and 60's, 

respectively, and Robert Taylor hc:nes is also of this vintage, yet 

many of the buildings in these develo~ts are in deplorable condition. 

Hence, it is important to consider the effect on the physical condition 

of the buildings of the behavior of the occupants. 

Regarding building design, there is sc:ne evidence that the 

highrise design, which took over from the original 3 or 4 story 

walk-up design due largely to rising land costs, contributes to a 

variety of the behavioral problems in public housing. Elevators 

are persistently broken, which not only causes high rraintenance 

bills, but also forces residents to walk up mmy flights of stairs, 

during which t.iIre they are vulnerable to being attacked or robbed. 

'nle corridors of these buildings are trouble spots in which a variety 

of activities can occur. 
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N. THE FEDERAL OBJEm'IVE 

Let us assune that the Federal ct>jective is to limit Federal 

experrlitures for the day to day operation and revitalization of the 

public housing stock, arx1 to oonfine the Federal role as I1llCh as 

possible to debt retirement. '!here are two basic strategies that 

can be followed to accatplish this goal: (1) serve a higher incaoo 

group, arx1 (2) continue to serve the present clientele either by 

charging them nore rent, as a group, or by finding ways to cut costs. 

In the face of rising expenditures, partially attributable 

to a change in the client mix, a recarrcendation of many ct>servers 

is to change the client mix back to the groups traditionally served by 

public housing. In talking with saTe officials of !.HAs arx1 a fEM 

project rranagers, one is struck by the sense of nostalgia about 

the "gocx:l old days" when public housing served the young policeman 

or fireman with a wife arx1 young child -- a temporary waystation on 

the route to the middle-class SlX:cess story. There are references 

to the stable, ethnic neighborhoods, gocx:l solid citizens, etc. 

What these officials appear to be doing is defining away the 

problem. They are saying that the problem in public housing today is 

the welfare poor a:rrl the way to solve the prct>lem is to stop serving 

the welfare poor. To assune that the answer to rising deficits is 

a major shift in the client mix is to take the easy solution a:rrl 

avoid the tough question of how to serve the poor effectively and 

provide them with decent housing. 



32 


'!he Federal role in public housing has been altered by legislative 

action in such a fashion as to incltrle scm:e activities for which 

local gover:nnents have traditionally had resJ;X>nsibility, such as the 

provision of protective and social services to residents. In pursuing 

the goals of limiting Federal outlays for operating costs and narrClNing 

the Federal role, therefore, it is inportant to develop incentives 

for local goverrments to play a larger role and shoulder a J;X>rtion 

of the Federal burden. The altemative strategies outlined in the 

next section asS\.llle that the overall strategy is to serve the IX>Or 

n:ore effectively, not to abandon the present tenants in favor of an 

exclusively upwardly-nobile lcMer middle class and working IX>Or 

clientele. 

It is worth noting that this choice does not rule out ~ 

change in the client mix to enhance the social stability of public 

housing in inner-city neighborhc.:x:.xls. What it rules out is a radical 

change in the client mix that would totally ignore the welfare

eligible J;X>pulatian. 

There is no siIrple solution to the p:roblE!lll. of holding down costs 

while continuing to provide housing to the IX>Orest of the IX>Or. 

Any strategy selected will involve Sate cost, either to the Federal 

Gover:nnent, state or local goverments, or to public housing tenants. 
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V. ALTERNATIVE STRATEGIES 

As has been pointed out above, the financial situation in public 

housing can be described by declining revenues in the face of steadily

rising costs. Thus, assuming no legislative changes and a continuation 

of current trends in tenant income and operating expenditures, the 

outlook is for steadily-rising deficits in public housing. Unless some 

action is taken, the number of ilIAs requiring operating subsidies and 

the amount of subsidies required by LHAs currently receiving subsidies 

will continue to rise in the future. 

What are the alternative strategies for aChieving the objective 

of holding down operating subsidy costs to the Federal Government without 

reneging on our commitment to provide safe and sanitary housing to 

people who cannot obtain it in the private market? 

The ten options which are presented here can be categorized into 

four basic strategies. (A) those which freeze operating subsidies at 

the current level; (B) those which attempt to control or cure the problem 

through additional expenditures; (C) those which nake additional HUD 

expenditures conditional upon the sharing of the growing financial burden 

between local and Federal authorities; and (D) those that attempt to 

raise additional funds from the tenants by serving a greater proportion 

of higher incane eligible and/or by establishing a IIfloor" for public 

housing rents. 

The first two options that comprise strategy (A) presuppose a larger 

federal role in ilIA operating practices even though they involve a 

freezing of operating subsidies. These schemes involve a redistribution 

of funds within an LHA and would involve HUD in the determination of how 

operating subsidies are distributed among projects within a city. 
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CUITently, HUD distributes operating subsidies to the IlIA, not to the 

proj ect . By contrast, the "business as usualn approach that is part of 

strategy (B) would leave the HUD role constant even though federal 

experditures would continue to rise. 

It should be noted that the options and strategies are not mutually 

exclusive. In many instances strategies from several options may be 

combined to produce a ccmprehensi ve plan. 

A. 	 Freeze subsidies at current level 

Option I Redistribution of existing operating subsidy funds 
within LHAs from projects with lOng waiting lists 
to those with substantial vacancies 

Option I involves rationalizing the distribution of operating 

subsidies and modernization funds to projects by allocating less funds 

to those projects offering a relatively attractive package of housing 

services and using the excess funds to enhance the attractiveness of 

projects with serious problems. The reduction in the subsidy going to 

good projects could be combined with increases in the rent in those 

projects to maintain the quality and quantity of services provided or 

the quality of such services would fall, bringing the services provided 

JlDre in line with the rents currently paid. The decrease in subsidy 

would be justified by the long IlIA waiting lists in the face of rising 

vacancies in certain projects which indicate that some projects are under

priced relative to others with respect to the services offered. 

An explanatory note on waiting list procedures ma.y be helpful. By 

law IlIA ' s are not supposed to maintain separate waiting lists for each 

project. There is one waiting list for the IlIA. A new applicant is offered 

a unit in a project with the greatest number of vacancies. Depending upon 
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which of three plans offered to IlIA's in HOD regulations is adopted, 

the applicant family may be offered from one to three projects. If it 

declines these offers, it goes to the end of the IlIA waiting list, on 

which it presumably remains until an opening occurs at a project that 

it will accept. 

In practice, of course, new applicants in Chicago, for instance, 

will be offered a unit at Cabrini-Green or Robert Taylor, and if they 

balk at that, which they typically do if they are not in desperate 

financial straits or unconcerned with safety, they go on the waiting 

list. Moreover, in practice, project waiting lists are often utilized, 

according to reports received on field visits. Hence, in many cases, 

applicants may be given the explicit choice between say Cabrini now and 

lathrop (a desirable pro.iect) in a year. 

This option would permit the same income group currently living 

in desirable projects to continue to live there and receive the same 

level of services by paying more rent. To the extent that most residents 

are paying close to 25% of adjusted income, either the level of services 

would fall or the Brooke Amendment would have to be modified or repealed 

so that tenants could pay a greater fraction of income for the same 

level of services. This option may encourage the gradual replacement of 

current tenants in good projects with those whose incomes are in the 

upper range of the eligible population and who therefore can pay the 

higher rent with no greater than percent of their income. However, 

since the Housing Policy Review indicated that people equally as poor 

as those in public housing were paying more for housing, small rent 

increases for those in good projects may simply put them more on a par 

with people of the same income who reside in private housing. 
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In the bad projects with considerable excess capacity (vacancies), 

rents would be reduced as the subsidy is increased. Rents will approach 

a level which correspon:is to the (lower) level of services provided at 

these projects. Hopefully, the expen:iitures will help correct the 

problems at the poor projects an:i the increased subsidy expen:iiture 

together with lower rents would cause vacancies to fall. Over t:ine, the 

subsidy can be gradually reduced (the rents will edge back up again). 

This assumes, of course, that the projects are viable. As the amount of 

operating subsidy to these projects increases, the attractiveness of the 

projects will (hopefully) increase, bringing in a more socially stable 

clientele. This could affect the concentration of problem families 

currently living in these projects. 

Ideally, the ratio of the length of the waiting list to the number 

of units should be constant across projects, if the services offered at 

the various projects are comparable. 

It is worth noting that projects do not fall automatically into 

"good" and "bad" categories. In actuality, projects could be ranked with 

respect to a number of characteristics of services provided such as 

safety, condition of stock, cleanliness, etc. Nonetheless, there appear 

to be projects in each of the major cities with substantial vacancies 

am several projects in each of these cities with long waiting lists. 

Furthermore, it is not clear how this plan could be integrated with 

the prototype management system currently being develop for HUD by the 

Urban Institute. To the extent that the "bad" projects are poorly managed, 

this option, by channelling funds where the need is greatest, my "reward" 

poor management an:i hamper the attempt to build up management incentives. 

On the other han:i, the prototype management system may be criticized for 

channelling funds away from those people in the greatest need. 
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Option I entails the development of a formula for re-distributing 

existing levels of subsidy based on the quality of services rendered 

a.rx:1 the demand for those services. What is being sought is a set of 

market clearing rents that will tend to give as many ''buyers'' of public 

housing services as possible the quantity of those services they are 

willing and able to buy. This would be preferable to the current system 

which rations good slots at an artificially low price, permitting excess 

demand to pile up. 

Advantages 

* 	hold down cost to the Federal Government. 

* 	permit a portion of those waiting to get into public 

housing to move into public housing; public housing 

benefits shared among more people. 


* 	provide funds to problem projects without raising overall 
costs. 

* 	more rational allocation of public resources. 

* 	provide incentives for those in public housing with higher 
incomes to seek housing in private market as rents rise, 
opening up possibilities for others on waiting lists. 

* 	gain the good will of tenants in poor projects who experience 
an increase in services and a decline in rent; a perception of 
greater concern on the part of the LHA management. 

Disadvantages 

* 	many people in good projects would experience rent increases 
(or a decline in housing services). Rent strikes and overall 
discontent may rise. 

* 	difficult to determine market-clearing rents • 

* 	may require legislative change (Brooke) that is hard to 
obtain in order to continue providing the same level of 
housing services in same projects. ' 

* 	greater Federal involvement in the operating policies of 
lHAs. 

* 	may be investing operating subsidy and modernization funds 
in projects whose long-term viability is questionable, 
because of neighborhood location and other uncontrollable 
factors. 
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* 	may ten:i to serve only the highest inccme eligibles in the 
most attractive projects within an IRA, if rents are raised 
to maintain the level of services provided. 

* 	may create incentives for a project to become '~ad" because 
funds will be charmeled in the direction of bad projects. 

Option 2 Freeze overall level of operating subsidies and terminate 
the operation of projects facing disaster 

Un:ier this strategy the majority of the projects in an LHA would 

receive slightly more funds initially due to the termination of a few 

of the worst projects, as the funds previously going to these problem 

projects would be reallocated among the remaining projects. After 

this temporary and small increase in funds, however, the rerr:ain1ng 

projects would receive no further increase in operating subsidies as 

a group, although a reallocation of funds among them could occur, 

perhaps accoroing to the plan outlined in Option l. 

This option does not presuppose a wholesale destruction of public 

housing projects. There are some projects, however, where the quality 

of life is no better, if not worse, than that in private slum housing. 

In fact, in the private sector such housing would be abandoned by the 

landlord. In these cases, the Federal Goverrment is not achieving the 

goal of public housing, and it may be a sham to ignore this situation 

and an uneconomic allocation of resources to prop up an unviable 

project with massive does of Federal subsidy. Neighborhood factors, 

poor building deSign, LHA allocation practices, or Federal legislation, 

have led to an untenable situation in such projects which render them 

unviable. These "unviable" projects are typically characterized by high 

(10-15%) vacancy rates. 
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Those projects deemed hopeless would be shut down and the property 

sold to the highest bidder (irrespective of the use to which it would 

put the land and buildings). The tenants in such buildings could be 

provided housing in a variety of ways. First, they could receive a 

voucher for rent in the private sector that is equivalent in value to 

the subsidy they are getting in public housing - as measured (one way) 

by the difference between the rent they were paying and the fair market 

rent for the size of unit they were occupying. Secorn, these tenants 

could be given top priority for a Section 8 rent subsidy. Third, such 

tenants may be relocated in BUD - acquired properties from such programs 

as Sections 235 and 236. 

Advantages 

* hold down total cost to the Federal Governrrent. 

Ii stop "throwing good money after bad" in hopeless projects. 

* 	disperse the tenants causing the biggest problems who 

tern to be concentrated in a few projects. 


* 	consistent with direct cash assistance and dispersal 

approach which has been tentatively end.orsed by this 

Administration. 


Disadvantages 

* 	people in remaining projects are likely to get rent 
increases; this may cause a tenant mix of higher income
eligibles. 

* 	it may be difficult to ascertain whether a project is 

hopeless. 


* 	relocation may cause discontent or hardship among some, 
particularly the elderly. 

Ii 	 Federal Government may be accused of "copping out" of 

aSSisting hard-core poor. 


* 	discrimination against those willing to move into these 
proj ects regardless of their problems. Many rray be low 
income minorities whose housing opportunities are severely 
restricted in the private market (particularly if they 
have very large families). 
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* 	cost to relocate high and Federal Government IIllst 

continue to pay debt service on demolished buildings, 

although property sales may affect SOIre of the cost. 


* 	it may be difficult to ascertain the value of the 

subsidy in order to pay that to displaced tenants. 


* 	possible legal/administrative problems of providing 
priority in relocation to those dispersed from .. 
terminated projects. 

B. 	 Increase operat;tne; subsidies in an effort to control or cure the 
problems 

Qption 3 Catch-up fun~ 

This option involves a sufficiently large infusion of additional 

funds for operating subsidies and modernization for the remainder of 

this fiscal year and for FY 75, so that by the end of FY 75 LHAs will 

be "caught-up" with their needs in the areas of modernization, deferred 

maintenance, protective services, and tenant services. 

According to this plan BUD will survey the needs of LHAs in the 

near future and arrive at a dollar figure for meeting these needs by 

the end of FY 75. There are alternative ways of distributing funds 

am::>ng and within LHAs. One approach would give each IRA a composite 

score based on its relative need in several areas and then rank LHAs by 

these scores for purposes of distributing funds. Another plan, which 

could apply to a portion of the new money, would generate a discretionary 

fund to be used by Housing Management to "clean up" a few of the worst 

projects in the large metropolitan areas. 

Advantages 

* 	would make it financially feasible to serve same income 

gr'oup as at present if these expenditures are effective. 


* 	if the "catch-up" concept works, it could save public 

housing from the present financial problem. 


* 	minimizes dislocation of current residents. 
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* 	HUD would appear to be accepting the challenge of serving 
the hard-core poor. 

* 	Federal Goverrment would appear as though it were at least 
trying to achieve objective of providing housing superior 
to slum housing. 

Disadvantages 

* 	there is no evidence that a one-shot expenditure will solve 
these problems which seem to be complex and recurrent. 

* 	catCh-Up presupposes that tenant income will rise as fast 
in the future as operating costs and that the impact of 
other factors, including Brooke, on tenant mix, has run 
its course. 

* 	it will be difficult to establish that "catch-up funding" 
would be a once-and-for-all expenditure. 

* 	this strategy lacks a clear-cut overall objective or plan 
for solving the public housing problem. 

* 	"good" public housing would be even more under-priced. 

Option 4 	 Commitment to increase o~rating subsidies continuously 
to meet growing deficits in future years 

This option commits HUD to pick up the difference each year 

between steadily expanding costs and declining revenues. 

Advantages 

* 	HUD would be fulfilling its current legislative obligation 
to house the poor at no greater than the specified contri
bution rate by the poor. 

* 	HUD would appear to be sustaining a conmitment to the poor; 
political repercussions fram spokesmen for low-income families 
would be minimized. 

* 	when the growth rate of operating subsidies per se is examined, 
it appears astronomical, but when the growth rate of the total 
Federal financial conmitment to public housing is examined, 
(ACC plus operating subsidy) the growth rate is in line with 
the overall increase in the cost to the government of assisting 
low-income families. 

* 	if the increased expenditures in the near future are successful 
in bringing operating costs and revenues into line, the bill 
HUD pays in subsequent years may grow less rapidly than is 
currently anticipated. 
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* 	consistent with certain aspects of New Federalism (i.e., 
min:irm.lm Federal involvement in local affairs). 

* HUD does not take blame for lack of action. 

Disadvantages 

* 	open-ended financial commitment with no end or ceiling in 
sight ; unattractive to average taxpayer. 

* 	there is scant evidence that such a continuous stream of 
funds will solve furrlamental problems in public housing. 
Indeed, these problems may worsen in spite of such 
expenditures. 

* 	the current situation, in which good projects under-charge 
tenants and bad projects, with high vacancy rates, over
charge them, is maintained. 

* 	inconsistent with a desire to disperse, rather than concen
trate the hard-core poor. 

C. 	 Increase in operating subsidies contingent upon a sharing of the 
financial burden by local governments 

Option 	5 HUD will increase Operating subsidies for those 
LHAs where state or local government agrees to match 
the HUD subsidy with a contribution of its own 

Additional operating subsidies and modernization funds will be made 

available if local government matches a specified proportion of the 

Federal payment. For instance, HUD could offer to channel $1 million of 

additional funds to an LHA for each $250,000 contributed by state or local 

goverrnnents. 

State and local governments should take more responsibility for 

LHA tenants because tenants are citizens of the community, and tend to be 

among the more needy. Moreover, local governments have an incentive to 

provide support because anti-social behavior in LHA projects can '!spill 

over" into other neighborhoods, through increases in crime, use of hard 

drugs, etc. Finally, local government is indirectly responsible for the 

policies and priorities of LHAs through approval of Authorities, appoint

ment of commissioners, etc. 

http:min:irm.lm
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Advantages 

* 	public housing can continue to serve income groups with 
the same income level. 

* 	localities where public housing is in financial trouble 
will have to pay a portion of the bill for rescuing public 
housing in their area, rather than spreading this financial 
burden aroong all taxpayers. 

* 	many of the services deemed necessary to improve public 
housing - such as increased police protection, counseling, 
etc. -- are more appropriately provided at the local level, 
even though the Federal role has been broadened in recent 
years to encompass these activities. Hence, some local 
funjing is appropriate. 

* 	HUD would not appear to be "abandoning" public housing, yet 
HUD funjing to make up deficits WDuld not be automatic or 
limitless. 

* 	state and local governments in much better financial position 
now than they were a few years ago, and revenue sharing may 
accelerate this improvement. 

* 	LHAs have incentive to solicit state/local support. 

* 	reduction in Federal responsibility for LHAs; increase in 
incentives at local level to make public housing work. 

Disadvantages 

* 	state and local goverrments unlikely to want to "bailout" 
public housing. Because public housing has a poor image in 
many areas even without local funding, local officials may be 
quite reluctant to get into a financial obligation. 

* 	if state and local participation is meager, HUD will appear 
to be abandoning public housing; subsidy level will be frozen 
unless a matching input by state and local governments is 
forthcoming. 
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Option 6 	 Instead of pro~ operattns; subsidies on a once-and
for-all basis:2 will len:l LHAs rroney to rreet their 
needs:2 and a portion of the repayment will be cancelled 
if state or local gpvernments contribute to the 
operattns; expenses of IRAs 

A specified percentage of the Federal loan could be either deferred 

or cancelled if a certain proportion of the loan were ''matched'' by other 

goverrment units. The portion of the loan that would be re-paid would 

presl.mlBbly be "financed" on the part of LHAs by either rent increases 

justified by greater services provided or by cost savings. 

Advantages 

* 	creates incentives for IRA to obtain involvement of state 
and local governments. 

* 	cost to the Federal government is smaller if HUD loans 
rroney than if it g1ves rroney. 

* 	ffiD does not appear to be walking away completely from 
public housing. 

* 	prevents HUD from being locked into covering deficits 

ir:definitely. 


Disadvantages 

* 	LHAs may simply take the loans and subsequntly default; ffiD 
would have little recourse in this event. 

* 	state and local governments not eager to ba11 out public 
housing. 

* 	legal impediments to this arrangement may be considerable. 
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D. Raise inc:x:Ite of !.HAs by raising tenant rent levels 

'!here are two ways that the gap between tenant rents and operating 

costs of !.HAs can be narrowed: (1) reduce operating costs through nore 

efficient utilization of rent receipts, and (2) raise tenant rents so 

that rnA rent receipts nore nearly approx:i.nate operating costs. '!his 

option is addressed to the seoond of these nethodS. 

Local mAs have authority to establish ina::Ire-eligible levels for 

initial admission and oontinued occupancy within broad statutolY 

requirements (Le., generally, tenant inoc::JIe at admission nrust be at 

least 20 percent belcw that needed to purchase safe and sanitaIY housing 

within the exmrunity). 'Ibe rent paid by a tenant will differ, however, 

based on LHA detenninations of net annual i..ncon'e, deductions fran inoc::JIe 

(e.g., $300 per deperrlent), and exEll'ptions fran incare (e.g., up to 

$3,300 for full-tine stu::lents, other than head of household or spouse) • 

Often the deductions and exanptions fran tenant inoc::JIe used by an LHA 

to calculate rent are in excess of those provided in IDJD administrative 

regulations (liM 7465.10). Finally, nost LHAs have a maximum rent for a 

unit, based on its type (e.g., family, elderly, leased), and/or size 

(e.g., one bedroan). '!he actual rent a tenant pays is the lowest of 

the maximum rent, the LHA calculated rent, or the "Brooke Anendm:mt" 

rent• 

'Ibe rent maximums used by LHAs theoretically enable sate tenants 

to pay less than the rent ceiling inposed by the Brooke Anendm:mt. 

'Ibis is particularly so when over-inoc::JIe tenants are allowed to stay an 

in a project because "suitable housing in the private market is not 

available." It is camonly kncwn that :rcany LHAs do not unduly pressure 
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over-incane tenants to leave projects because of the regularity with 

which they pay rent am. because of the "social stability" such tenants 

len::! projects. In fact, one project manager in a very desirable project 

in Boston took pride in the "generations" of tenants who have remained. 

in the project. Where maximum rent levels prevail, am. a policy of 

leniency exists tcMard evicting "over-inc:x::m:" tenants, it is conceivable 

that substantial nunbers of relatively high-incoo:e tenants pay naninal 

rents, particularly in the IlDre desirable projects. 

In cases where the lilA calculated rent is lower than the "Brooke 

An.l:mdrIent" rent, tenants pay the lower rent. Thus, sane tenants 

are paying less than the "statutory ceiling" am. maximum rent for units. 

Thus, in theory, IHAs should be able to raise rent receipts by 

IIDdifying rent-setting practices. 

In practice, however, our calculations indicate that even though 

sane tenants may pay less than 25 percent of adjusted inc:orre, public 

housing tenants as a group rv.N pay about 23 percent of adjusted incane 

for rent. M:>reover, our neasure of adjusted incane does not 

include n:edical deductions (due to lack of data), and it is likely 

that if such deductions were accounted for, the average rent to 

adjusted inc:x::m: ratio would be close, or equal to 25 percent. 

The irrplication of this finding is that there is very little 

revenue to be gained by making 25 percent of inc:orre a floor as well as a 

ceiling because IlDst public housing tenants are at or near that level 

rv.N. Accordingly, in order to raise tenant rent levels to increase 

lilA inc:x::m:, either the 25 percent ceiling must be relaxed, the deductions 

am. exenptions from gross inc:x::m: reduced, or a floor on rent set in 

absolute, rather than percentage tenns. The following options define 

this strategy. 

• 
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Option 7 Raise the contribution rate for all tenants 

Advantages 

* 	reduce Federal outlays by lowering LHA operating deficits. 

* 	relatively more favorable to those who utilize a large 
amount of deductions and exemptions (such as large families), 
than the option of reducing deductions and exemptions. 

* 	may avoid a course of action in which public housing serves 
more and more higher income people at the existing contri
bution rate in order to narrow the receipts - expenditure 
gap. 

Disadvantages 

* 	would buck 25 percent precedent and require legislative 
changes (modification of Brooke). 

* 	would place a greater hardship on some families who have 
large expenses for food and other necessities, etc. 

* 	relatively unfavorable to those who do not have many 
deductions. 

* 	may encourage rent strikes J discontent. 

Option 8 Raise the contribution rate for the elderly 

Advantages 

* 	reduce Federal outlays, but by less than option 7. 

* 	elderly as a group tend to spend a much higher fraction of 
income on housing, perhaps because other expenses, such as 
those associated with raising children, are absent (higher 
health costs an exception). 

Disadvantages 

* 	appears to discriminate against elderly. 

* 	raises less money than option 7 and collects it from those 
who typically cause the least problems in public housing. 



48 


Option 9 Reduce deductions arrl/or exenptions 

Advantages 

* 	 reduces Federal outlays for operating subsidies. 

* 	 relatively favorable to those who do not use many deductions/ 
exen:ptions • 

Disadvantages 

* 	 prd:>ably generate less rconey than a significant increase in 
contribution rate (say to 30 percent). 

* 	would raise rents substantially for largest families, who 

have greatest difficulty finding suitable housing in 

private sector. 


* 	may have work disincentive if exemption of certain earnings 
(e.g., students) is lifted. 

Option 10 	 Set absolute floor on rent for each tenant or for tenants 
in an ilIA as a whole 

'!hese changes are essentially incorporated in the Widnall Bill 

(H.R. 8102) which would irrpose a m:i.ninal rental for each unit of public 

housing equivalent to 40 percent of that portion of the cost of operating 

and maintaining the project which is attributable to that dwelling unit. 

The Widnall bill also stipulates that aggregate annual rentals in an 

ilIA E!CjtlCll at least one-fifth of the sum of the gross incone of all 

such households. 

'!he Administration's bill (S. 2507, Title 3, Section 3) provides 

for the SaIIe basic fo:rmula as in Widnall and includes the SaIIe definition 

of incare. S. 2507 is in ccmnittee and is being marked up. 

Advantages 

* 	 reduce Federal outlays by diminishing lilA operating deficits. 

* 	nest families would not experience any rent increase because 
they are already paying rcore than the minimum. 

* 	 no one would be living in public housing and paying no rent. 
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Disadvantages 


* 	 large rent increses for very poor families and many 
elderly who would have difficulty finding private 
housing. 

.. 	 * forces people to pay for deficits who can least afford 
it; regressive. 

* 	 sone families would be paying over 25 percent of income, 
while the majority would not; presents an equity problem. 

A preliminary analysis* of the impact of the Widnall definition of 

income on elderly and AFDC families for the Boston Housing Authority 

indicates that elderly would experience about a 55-60 percent increase 

in rent while AFDC families would be faced with a 30-45 percent increase. 

If these preliminary findings are at all representative of the 

impact of a Widnall-type change in procedures, the impact on tenant rent 

will be quite substantial. 

Irrespective of whether operating subsidies are f':rozen, increased, 

or placed on a contingency basis J an overall option is to pay the 

operating subsidy portion of HOD's payment directly to the tenant, while 

continuing to make debt service payments to the IHAs. In other words, 

this option transcends the decision about the proper level of operating 

subsidies; it proposes an alternative delivery nechanism. 

Under such a schen:e, (details of which are not presented here) 

public housing tenants would receive a voucher for the value of the 

• 	 operating subsidy for their unit which could be used (redeemed) anywhere, 

including the private sector. A policy for those on waiting lists and 

those who would get on waiting lists only to get their voucher and leave 

would have to be worked out in accordance with principles of equity and 

feasibility. 

* 	 Performed by the Boston Area Office. 
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The chief advantage of such a plan is that it would introduce an 

element of competition between the public and private housing sectors 

which would be healthy. IHAs would have -to compete with low rent 

private housing to a greater extent than at present far tre rental 

dollars of the poor. Public housing tenants would experience a smaller 

drop in benefits by I1Dving out of public housing. As a result, projects 

that are not viable and are offering deplorable conditions should be roore 

likely to fold, as tenants take their voucher into the private sector or 

to a'better project (if they can find a vacancy in a good project). 

Some LHAs would suffer in the short-run from this scheme, and to 

the extent that some projects fold as a result of it, some tenants who 

do not wish to leave those projects will be involuntarily dislocated. 
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• 

• 

VI • SOME SUGGESTIONS FOR FURrHER w)RK 

'!he follCMing suggestions for further work in this area should 

be viewed as a partial, tentative list of worthwhile questions the 

answers to which walld shed further light on the prd>lems of public 

housiD:J. 

1. 	 What is the independent effect of various demJgraphic, 
econanic, and social factors on naintenance expenditures? 

2. 	 What has been the irrpact of the ItDdernizatian program 
on public housing? 

3. 	 What are the characteristics that distinguish rrovers, 
rnn-novers, and applicants? What factors cause people 
to nove? Pushed out? Pulled out? 

4. 	 What factors underly variations in vacancy and turnover 
rates by region, city, projects, and types of building? 

5. 	 HaN has the market value and condition of the public 
housing and the private housing stock in similar 
neighborhoods changed over tiIre? 

6. 	 What factors underly changing trends in operating 

expenditures and receipts within liIAs? 


7. 	 can criteria be developed to detenmne when a project 
has reached a "shut dONn" point where further subsidy 
expenditures will wt improve the quality of life? 

8. 	 What irrpact do "external" neighborhcx:xl conditions 

have on the viability of public housing projects? 


9. 	 ]X) the arrount and quality of social services provided 
by State and local governnents to public and private housiD:J 
residents differ? What is the irrpact of improved social 
and protective services on the viability of public 
housing projects? 
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