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Olapter I 


INTRODUCTION AND MAJOR CONCLUSIONS 


Urban homesteading is the twentieth century version of a 
strategy used to settle the American frontier. To attract settlers 
to wilderness areas, the government gave away land to anyone who 
would improve and live on it. Just as it was necessary to offer 
incentives for these pioneers, some cities are now using a similar 
approach to improve and resettle declining urban neighborhoods. The 
concept of urban homesteading is fairly simple. It involves trans­
ferring publicly-owned, abandoned property to indi'l..iduals or fami­
lies in exchange for commitments to .repair, occupy, and maintain the 
property. 

Early urban homesteading programs were launched in 1973 in 
Baltimore, Philadelphia, and Wilmington. 'Ihese locally-initiated 
programs used municipally-owned houses as homestead properties in an 
effort to combat housing abandonment. The nationwide publicity that 
arose out of these early experiments aroused Congressional in­
terest. By the close of 1973, urban homesteading legislation had 
been submitted in both the House and Senate. The legislative his­
tory of urban homesteading is remarkably brief -- less than a year 
passed from the first legislative proposal to its enactment. The 
concept attracted a broad base of political support, and opposition 
was more procedural than substantive. The Federal urban home­
steading program was established on August 22, 1974, pursuant to 
Section 810 of the Housing and Community Development Act of 1974 (12 
U.S. C. 1706e). Section 810 authorized HUD to transfer repossessed 
vacant one- to four-unit properties to localities for use in HUD­
approved urban homesteading programs. HUD implemented Section 810 
as a demonstration to test the homesteading concept in various com­
munities. 

The Urban Homesteading Demonstration Program began operation in 
the fall of 1975. HUD issued to local communities an "Invitaeion to 
Participate in an Urban Homesteading Demonstration." This solicita­
tion also defined the basic program parameters. To assur~ that the 
program was essentially a local initiative, and to allow for maximum 
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flexibility, the HtlD invitation contained a minimum number of con­
straints and requirements. ~e basic prerequisite for participation 
in the urban homesteadinq demonstration was that the city designate 
a tarqet neighborhood that was not severely bliqhted, but which 
contained HOD-owned one- to four-family properties. From this in­
ventory of properties, the city could select those it felt were most 
appropriate for homesteadinq and then convey them, under its ap­
proved homesteadinq plan, to the eliqible applicants it selected as 
homesteaders. 

T.be cities were encouraqed to design a homesteadinq plan which 
best met their particular needs and most effectively utilized their 
available resources. Apart from havinq to demonstrate to HOD that 
the city had a well conceived plan for implementinq the program, 
only a few specific requirements were leqislatively imposed. Cities 
were required to convey the properties to homesteaders "without 
substantial consideration," with- title beinq conditional upon the 
homesteader's completion of the necessary repairs and occupancy of 
the property for a minimum of three years. Prior to occupancy, the 
properties had to be brouqht up to minimum health and safety stan­
dards, but the homesteaders were allowed an additional eiqhteen 
months to meet local standards for decent, safe and sanitary hous­
inq. Consistent with the philosophy that homesteadinq should essen­
tially be a locally-designed program, the establishment of minimum 
post-rehabilitation property standards was left as a local matter. 

Althouqh the cities were required to document the current con­
dition of their proposed tarqet neighborhoods, wide latitude was 
allowed to localities in desiqnatinq appropriate homesteadinq 
areas. Limitations were placed on neiqhborhood selection only inso­
far as the program was to be implemented in predominantly residen­
tial areas which were in the initial staqes of decline. T.bis was in 
keepinq with the expectation that homesteadinq could best serve as a 
device for stabilizinq and preservinq marqinal neiqborhoods rather 
than as a tool for rev!vinq seriously bliqhted areas. It was not 
necessary that the city contain a larqe number of HOD-owned proper­
ties located within a well-defined neiqhborhood. }bwever, it was 
necessary for the city to demonstrate that the HOD-owned vacant 
properties were a contributinq factor to the decline of the neiqh­
borhood or that they were crucial to the implementation of local 
preservation efforts. 

It is important to recoqnize that the program was not intended 
to achieve substantial depletion of the HOD-owned inventory by con­
veyinq a larqe volume of unmarketable properties to the cities. 
Participatinq local qovernments had a considerable ranqe of choice 
in their selection of properties for urban homesteadinq. At the 
city's request, the HOD field office was required to "freeze" its 
tarqet area inventory of one-to-four family homes for a period of 90 
days to allow the local homestead program adequate time to select 
properties eligible to be included in the proqram. 
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Under Section SlO, each participating city received a fixed 
allocation of funds for the acquisition of homestead properties. 
The so-called "SlO values" of the properties were computed as the 
current as-is fair market value less the anticipated holding and 
disposition costs to BUD if the property were retained in the BUD 
invento:r::y. The 810 allocation could be used by the city in the 
manner it deemed most appropriate to meet its objectives. Depending 
on its situation, a city could, for example, spend $50,000 by ac­
quiring ten properties worth an average of $5,000 or five properties 
whose average value was $10,000. A city I s property selection cri­
teria generally include location, condition and general ability to 
advance local stabilization objectives. 

Similarly, BUD set ve:r::y broad guidelines for the selection of 
households to become homesteaders. Beyond the criterion that the 
selection procedure be equitable and not arbitrarily exclude any 
potential group from participation, cities were given wide latitude 

- in identifying households with a need for housing and a capacity to 
repair their homestead properties. Since it was' felt that local 
officials were the persons most familiar with their housing markets, 
neither maximum nor minimum income limits were specified. 

In addition to demonstrating that the local agency was able to 
deal effectively with the legal, administrative and management as­
pects of.implementing a homesteading program, the city was required 
to satisfy BUD that it was capable of providing requisite support 
services for homesteaders. The city's plan had to include, among 
other items, provisions for assisting homesteaders in obtaining 
rehabilitation estimates, in contracting for and supervising re­
habilitation work, in underst;anding applicable local health and 
property standards, in familiarizing themselves with resident self­
help organizations, and in obtaining short- and long-term. financing 
for rehabilitation. These elements of the plan were intended to 
assure that homesteaders would be provided with whatever assistance 
they were likely to need to make their homesteading efforts a suc­
cess. 

Since homesteading was viewed as only one element of a local 
neighborhood stabilization effort, the cities were also required to 
indicate other programs to be implemented concurrently in the target 
areas. A wide range of general neighborhood improvement efforts 
were considered acceptable by HOD. These included plans for service 
improvement, such as police and fire protection, code surveillance, 
street improvements and traffic control. It was also considered 
desirable for cities to include plans for coordinating public and 
private efforts to expand or improve services such as recreation and 
day-care centers. 'l'o maximize the leverage of the homesteading 
effort, it was also desirable for the city to provide mechanisms to 
rehabilitat.. other abandoned properties and to include plans for 
encouraging or assisting other property owners in the homesteading 
area to upgrade their properties. 
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Besides their own local resources, cities could utilize other 
Federal proqrams to support their homesteadinq efforts. Alonq with 
its Section 810 allocation, each participatinq city received an 
allocation of Section 312 funds for low-interest rehabilitation 
loans, as provided for by Section 116 of the Bousinq and Q:)mmunity 
Development Act of 1974. ~ese funds were specifically tarqeted for 
the homesteadinq neiqhborhood and were intended to assist home­
steaders as well as other eliqible families in the neiqhborhood to 
upqrade their homes. Another Federal resource available to many of 
the participatinq cities was Community Development (CO) Block Grant 
funds. If the homesteadinq neiqhborhood was also a desiqnated CO 
area, the city could apply its CD funds to eliqible activities which 
would directly or indirectly support its homesteadinq effort. 

In Auqust 1975, sixty-one cities sul::mitted applications in 
response to the invitation, and in October 1975, BUD announced that 
23 cities had been selected to participate in the Demonstration. 
Between November 1975 and April 1976, urban homesteadinq aqreem.ents 
were executed between these cities and HOD. In May 1977, a second 
round competition resulted in the selection of 16 additional Demon­
stration Cities. 

Q:)ncurrently with desiqninq and implementinq the Demonstration, 
HUD desiqned and initiated in the summer of 1976 a comprehensive 
lonqitudinal evaluation of the urban homesteadinq effort. The focus 
of the evaluation, which was conducted only in the oriqinal 23 
Demonstration Cities, was (1) to assess the success of homesteadinq 
as a strateqy to rehabilitate the housinq stock in urban neiqhbor­
hoods, and (2) to measure the impact of the homesteadinq effort on 
the tarqet neiqhborhoods. Encouraqed by the preliminary results of 
the Demonstration Proqram, BUD announced in· September 1977 that the 
proqram would move from demonstration to operatinq status. Since 
that time, 44 cities have siqned aqreements with BUD to undertake a 
homesteadinq proqram, brinqinq the total number of cities to 83 as 
of April 30, 1980. 

Major Q:)nclusions 

This first volume of the Final Report of the Evaluation of the 
Urban Homesteadinq Demonstration Proqram summarizes the analyses of 
the proqram's operations and of its impacts on the neiqhborhoods and 
the families who participated. ~ese analyses support a number of 
major conclusions which toqether add up to a very positive assess­
ment of urban homesteadinq as a mechanism for encouraqinq homeowner­
ship, providinq housinq assistance to families, and stabilizinq 
declininq neighborhoods. 
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• 	 The participatinq cities designed efficient, manageable 
homesteadinq orC£anizations and successfully resolved minor 
administrative difficulties. 

The flexibility of the BUD quidelines for the Urban Homestead­
inq Demonstration led to wide variation amonq the cities in terms of 
specific administrative arranqements. Many of the Demonstration 
Cities modified these arranqements durinq the first two years of the 
Demonstration, but no administrative chanqes were made durinq the 
final year. The primary source of fundinq for operatinq expenses 
was the COmmunity Development Block Grant proqram. Only three of 
the 23 DemOnstration Cities supplemented these CDBG funds with city 
revenues or CE'I'A qrants. 

• 	 Althouczh the cities exercised wide latitude in their ap­
proaches towards the planninC£ and manaC£ement of rehabilita­
tion, repairs were C£enerally made in a timely fashion and 
to high standards. 

Some cities maintained very strict control over the rehabilita­
tion process, qivinq homesteaders little discretion in determininq 
what rehabilitation would be undertaken and who would perform it. 
At the other extreme, some cities deleqated to the homesteader the 
entire responsibility for planninq the rehabilitation, selectinq the 
contractor, and determininq the amount of self-help. Most cities 
fell between these two extremes, allowinq the rehabilitation process 
to be a collaborative venture between local officials and the home­
steaders. 

In comparinq these alternative approaches, there are two major 
findinqs. In cities which exercised a hiqh deqree of control over 
the process, the rehabilitation was typically completed in a more 
expeditious manner. There was no apparent difference, however, 
between the quality of workmanship and choice of materials in those 
cities which exercised a hiqh deqree of control and those which 
allowed the homesteader a qreater deqree of latitude. 

Almost all the homesteaders indicated that they were very 
satisfied with the assistance provided by the local urban homestead­
inq aqency. The satisfaction of homesteaders is evidenced by the 
extremely low dropout rate (3.2\ ) • Of those who did drop out, a 
significant number cited chanqes in personal circumstances as their 
reason for doinq so. 

• 	 Cities satisfied the dual leC£islative criteria of the pro­
gram in selectinC£ families who had a demonstrated need for 
housinq as well as a capacity to carry out the repairs. 

The urban hometeaders, as a qroup, are typically younq families 
with incomes only sliczhtly below the national median and somewhat 
hiczher than the median incomes of the neighborhoods in which they 
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are located. Almost all of them were previously renters; in terms 
of racial mix and economic circumstances they are similar to other 
owner-occupants in the urban homesteading' neig'hborhoods, althoug'h 
they are young'er. 

• 	 Homesteader self-help, which accounted for a substantial 

portion of the repairs which were made, g'enerally resulted 

in high quality workmanship. 


~e predominant reasons g'iven for becoming' a homesteader were a 
desire for better housing' and a wish to improve financial circum­
stances. To achieve these ends, t.....e homesteaders typically under­
took fairly substantial amounts of rehabilitation work, and com­
mitted almost 300 hours of labor on their properties. 

• 	 Homesteaders realized substantial benefits in the form of 

increased housing' quality with only a modest increase in 

the monthly cost of housing' ­

When compared to the previous dwelling' units of the participat­
ing' families, the homesteads provided sig'nificant increase in the 
value of housing' services received ($64), at a very modest increase 
in the cost of housing' ($3). The net monthly benefit was therefore 
approximately $61- ~e principal source of these benefits is the 
write-down in the value of the property, althoug'h homesteaders also 
received benefits from property tax abatements and interest rate 
subsidies. Homesteaders also enjoy substantial benefits from appre­
ciation in the value of the property over and above the rehabilita­
tion cost they incurred. The monthly benefits realized during' the 
residency period, combined with the benefits from the estimated 
property value appreciation, yield an averag'e total benefit to 
participants in the homesteading' prog'raJn of approximately $11,500. 

• 	 ~e costs of the urban homesteading' program to Federal and 

local g'overnment are substantial, but less than the bene­

fits enjoyed by the homesteaders. 


Local g'overnments incur administrative costs of $1,635 per 
property and also commit resources in the form of interest subsidies 
and tax abatements. On averag'e, the ag'g'reg'ate costs borne by local 
g'overnments are $1,960 per property _ The Federal g'overnment fore­
g'oes an averag'e of $6,015 in the "as-is" value of the property when 
it is conveyed for use in the urban homesteading' prog'ram. In addi­
tion, the Federal g'overnment provided an averag'e of $483 in interest 
subsidies throug'h the 312 loan prog'ram, for a total cost to the 
Federal g'overnment of $6,397. ~e combined total costs to Federal 
and local g'overnments, however, are still sig'nificantly less than 
the benefits enjoyed by urban homesteaders. ~e net benefit of the 
prog'ram on a per-unit basis averag'ed $3,832. 
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• 	 ~e positive net benefits of the pro~am reflect the crea­
tion of real value by combininq rehabilitation assistance, 
professional sUPport from local government, and and a dedi­
cated family. 

The creation of net benefits through homesteadinq is the result 
of the value of the property, when repaired and reoccupied, beinq 
much qreater than that when it is disposed of by FHA on an "as-is" 
basis. This difference exceeds the rehabilitation costs incurred by 
the homesteader, and supports the basic hypothesis of urban home­
steadinq -- namely, that a focused cooperative effort can restore 
useful economic life to a property I help stabilize the surroundinq 
area and, in effect, create value. 

• 	 The socioeconomic decline of urban homesteading neiqhbor­
hoods was arrested or considerably moderated during: the 
period of the Demonstration. 

Urban homesteadinq was implemented as a tool of neighborhood 
stabilization. The urban homesteading: neighborhoods were selected 
because they had a history of past decline, but were not so severely 
blighted that they could not reqain their viability. The cities had 
to commit to undertakinq homesteadinq as one of a ranqe of neighbor­
hood stabilization activities in these areas which had experienced 
siqnificant decline in income and relative property values durinq 
the first half of the 1970s. 

OVer the course of the Demonstration, the relative decline in 
the income of neighborhood residents was arrested; chanqes in the 
median income of neighborhood residents approximated the national 
experience. ~e racial change which had characterized the earlier 
years continued, but at. a much slower rate. There is very little 
evidence of any displacement occurrinq in these neighborhoods. 
Investment activity by owner-occupants increased siqnificantly be­
tween 1977 and 1979, whether measured by the frequency of investinq 
or the averaqe investment expenditures. In fact, the latter in­
creased more rapidly than the national averaqe. Property values, 
which had been declininq relative to those in the rest of the SMSAs, 
maintained their relative position durinq the Demonstration. When 
compared with similar control neighborhoods in the same cities, the 
urban homesteadinq neighborhoods were no lonqer losinq qround after 
1977. 

• 	 The rehabilitation and reoccupanSf of homestead properties 
appears to have had a direct, positive influence on the 
immediately surrounding: froperties and an overall impact on 
the stabilization of the homesteadinq neighborhoods. 

One cannot prove that the improvements in the neighborhoods 
were the result of urban homesteadinq activity, especially since 
urban homestead properties accounted for less than 2\ of the 
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dwelling units in the neighborhoods. In general, however, the 
neighborhood stabilization objectives of the orban Ibmesteading 
Demonstration were largely realized, and there is substantial evi­
dence to suggest that urban homesteading contributed to the realiza­
tion of these objectives. 

The blocks and properties closest to the urban homesteads were, 
at the outset of the Demonstration, typically occupied by lower­
income families and were generally less well maintained. By the end 
of the Demonstration, the incomes of families in close proximity to 
homestead properties had more than caught up with the incomes of 
families further removed. Similarly, the differences in the condi­
tion of properties and the physical infrastructure had largely 
vanished. '!hus, the "gap" between areas closest to homesteads and 
those further away was virtually eliminated during the course of the 
Demonstration. 

During the course of the Demonstration, racial change stopped 
in the areas around homestead properties, and mobility rates de­
clined. The relatively new, mostly black, owner-occupant households 
enjoyed significant property value appreciation and household income 
growth. Racial change did continue to occur in the areas next re­
moved from the urban homestead properties, and mobility rates re­
mained relatively high in these areas. Investment in home main­
tenance and improvement, which had been highest around the urban 
hometead properties in the first year of the Demonstration, shifted 
outwards over time, suggesting a "rippling" of the homestead impact. 

Organization of Report 

The remaining chapters of this report summarize the analyses 
upon which the above conclusions are based. Ol.apter II focuses on 
the local administration of the Orban HOmesteading Demonstration 
Program. An estimate of the administrative cost of the program to 
local governments is provided, along with program recommendations. 
In Chapter III, the experiences of participants are analyzed and the 
costs and benefits accruing to them are discussed. Chapter IV 
discusses the net benefits of urban homesteading. Finally, Ol.apter 
V presents the major findings regarding the impact of the orban 
HOmesteading Demonstration on the 45 target neighborhoods. 

Volumes II-V of this Pinal Report parallel the chapters of this 
volume. In essence, they constitute the detailed and technical 
descriptions and analyses upon which this report is based. Volume 
II, local Mministration of orban Ibm.esteading Programs, contains a 
review of the evaluation findings regarding local program adminis­
tration. These findings are primarily based on the annual. on-site 
interviews with local officials and other actors charged with the 
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administration of local homesteading program. Volume III, The Re­
habilitation of Urban Homesteads, specifically addresses issues 
relating to the rehabilitation of urban homestead properties. A 
sample of homestead properties are analyzed in terms of the types of 
repair, the costs of rehabilitation and the time required to com­
plete rehabilitation. The report also describes the kinds of tasks 
undertaken by homesteaders and calculates the savings which were 
achieved through self-help efforts. 

Volume IV, The Urban 'fi)mesteadinc; Experience, focuses on the 
urban homesteaders themselves. Their demographic, social and eco­
nomic' characteristics are reviewed, along with comparisons between 
homesteaders and other residents of their neighborhoods. A compre­
hensive analysis of the homesteaders' experience with the process of 
urban homesteading is also presented. Finally, Volume V, The Neigh­
borhood Impact of Orban Homesteading, presents a descriptive analy­
sis of general neighborhood trends, an examination of household 
mobility and home improvement activity, and an examination of rela­
tive property value trends. Tbgether, these five volumes constitute 
a comprehensive review of the Federal Urban Homesteading Demonstra­
tioll Program as it was implemented by 23 cities in 45 target neigh­
borhoods from 1975 to 1979. 
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Olapter II 


LOCAL ADMINISTRATION 

OF URBAN HOMESTEADING PROGP.AMS 


The Housing and Community· Development Act of 1974 authorized 
~he Department of Housing and Urban Development to transfer proper­
ties in its inventory for use in local urban homesteading programs. 
The Congress established broad guidelines to insure the fairness, 
timely completion, and coordination of urban homesteading with other 
neighborhood improvement efforts, but did not dictate specific pro­
cedures for satisfying these requirements. Recognizing the value of 
local initiative, HOD encouraged local officials to tailor programs 
to particular local needs and conditions. Thus, local governments 
were allowed to define their own goals and design their own programs. 

Although this emphasis on local input led to great diversity 
among Demonstration Cities in terms of program design and intent, 
all urban homesteading programs contain the same basic components. 
These necessary functions are: 

• Property selection; 

• Homesteader selection; 

• Arrangement of financing; 

Planning and management of rehabilitation.• 
The 23 local programs varied in their sequencing of and 

approach to these tasks. These variations reflect both practical 
considerations -- available staff, financing options, the number and 
condition of candidate properties in the BUD inventory -- and policy 
decisions -- the relative emphasis on self-help as opposed to con­
tracted repairs, the level of agency involvement in the homesteading 
process and the target homesteader population. In many respects, 
each local program represents a unique design, a carefully tailored 
configur~1-ion of these elements. Yet, across the 23 Demonstration 
Cities, certain patterns emerge. This chapter identifies these 
patterns and presents the effect of these design decisions on the 
costs of the homesteading program to local governments. The chapter 
concludes with recommendations concerning program administration. 
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Local Administration -- How Homesteading Works 

Although there was variation among cities, there were three 
basic models for operating responsibility: cities designated either 
a city department, an independent public agency or a non-profit 
housing corporation. The city departments were usually those 
responsible for local housing and community development programs. 
The independent public organizations included Community Development 
agencies, local redevelopment authorities, and housing authorities. 
The non-profit housing corporations contracted by the city to ad­
minister the homesteading program were chosen because of their past 
experience in similar projects. Generally, local officials sought 
to give operating responsibility to the local agency with the most 
complete capabilities. Over the course of the demonstration, a 
pattern of progressively fewer administrative changes were made at 
the local level. This suggests that the Demonstration Cities were 
successful in designing administrative frameworks within which the 

-program functioned. 

With respect to how local agencies performed their adminis­
trative tasks in operating a homesteading program, the Demonstration 
Cities structured the basic design elements in many ways. There was 
considerable variation not only in the sequencing of these tasks but 
also in the time allotted for each task. These decisions determined 
the relative amounts of control exerted by the homesteader and the 
agency staff over the homesteading process. Taken together, these 
design considerations reflect local objectives and affect the like­
lihood of achieving those objectives. 

Exhibit 11-1 presents the most basic sequence for accomplishing 
the required tasks: property selection, homesteader selection~ 
arrangement of financing, planning of rehabilitation~ execution of 
rehabilitation, and technical assistance and monitoring. This 
figure, while it affords a convenient overview of the homesteading 
process, is somewhat simplistic. Rarely was the sequence so linear 
or the tasks so discrete. More often, the agency performed several 
functions simultaneously, with the outcome of one phase directly 
affecting the timing or scope of the next. 

The most common scheduling pattern encountered was one where 
the selection of properties and homesteaders preceded the conveyance 
of the property to the homesteader. Arrangement of financing and 
rehabilitation planning occurred concurrently. This scheduling 
model is depicted in Exhibit 11-2. 

In addition to the sequencing of tasks, the time allotted for 
each phase of the homesteading process is another scheduling 
factor. Fifteen of the Dcmons~ration Cities imposed specific dead­
lines for the elapsed time between conveyance and occupancy. Many 
cities eliminated the time period between transfer of the property 
to the city and transfer from the city to the homesteader by 
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Exhibit II-1 


SIMPLE, SEOUENTIAL MODEL OF THE HOMESTEADING PROCESS 
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THE MOST COMMON SCHEDULING MODEL 
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having the city take conveyance from HOD and immediately 
transferring the property to the homesteader, often in a single 
closing session. This procedure reduced, and in many instances 
eliminated, the interim period of city ownership and the attendant 
responsibility for city maintenance and security of the property. 
Finally, although the completion of rehabilitation was required to 
occur wi thin 18 months of conveyance to the homesteader, several 
cities advanced this deadline to insure prompt rehabilitation. 

Before examining the effects of these different programmatic 
elements on the cost of running an urban homesteading program, it is 
useful to review the demonstration experience with selecting home­
stead properties, selecting homesteaders, financing rehabilitation, 
and managing the rehabilitation process. Detailed analysis of the 
types of properties that were repaired, the administration of re­
habilitation, and the experience of homesteaders are presented later. 

Selecting Homestead Properties 

All of the Demonstration Cities scheduled property selection as 
the first step in the homesteading process. It is at this point 
that the city determines the number, size, and condition of the 
homestead properties. At the same time, the selection of properties 
implies decisions about the type of homesteaders the program will 
attract and can attract. Thus, the method and criteria for property 
selection become crucial factors in setting the scope and scale of a 
local homesteading program. 

At the outset of the Urban Homesteading Demonstration, twenty 
cities developed procedures and criteria for selecting properties 
from the inventory_ Of the remaining three cities, one had already 
chosen properties at the time of its application: the other two 
found the BUD inventory so small that they accepted all available 
properties. 

Of the cities which did select homesteads from candidate pro­
perties, all attempted to screen out the "extremes"; properties that 
were either so deteriorated that rehabilitation would overburden the 
homesteader or in such good condition that they would be considered 
"give-aways." To select properties from those that fell between 
these extremes, the Demonstration Cities used two models. The first 
approach was to select propertes with higher "810 values" and low 
rehabili tation costs. l This approach reduced the financial burden 
for homesteaders and the technical demands on agency staff, but it 

lThe "810 value" is the amount by which a city's allocation is 
reduced by the transfer of a property; in the Demonstration, "810 
value" was defined as the fair market value of the property minus 
the estimated carrying cost which HOD would have to pay to hold the 
properties for conventional disposition. 
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also limited the total number of properties that could be 
homesteaded in a given location. The second approach was to select 
properties with lower n810 values. II In this case, rehabilitation 
costs and hence, financing needs and agency costs, may have been 
higher, but the city could homestead a larger number of properties 
with their Section 810 allocation. 

As of April 1979, the 23 Demonstration Cities had selected a 
total of 2,273 properties with a total 810 value of $13,653,336 
(Exhibit II-3). The average value of the properties selected by the 
Demonstration Cities increased from the first year of the Demonstra­
tion ($4,800) to the second year ($6,582), then remained approx­
imately the same for the third year ($6,344). By definition, all 
urban homestead properties were vacant 1-4 family properties which 
had arrived in the BUD inventory by reason of the owner's default on 
an FHA-insured mortgage. While the provisions of the program per­
mitted homesteading properties with up to four units, 14 cities 
chose only single-family properties. 

From an inspection of a sample of the repaired properties, the 
median year of construction of the homestead properties was 
1943. 1 The properties selected by local programs from the 
available HOD inventory resembled the central city single-family 
housing stock quite- closely in terms of age, but tended to be 
somewhat smaller than the average central city dwelling unit and 
substantially smaller than the average central city owner-occupied 
dwelling unit. The extent, nature and actual cost of the 
rehabilitation work are discussed in Chapter III. 

Homesteader Selection 

The local agency functions most directly related to property 
selection are homesteader selection and financing. To attract the 
homesteader applicants with the desired financial and personal cri­
teria,the local agency must select properties that suit the needs 
and tastes of these individuals. Once homesteaders have been 
chosen, the agency must arrange financing consistent with the re­
habilitation needs of the selected properties. 

During the Demonstration period, the cities selected 2,101 
homesteaders from a cumulative applicant pool of nearly 50,000. The 
ratio of applicants to homesteaders, approximately 25:1, was fairly 
consistent throughout the Demonstration period. 

The number of homesteaders selected was higher in the first 
year (750) than in either of the following two program years (second 

ISee Appendix for a description of the data sources included 
in the evaluation study. 
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Exhibi t II-3 


URBAN HOMESTEAD PROPERT!ES BY CITY, NUMBER OF DWELL!NG UNITS, 

TOTAL 810 VALUE, AND MEDIAN 810 VALUE 


(Properties Transferred as of April 1979) 


City 

Number 
Transferred 
HOD to City 

Number 
One 

Family 

Number Total 810 Median 
2-4 Value 810 Value 
Family ($) ($ ) 

Atlanta 

Baltimore 

Boston 

Chicago 

Cincinnati 

Columbus 

Dallas 

Decatur 

Freeport 

Gary 

Indianapolis 

Islip 

Jersey City 

Kansas City 

Milwaukee 

Minneapolis 

New York City 

Oakland 

:Rockford 

South Bend 

Tacoma 

Wilmington 

119 

60 

26 

179 

30 

151 

355 

88 

63 

209 

153 

67 

14 

93 

150 

77 

29 

109 

98 

61 

57 

85 

112 

60 

13 

178 

30 

141 

351 

88 

63 

209 

153 

67 

2 

93 

111 

77 

27 

109 

93 

61 

57 

85 

7 727,633 5,708 

0 415,328 6,408 

13 202,536 7,699 

1 1,032,738 5,800 

0 235,366 6,684 

10 1,251,706 8,205 

4 1,445,614 3,533 

0 549,828 5,669 

0 633,628 9,386 

0 527,745 284 

0 585,123 3,400 

0 606,224 8,644 

12 20,309 900 

0 441,889 4,195 

39 1,020,900 6,444 

0 508,361 5,200 

2 168,104 5,111 

0 1,263,128 9,860 

5 516,134 4,700 

0 213,575 2,462 

0 823,274 13,544 

0 464,183 4,899 

TOTALS1 2,273 2,180 93 13,653,336 5,319 

loue to legal problems with the urban homesteading program in 
Philadelphia, no data exists other than the total number of 362 
properties transferred from HOD to the city. 
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Exhibit II-4 
HOMESTEADERS SELECTED BY CITY BY PROGRAM YEAR 

Program Year 
TOTALYear 1 Year 2 Year 3 Year 4"· 

Atlanta 67 19 24 - 110 

Baltimore 15 17 13 - 45 

Boston 3 10 10" - 23 

Chicago 45 52 74 - 171 

Cincinnati 11 8 11 - 30 

Columbus 20 34 65 32 151 

Dallas 113 142 84 14 353 

Decatur 41 20 11 4 76 

Freeport 20 11 11 - 42 

Gar:Y 61 34 67 - 162 

Indianapolis 67 54 28 - 149 

Islip 22 12 25 - 59 

Jersey City 10 - 1 - 11 

Kansas City 18 35 24 9 86 

Milwaukee 24 43 70 13 150 

Minneapolis 39 29 8 - 76 

New York City 18 2 -* - 20 

Oakland 43 30 27 3 103 

a:>ckford 33 39 24 - 96 

South Bend 28 3 18 - 49 

Tacoma 17 24 12 1 54 

Wilmington 35 29 21 - 85 

TOTAL 750 647 628 76 2,101 

*Includes only 11 months of the third program year• 

....Fburth year data does not represent a full program year, but 
rather data as of April 1979. 
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year - 647; third year - 628). The drop in the later years reflects 
the fact that several cities experienced a decline in the number of 
available properties in the HUD inventory. Also, several cities 
encountered delays in the early phases of program implementation and 
as a result, were forced to carry-over homesteaders from the first 
to the second year. They then postponed or scaled down subsequent 
homesteader selection activities. However, these problems were 
specific to certain local programs; there was no consistent pattern 
of declining fiqures across all Demonstration Cities. 

Throughout the Demonstration period, there was considerable 
variation among cities in terms of both the number of applicants and 
the number of homesteaders. For example, during the third year, the 
number of applicants for local programs ranged from a low of 100 to 
a high of 10,000. That year, the number selected ranged from 23 to 
353. 

Considering the Demonstration-wide selection ratio and the 
volume of applicants, homesteader selection is a major responsi­
bility of local program agencies. Local administrators cited home­
steader selection as the single most time-consuming duty of program 
staff. 

For purposes of this evaluation, homesteader selection was 
broken down into a series of subtasks. These include: 

• Program publicity and marketing; 

• Applicant evaluation and screening: and 

• Matching selected homesteaders with homestead properties. 

The first of these subtasks -- program publicity and marketing 
was not a particularly taxing responsibility for local program 

staff. Local newspapers and television in all of the Demonstration 
Cities featured the urban homesteading proqram as a news item or a 
community interest story. In addition, 16 cities purchased adver­
tising space in local papers and/or staged direct mail campaigns to 
city residents. 

The second subtask -- processing and screening the applicants 
proved to be the most time-consuming phase of homesteader selec­

tion. All of the Demonstration Cities developed standardized pro,,:, 
cedures, although there was considerable variation in the intensity 
of these procedures. Further, some cities devised several stages of 
screening: a preliminary review for eligibility and a more refined 
procedure to rank applicants and desiqnate eligible homesteaders 
prior to selecting them by lottery or other means. This two-phase 
approach reduced the number of applicants who had to be fully 
evaluated. 

The screening process included both objective and subjective or 
judqmenta1 screening. In all Cities, individual proqram staff con­
ducted the initial screening: however, in 18 cities, the judgmental 
screening was performed or at least confirmed by a review board. 
The composition of these review boards varied and included program 



staff, lenders, representatives from other municipal agencies and/or 
neighborhood residents. In all cases, the boards were established 
to insure "fair and equitable procedures" required by the urban 
homesteading legislation. 

In addition to the review boards, lotteries were another 
mechanism used by the cities to insure fairness. Nineteen of the 
Demonstration Ci ties included a lottery or public drawing in the 
selection process. Fb'Wever, these cities used lotteries for dif ­
ferent puxposes and thus staged them at different points. Thirteen 
cities held lotteries before screening to reduce the number of can­
didates for full review. Three cities used lotteries to designate 
homesteaders from eligible applicants. Three other cities used 
lotteries to determine the order in which homesteaders would choose 
properties. 

The third subtask -- matching homesteaders with homestead pro­
perties -- also occurred at several points in the selection cycle. 
However, all but three of the Demonstration Cities matched appli ­
cants with properties at some point prior to final homesteader 
designation. A lottery, a board decision, or homesteader choice 
were used to determine the match-up. 

The Selection Cycle 

Two factors merit consideration in organizing the homesteader 
selection process: el} the sequence and timing of each subtask, and 
e 2 } the frequency of selection cyc les. Although all of the local 
programs began the process with publicity and marketing efforts, 
local programs managed the subsequent tasks -- judgmental screening, 
matching and in most cases, lotteries -- in a variety of ways. 

The most common approach (adopted by 13 cities) scheduled 
screening of applicants and matching eligible homesteaders with 
properties prior to a lottery 7 the lottery then designated home­
steaders for each property. Another sequence, used by three cities, 
placed the lottery at an earlier point in the selection process, 
i.e., before matching. These cities screened applicants to deter­
mine eligibility and then held lotteries to rank applicants. Match­
ing occurred after the lottery, with eligible applicants choosing 
properties according to their lottery numbers. A third approach 
scheduled a lottery at an even earlier point: before applicant 
screening. The three cities that used this approach received more 
than 500 initial applicants and thus, used the lottery to reduce the 
number of applicants for full review. A fourth variation of the 
homesteader selection cycle used no lottery 7 rather a homesteader 
selection board determined eligible applicants and then selected a 
homesteader for each property. 

Another dimension of the selection process is the frequency of 
the cycle. Some cities selected all homesteaders at once, creating 
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a '*peak load" condition for program staff. other cities staggered 
the selection process either by conducting several discrete rounds 
of homesteader selection or by initiating a new selection cycle 
every time the city acquired a new property. Both of these "stag­
gered approaches" created a more continuous flow of applications and 
thus eliminated uneven staff demands. An on-going, rather than 
one-time, review of applicants also enabled program staff to modify 
homesteader selection criteria in response to changes in property 
selection or financing strategy, and thus closely coordinated these 
related activities. 

Financing Mechanisms for Rehabilitation 

Conditional conveyance of homestead properties from the Demon­
stration Cities to the selected homesteaders had to occur "without 
substantial consideration." '!he need for financing arose, there­
fore, not from the need to secure a mortgage for purchase of the 
property, but rather from the need to pay for the rehabilitation of 
the property to local code standards. 

'!he financing needs of urban homesteading are similar to the 
financing needs of conventional rehabilitation and home improvement 
activi ties. Because of cost, financing the repair of a homestead 
property usually requires a "permanent lender" who will extend 
long-term loans similar to conventional mortgages as opposed to 
traditional home improvement loans. Depending on the cost and speed 
of rehabilitation and on the resources of the contractor, construc­
tion or interim finanCing may also be required. Finally, the home­
steader may elect, or be required, to contribute some portion of his 
own assets. 

In principle, it would be possible for local programs to make 
no special financing arrangements and to rely solely on the ability 
of homesteaders to independently secure financing. In practice, 
each of the 23 Demonstration Cities established some mechanism for 
financing homestead rehabilitation. These mechanisms included 
formal arrangements with local banks and thrift institutions, muni­
cipal loan programs and the federal Section 312 Rehabilitation Loan 
Program. In some instances, other foms of financial assistance 
such as grants, interest write-downs and tax exemptions and abate­
ments were also provided. 

The variety of financing options arranged by local programs 
increased during every year of the Demonstration. In response to 
the varied needs and resources of the homesteader population, most 
cities offered several financing alternatives and set different 
eligibility criteria for various types of loan programs. In 
general, cities reserved lower-interest loans for homesteaders who 
had low incomes or who undertook substantial, relatively costly 
repairs. Conversely, higher income homesteaders were more likely to 
pay market or close-to-market interest rates. 
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All of the Demonstration Cities offered at least one type of 
city-assisted loan financing, although there was considerable 
variation in terms of the types and combinations of city-assisted 
loan programs. Broadly, there were three categories: 

• 	 C:i. ty-assisted private loans (banks and savings and loan 
institutions; 

• 	 Municipal or county loan programs; and 

• 	 Section 312 loans. 

However, within these categories, there was wide variation among 
cities and even within some city programs. All 23 cities offered 
some type of city-assisted loan; eleven others offered two or more 
types. Of all homesteaders who started rehabilitation work by April 
1979, over two-thirds used city-assisted loans to finance at least a 
portion of their rehabilitation costs. 

Eleven Demonstration Cities used Section 312 loans either as 
principal financing or in tandem with other loans for homesteaders. 
Perhaps the most interesting trend in local financing arrangements 
was the increase in ~~e use of city-assisted private financing. The 
share of rehabilitation financing provided by private lenders rose 
steadily during the Demonstration, both in terms of the number of 
loans to homesteaders and the amount of these loans. 

The extent of the rehabilitation of homestead properties fre­
quently necessitated that construction financing techniques be 
employed, either to make progress payments to contractors or to make 
funds available to self-help homesteaders for the purchase of 
materials. Generally, these requirements were not an obstacle to 
the rehabilitation of homestead properties and in fact, only five 
cities made special arrangements for interim construction financ­
ing. Typically, these cities established a revolving loan program, 
either as a public fund or by arrangement with a local bank. 

Many of the Demonstration Cities provided additional assistance 
to homesteaders in the form of grants, interest write-downs and tax 
abatements. OVer the Demonstration period, six cities offered 
grants to homesteaders. Although the number of grants awarded in­
creased, the average amount of individual grants decreased from 
$9,441 the first year to $5,605 the third year. 
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During the Demonstration, homesteaders received over $14.2 
million through city-assisted loan programs. The six cities which 
offered grants to homesteaders provided an additional $1.1 million, 
bringing the Demonstration-wide total for all forms of city-assisted 
financing to nearly $15.4 million. 

In examining these cumulative figures, it is clear that Section 
312 loans were the principal source of city-assisted financing, 
providing $7.1 million in loans to homesteaders. Not only did the 
312 loan program provide the largest number of loans (485), it pro­
vided SO, of the total dollar amount committed to homesteaders. 
li:)wever, as mentioned earlier, local program officials reported 
decreased reliance on Section 312 loans. While Section 312 
accounted for 56' of the dollar amount of loans to homeseaders in 
the first year, its share had dropped to 38' by the third year. 

Several factors contributed to the decreased reliance on Sec­
tion 312 loans. First, local officials reported dissatisfaction 
with the delays in processing loan applications and with the admin­
istrative burden imposed by requirements of the Federal program.. 
Also, some local administrators expressed their concern about the 
amount of funds available and the funding schedule. As a result, 
fewer cities now rely exclusively on Section 312 loans than was the 
case at the beginning of the Demonstration. 

A second factor was the continued effort, at the local level, 
to arrange private financing for homesteaders. In several cases, 
local officials approached private lenders at the outset of the 
Demons:tration but were unable to complete arrangements until the 
second or third program yea.;-s. As a result, by the end of the third 
year, 17 cities had arranged private financing for at least some of 
their homesteaders. 

The relative contribution of city-assisted private loans in­
creased steadily over the Demonstration period, both in terms of the 
dollar amount and the number of loans issued to homesteaders. By 
the close of the third year, city-assisted private loans accounted 
for 54t of all loans and for 49'\ of the dollar amount. '!he cumu­
lative total amount of city-assisted private loans was $4.2 mil­
lion. However, it should be pointed out that the average loan 
amount for Section 312 loans exceeded that for the private loans 
throughout the Demonstration. 

While the balance between Section 312 loans and private loans 
shifted, the relative contribution of municipal and county loan 
programs remained fairly constant over the Demonstration period. 
'lhe number of muniCipal loans was approximately 20' for all three 
years; the share of the total amount loaned to homesteaders through 
these programs was 22' for the first two years, then dropped to 13~ 

during the third year. During the Demonstration period, municipal 
and county programs provided homesteaders with a total amount of 
$2.8 million. 

21 




In summa ry , homesteaders selected by the Demonstration Cities 
were able to secure adequate financing. Over the Demonstration 
period, only five selected hometeaders dropped out of the program 
because they were unable to obtain financing_ This figure reflects 
program success at two levels- First, local programs were able to 
attract and select homesteaders who had the capacity to secure 
financing- Secondly, local program officials arranged financing 
mechanisms with sufficient variety and dollar volumes to satisfy the 
financing needs of chosen homesteaders. 

Managing the Rehabilitation of Urban Homesteads 

The typical urban homestead property conveyed under Section 810 
is in serious disrepair. Whatever the condition of the property 
when it was last occupied, the effects of neglect and vandalism have 
generally resulted in deterioration of the property, creating a need 
for a substantial rehabilitation effort. 

The Housing and Community Development Act of 1974 identified 
minimum standards for the scope and schedule of the rehabilitation 
effort. According to the Act, the recipient homesteader must agree 
to repair the property to minimum health and safety standards prior 
to occupancy. Then, within 18 months of the occupancy date, the 
homesteader must complete further repairs to meet local standards 
for "decent, safe and sanitary housing. II 

During the Demonstration period, homesteaders began rehabilita­
tion on 1,785 properties which represents 92\ of the properties 
conveyed to homesteaders and 79\ of the properties conveyed to the 
cities_ Of these, rehabilitation was completed on 1,128 by April 
1979. 

Alternative Approaches to Rehabilitation Management 

The Demonstration Cities enjoyed wide latitude in the planning 
and management of rehabilitation activities_ However, in the early 
phases of program design, local officials faced a number of trade­
offs which often created conflicts and impeded the achievement of 
all their objectives. As a result, local administrators had to 
weigh a number of issues -- some practical, sane conceptual in 
planning their approach or strategy to rehabilitation_ 

The major issues appeared to involve the level of agency con­
trol over the rehabilitation process and the role of the individual 
homesteader in planning and performing or supervising the repairs. 
The trade-off here is apparent. As the agency exerts more control, 
the homesteader loses certain freedoms. Conversely, as the home­
steader becomes the active, or, in some cases, the principal agent 
in the rehabilitation, the city yields direct control over the 
process- While most programs sought to incorporate some degree of 
both agency control and homesteader partiCipation, the relative 
balance varied from city to city. 
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In devising a rehabilitation strategy, local program adminis­
trators made decisions concerning several aspects of the process: 
rehabilitation standards, responsibility for work write-ups, the 
level of self-help pexmitted, the responsibility for contractor 
selection, and the timing and requirements for occupancy. A deci­
sion in anyone area affected the rehabilitation process; taken 
together, as a set of decisions, they indicated a particular re­
habilitation strategy. 

Considering the full range of choices for the desiqn of the 
rehabilitation process, it is possible to classify cities into three 
groups based upon the city's degree of control over the rehabilita­
tion process, as reported bY local officials. The first group ini­
tially included five cities which emphasized high standards of re­
habilitation quality, rapid completion of repairs and a high degree 
of agency control over the specification and performance of work. 
These cities -- Jersey City, Kansas City, New York City, Freeport 
and ~catur -- severely limited the input of homesteaders in plan­
ning the repair work. At the beginning of the Demonstration, all of 
these cities also discouraged or prohibited self-help_ Since that 
time, all but Jersey City have modified their self-help policies. 

The second group of cities emphasized less stringent standards 
for rehabilitation, greater participation of homesteaders in work 
planning and contractor selection and a controlled use of sweat 
equity. This group included 13 cities -- Atlanta, Tacoma, Oakland, 
Rockford, Islip, Cincinnati, Columbus, Boston, Dallas, Milwaukee, 
Philadelphia, Chicago and Minneapolis -- at the beginning of the 
Demonstration and now includes a fourteenth city -- Decatur -- that 
initially used the strategy of the first group- This shift toward a 
more moderate strategy was the only major change with respect to 
rehabilitation management reported by any city during the Demonstra­
tion period. 

The third group -- South Bend, Wilmington, Baltimore, Gary and 
Indianapolis -- required less stringent standards of rehabilitation, 
encouraged siqnificant involvement of homesteaders in work planning, 
generally placed more reliance on homesteaders for contractor selec­
tion, and encouraged the use of sweat equity. 

The groupings into which the cities fall indicate the objec­
tives implicit in their approach to the rehabilitation of homestead 
properties. Cities in the first and second groups tended to place 
high value on the quality and speed of rehabilitation and, hence, 
opted for a process which is tightly controlled by local program 
staff. Cities in the third group exhibited more concern for cost 
control and for fostering homesteader attachment to the property-

The management of the rehabilitation of homestead properties 
involves several activities. 'lbese include the specification of 
tasks performed; the assignment of the repair work; and actual con­
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struction. Exhibit 1I-5 presents the four alternative paths for the 
specification and assignment of rehabilitation work. All begin with 
identification of code violations after initial inspection of the 
property by agency staff. After that, the paths diverge. 

By far the most common approach and that used by 17 ci ties is 
IIb. Here the homesteader is allowed to amend the work wr i te-ups 
and to collaborate with agency staff in contracting repairs. How­
ever, these cities differ in terms of the types of amendments they 
permit the homesteader to make. All are receptive to his sugges­
tions for cOSllletic improvements, but only a few allow general pro­
perty improvements -- such as additions or optional bathrooms. 

The table highlights the differences in approach to rehabilita­
tion planning, but it stops short of the actual repair work. At 
this point, the local agency must address the next issue in re­
habilitation management: the role of self-help. 

Self-help or ·sweat equity· is closely linked to homesteading, 
both historically and in the public mind. Also, there are economic 
and motivational advantages to allowing the homesteaders to perform 
their own repairs. However, self-help does impose certain adminis­
trative burdens on the local agency staff: evaluating the skills of 
homesteaders at the' time of selection, providing technical assis­
tance and monitoring the quality of their work. 

Recognizing these demands, several cities actively, and many 
others subtly, discouraged self-help at the beginning of the Demon­
stration. Some limited self-help to cosmetic items or small-scale 
repairs. However, over the Demonstration period, there was a ten­
dency toward increased reliance on self-help. By the end of the 
third year, all but Jersey City not only allowed but generally en­
couraged homesteaders to perform at least interior finish chores -­
painting, floor refinishing and panelling -- on their new homes. In 
fact, increased self-help activity was the most frequently reported 
change in rehabilitation approach, according to local program offi­
cials. 

Our ultimate interest in these alternative rehabilitation 
strategies relates to their relative effectiveness in accomplishing 
the program goals. For analytical purposes, effectiveness can be 
measured by the time required to complete the rehabilitation and the 
quality of the workmanship. The latter was determined from detailed 
inspections of repaired homestead properties. Three general con­
clusions emerge from analyses of program performance. l First, 
there is no relationship between the average speed of the rehabili­

lFor the detailed discussion and analysis of the findings, see 
The Rehabilitation of Urban Homesteads, Evaluation of the Urban 
Homesteading Demonstration program, Final Report, Volume III. 
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Exhibit II-S 


FOUR PATHS FROM CODE VIOLATIONS TO 

EXECUTED CONTRACTS FOR REHABILITATION 


Identification 
of Code 

Violations 

Program Staff 
Prepare I 
Write-Up . 

I
, 

Program Staff 
Solicit' Bids 

Negotiate 
Contracts 

, 

Contract 


Signed 


I 

Program Staff 
Prepare 
Write-Up 

! 

Program Staff 

Solicit Bids 


Homesteader 

& Program 


Staff Negoti ­
ate Contract 


! 

Contract 


Signed 


IIa 

Program Staff 
Prepare 
Write-Up 

! 

Write-Up 

Negotiated 
with 

Homesteader 
& Revised 

t 

Homesteader 

& Program 
Staff Solicit 
Bids & Negoti ­
ate Contract 

,I 

Contract 


Signed 


IIb 

2S 

Homesteader 

Prepares 

Write-Up 


t 


Ijomesteader 

Solicits 


Bids 


Contract 

Signed 


III 



· '"­

tation and the average quality of rehabilitation. Cities which 
carry out their rehabilitation programs on a fast schedule are just 
as likely, or unlikely, to produce good quality workmanship as those 
which perform the work more slowly. Secondly, there is no evidence 
that cities which permit and encourage self-help do much worse than 
cities which use less self-help in tems of the quality of the re­
sulting workmanship. Finally, however, the findings show a con­
vincing negative association between the percentage of self-help and 
the speed of rehabilitation. Only two of the 11 cities where self­
help was relied on most heavily averaged less than 11 months to 
complete rehabilitation. Conversely, 10 of the 12 cities with less 
than 36\ self-help took less than 11 months on average to complete 
rehabilitation. 

These results are presented in more detail in Exhibit II-6. 
'l'his classification of the Demonstration Cities in terms of the 
major dimensions of program design and performance supports to some 
degree the original groupings of rehabilitation strategies. 'l'here 
are six Demonstration Cities which undertake larger than average 
jobs, have less than average self-help percentages and complete the 
work in under 11 months. 'l'hese are Boston, Decatur, Jersey City, 
Baltimore, Freeport, and New York City. Four of these cities were 
among the five cities included in the group which "emphasized high 
standards of rehabilitation quality, rapid completion of repairs and 
a high degree of local program control over the specification and 
performance of work. n 'l'he groupings seem clearly appropriate, but 
the emphasis on high quality work is questionable, since only three 
of the six cities exceeded the median rate of standard and above 
standard workmanship. 

Four cities (Atlanta, Kansas City, Rockford and Wilmington) 
resemble these six in all respects except for the average size of 
the rehabilitation job undertaken. Each of these cities had lower 
than average participation of homesteaders and each achieved rela­
tively' rapid completion of rehabilitation. Like the first six, 
however, these four are distributed equally above and below the 
median quality levels. Together, these two groups, which differ 
only by the size of the jobs undertaken, represent one basic model 
of urban homesteading rehabilitation: modest homesteader involve­
ment and rapid completion of repairs. 

At the other extreme are nine cities which permit or encourage 
self-help and which complete repairs more slowly. These include 
Minneapolis, Indianapolis, Milwaukee, South Bend, Chicago, Columbus, 
Dallas, Gary and Islip. 'lWo-thirds of these cities undertook jobs 
which averaged less than $14,000 in rehabilitation value (unlike the 
low self-help, fast repair programs which tended to undertake the 
larger jobs). Once again, these programs are almost equally divided 
by the median of the quality of workmanship. 'l'hree of the five 
cities originally classified into the group which "encourages the 
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Exhibit II-6 

FOUR-WAY CLASSIFICATION OF DEMONSTRATION 

CITIES BY REHABILITATION VALUE, 


SELF-HELP PERCENTAGE, QUALITY OF 

WORKMANSHIP & SPEED OF REHABILITATION 


Quali ty of Worltlaansbip 

(\ St.andard i. 


Above Standardl 

iAehilD il4 tao­ > 18, <i8\i 

Moean ,t.ion Time to Co~l~te RehilD 
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 (11 months >ll monthsSelf-Hel!:> <11 months "llmonthlll 
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use of sweat equity" are among the cities which encourage self-help 
and which complete repairs more slowly. 

The four cities which remain are those which rely heavily on 
self-help but still manage to complete rehabilitation rapidly 
(Tacoma and Oakland) or where the time dividend for limited use of 
self-help is not received (Cincinnati and Philadelphia). The rela­
tive infrequency of these examples suggests that these do not repre­
sent typically available choices for cities undertaking urban home­
steading programs. 

It is clear that several distinct approaches to the planning 
and management of urban homestead rehabilitation were adopted by 
cities participating in the Orban Homesteading Demonstration. The 
basic trade-off is between the percentage of the work performed by 
the homesteader, with its implications for cost reduction, and the 
time required to complete .rehabilitation. At the beginning of the 
Demonstration, local program officials indicated that self-help also 
implied a trade-off in terms of the quality of the repair work. 
However, the inspection of both self-repaired and contractor­
repaired properties did not support this assumption. It was not who 
performed the repairs -- the homesteader versus a contractor -- but 
rather how the repair was managed by the local program that de­
termined the quality of workmanship. This finding clearly indicates 
that high-quality workmanship and cost reduction through sweat 
equity are, in fact, compatible objectives in an urban homesteading 
program. 

The Costs to Local Government 

In an important sense urban homesteading is a local, rather 
than a federal, program. The federal government contributes proper­
ties from its single-family inventory, but the burden of selecting 
homesteaders, arranging financing, and planning and managing the 
rehabilitation is borne entirely by local government. These admin­
istrative expenses are not insignificant. furthermore, local 
governments frequently subsidize interest on rehabilitation loans 
made to urban homesteaders and these subsidies constitute another 
category of local government expense. Thirdly, many urban home­
steading cities provide a variety of property tax abatement and 
exemptions to urban homesteaders, and these must also be counted 
among the costs of the program. 

Local Administrative Costs of Orban Homesteading 

No provision was made in the design of the urban homesteading 
demonstration to help local governments meet the cost of adminis­
tering their programs. Typically, local governments simply used 
existing staff who were working on rehabilitation projects and were 
being supported by the local CD program. In some cases, individuals 
would be assigned full-time to urban homesteading, but in many in­
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stances, Community Development staff would divide their time between 
homesteading and other CD activities. Because there was no require­
ment that local governments keep accurate records of the expenses 
associated with urban homesteading and because homesteading is one 
of a number of activities on which individual CD staff members 
worked, it is quite difficult to estimate the local costs of admin­
istration. 

In the absence of local job-cost accounting systems, program 
staff were asked to estimate the percentage of time which they spent 
on activities relating to urban homesteading. These estimates were 
then combined with payroll data to estimate the labor costs of ad­
ministration. Program staff also supplied information on non-labor 
expenses, such as legal fees, newspaper advertisements and so 
forth. The sum of these provides a rough estimate of the cost of 
administering each local urban homesteading program. 

The use of these data to support the cost/benefit analysis is 
not without its problems. Because the benefits of the program must 
be estimated for a given set of properties or on a per-property 
basis, it is necessary to determine the amount of local administra­
tive expense attributable to a particular set of properties. Be­
cause properties are at different stages in the process at all 
times, this would formally require an allocation of local adminis­
trative cost to each stage of the urban homesteading process ~ this 
is a form of inference which the data simply cannot support. 

To deal with this problem it was decided to select an inter­
mediate stage in the local urban homesteading process and to use the 
number of properties at that stage as the denominator in the compu­
tation of the average per-property cost of administering a local 
homesteading program. The intermediate stage selected was occu­
pancy. Approximately 73% of all the properties in the pipeline 
(i .e., conveyed to a local government but on which rehabilitation 
was not complete) were occupied as of April 1979. This avoids both 
underestimating average costs by dividing by the total number of 
properties which have entered the pipeline and overestimating by 
dividing by the total number of properties which have exited the 
pipeline. 

The mean per property administrative costs incurred by local 
governments vary substantially across cities (Exhibit II-7). In 
Dallas average administrative costs were less than $500. At the 
other end of the range, in what is clearly an anomalous position, is 
New York, with average administrative costs of $14,563. The overall 
mean per property administrative cost is $1,635, largely because 
cities with a larger production such as Dallas, Milwaukee and 
Indianapolis, have relatively low per property costs. There is some 
association between the classification of the cities by degree of 
control over the rehabilitation process and the per property costs 
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Exhibit 11-7 

ESTIMATEO LOCAL AOKINISTMTIVE CDSTS 
PER OCCUPIED PROPERl'Y BY CITY 

City· 

Estimated 
toca1 Admin­

istrative 
COsts 'l'hrough 
April 1979 

Homestead 
Properties 
Occupied by 
April 1979 

Mean Admin­
istrative 

COst 
Per Property 

At.lanta 

Baltimore 

Cincinnati 

Dallas 

Decatur 

Freeport 

Gary 

Indianapolis 

Islip 

Kansas City 

Milwaukee 

Minneapolis 

New York City 

oakland 

South Bend 

Tacoma 

Wilmington 

$183,200 

47,730 

78,946 

143,500 

91,108 

143,500 

58,385 

74,480 

43,000 

203,277 

156,168 

118,091 

233,000 

141,235 

43,350 

202,178 

222,369 

90 

21 

25 

313 

50 

31 

98 

124 

57 

69 

150 

69 

16 

77 

45 

47 

53 

$2,036 

2,273 

3,158 

458 

1,822 

4,629 

596 

601 

763 

2,946 

1,041 

1,711 

14,563 

1,834 

963 

4,302 

4,196 

TOTAL $2,183,067 1,335 $1,635 

·C01umbus and Rockford are excluded as the administrative costs 
of the agency covered non-810 properties 1 Philadelphia and Olica9'O 
are excluded because of lack of data. Boston and Jersey City are 
excluded as their properties include rental units and satisfactory 
data on those units, necessary for cost/benefit analysis, were not 
available. 
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experienced. The original high control cities (Decatur, Freeport, 
Kansas City and New York) have per property administrative costs 
which are all above the average. Conversely, the low control cities 
include three (Gary, Indianapolis and South Bend) with very low per 
property costs, but also include two (Wilmington and Baltimore) 
whose per property cost averages were substantially above the 
overall mean. 

Rehabilitation Loan Interest Subsidies 

Many local governments have provided subsidized financing to 
homesteaders from local rehabilitation loan programs. '!he cost of 
the interest write-downs is generally met through the use of CD 
funds and in a few instances, it is covered by revenues from other 
sources- In all cases, however, it is appropriate to include these 
interest subsidies in the local costs of urban homesteading. 

Estimating the amount of such costs requires some assumptions. 
In a situation where a local government makes loans out of its CDBG 
funds at below-market interest rates, the actual cost incurred by 
the local government is not immediately obvious. Local governments 
are not permitted to draw down on their CD block grants and thereby 
reduce their short-term borrowing requirements. The obvious measure 
of cost (the difference between the subsidized and municipal borrow­
ing rates) is, therefore, not applicable. 

An alternative line of reasoning is available, however. There 
is an interest rate presumably higher than the subsidized rate at 
which local governments could provide credit for rehabiliation and 
still find takers. The private sector lending rate for home im­
provements and/or home mortgages is the maximum rate at which muni­
cipalities could lend for similar pUl:poses. The city' s cost of 
providing credit at lower rates is, therefore, properly measured by 
the difference between the below-market interest rate and the market 
interest rate on similar loans. 

In principle, provision should also be made for differences in 
default rates between below-market loans to urban homesteaders and 
market loans to bankable borrowers. In practice, the default rate 
by urban homesteaders has been so low that such a comparison would 
not lead the attribution of further costs to local government opera­
tion of rehabilitation loan programs. For this reason, it is ig­
nored. 

Also omitted from the local cost is be the cost of servicing 
loans to homesteaders from local rehabilitation loan programs. No 
source of data exists to support such estimates. Furthermore, the 
absolute level of these costs is likely to be small when compared to 
the margin of error in the estimation of local program administra­
tive expense. 
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Consistency with the method of calculating benefits (see 
Chapter III below) requires that the costs of interest subsidies to 
homesteaders be calculated over the three-year residency period 
rather than over the full term of the loan. Since homesteader bene­
fits are computed on this basis, and it has been shown to be a con­
servative basis, calculation of the costs of interest subsidies over 
a longer period would introduce a hybrid scenario. In interpreting 
the results, however, the understatement of the costs of interest 
subsidies which flows from this assumption should be borne in mind. 
The estimated cost of municipal interest subsidies to homesteaders 
over the three-year residency period is presented by city (Elc.hibit 
11-8). These estimates were developed by estimating the additional 
payments which homesteaders would have made if the interest rate on 
these loans had been set at 8\ per annum. 

Property Tax Abatement and Exemption 

All local governments provide their homesteaders partial or 
complete relief from local property taxes during the residency 
period. In some cases, the subsidy flows from the form of convey­
ance used; this is the case when title does not pass to the home­
steader until the residency period is complete and the property 
remains in city ownership, thus granting the homesteader full exemp­
tion from local property taxes. More commonly, local governments 
have negotiated some form of abatement of taxes during the residency 
period, either formally or informally_ 

Foregoing full taxes on these properties is clearly a cost to 
local government. If the properties had remained in the HUD inven­
tory, taxes would continue to have been paid by the Federal govern­
ment. If they had been sold by HUe, the new owners would be liable 
for local taxes on the properties. The technical problem here is 
not to determine whether or not abatements and exemptions constitute 
a cost to local governments- Instead it is to find a way to esti ­
mate this cost. 

Because there is no way of knowing what the property taxes 
would have been on individual properties if they had not been in the 
urban homesteading program, it is necessary to resort to statistical 
methods. The simplest, and most appropriate, method involves a 
comparison between the property taxes paid by urban homesteaders and 
the property taxes paid by comparable residents of the urban home­
steading neighborhoods living in owner-occupied dwelling units. 
Estimated costs of property tax abatements and exemptions to urban 
homesteaders are also presented by city in Exhibit 11-8. 

This chapter has presented the Demonstration experience wi th 
the key components of an urban homesteading program -- property 
seleetie..n, homesteader selection, financing the rehabilitation 
efforts, and managing the rehabilitation of urban homesteads. In 
addition, three identifiable categories of costs incurred by local 
governments in the administration and support of urban homesteading 
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Elchibi t II-8 

INTEREST SUBSIDY AND PROPERTY TAX ABATEMENT/EXEMPTION 

EXPENSE PER PROPERTY INCURRED BY LOCAL GOVERNMENTS 


City* 
Interest Subsidy 

Expense 

Tax Abatement/ 
Exemption 

Expense 

Atlanta 

Baltimore 

Chicago 

Cincinnati 

Columbus 

Dallas 

Decatur 

Freeport 

Gazy 

Indianapolis 

Islip 

Kansas City 

Milwaukee 

Minneapolis 

New York City 

Oakland 

Philadelphia 

Rockford 

South Bend 

Tacoma 

Wilmington 

$136 

802 

10 

0 

11 

11 

428 

0 

0 

19 

29 

203 

20 

727 

228 

219 

5 

0 

13 

0 

0 

$136 

119 

101 

245 

30 

184 

200 

815 

114 

33 

620 

151 

417 

194 

552 

348 

225 

69 

470 

18 

182 

TOTAL $113 $212 

*Boston and Jersey City are excluded as their properties in­
clude rental units and satisfactory data on those units, necesary 
for cost!benefit analysis, were not available­
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have been presented, together with a description of the basis for 
arriving at these cost estimates. Before moving to discussions of 
the homesteaders, the neighborhoods in which 
accounting of the costs and benefits of 
Demonstration Program, recommendations are 
this discussion of local program administrati

they live, and 
the Urban Hom
presented to 

on. 

a final 
esteading 
conclude 

Program Recommendations 

'lhe evaluation of the Urban Homesteading Demonstration Program 
has encompassed all aspects or elements of the homesteading pro­
cess. These elements have been examined individually and collec­
tively as components of the homesteading process. The evaluation 
has focused not on the particular strengths or shortcomings of indi­
vidual programs, but rather on patterns or general issues which 
concern all program administrators. The findings highlight certain 
issues or problems which delay or complicate the administration of 
local programs. 'lhus, some specific recommendations are offered, 
not as absolutes; but rather as practical suggestions. 

The first concerns the coordination of homesteader selection 
and property selection. Most cities use separate and staggered 
screening processes for these two activities. If property selection 
occurs first, properties may remain vacant while homesteaders are 
chosen; if homesteaders are chosen first, the homesteaders may re­
ject the properties or may be ill-suited for particular houses. If 
the two selection processes were synchronized, local programs could 
minimize delays and reduce administrative costs. 

In addition to the timing of selection, the criteria for pro­
perty and homesteader selecion should also be integrated. Often, 
local programs set financial criteria for homesteaders that are 
inconsistent with the cost of rehabilitating the homestead proper-· 
ties and the availability of loans. If these elements of program 
design were· tightly coordinated, the homesteading process could 
proceed smoothly. 

In terms of managing the rehabilitation of homestead proper­
ties, local programs should encourage self-help repairs. The eco­
nomic benefits of self-help are apparent, but some programs ques­
tioned the ability of homesteaders to perform high-quality work. 
However, inspection of rehabilitated properties revealed no quaIi­
tative differences between work perfo~ed by homesteaders as opposed 
to contracted repairs. Self-help does, in most cases, prolong the 
repair period, but this seems to be an acceptable trade-off given 
the significant savings. 

Another issue of concern is the legal aspect of homesteading, 
specifically the documents used as homesteading agreements. To 
date, many of these have been inadequate and have not clearly 
addressed such issues as the homesteader's obligations, property tax 
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policies and revocation procedures. Fach of these issues should be 
fully articulated in the legal documents to eliminate confusion 
among homesteaders and time-consuming delays. 

Finally I to insure effective management of local programs and 
to allow for periodic review of all homesteading programs, each 
local program should be required to maintain complete records on 
each homestead property. These records need not be complex, but 
they should be updated on a regular basis. This would enable local 
program administrators to detect problems and take immediate cor­
rective action. 
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Chapter III 

THE URBAN Jl)MESTEADERS 

This chapter presents a detailed description of the urban home­
steaders and their experience in the homesteading program. Three 
major issues are addressed: 

• 	 Who are the urban homesteaders? 

• 	 What was the homesteading process like? and 

• 	 What benefits accrued to urban homesteaders as a result of 
their participation in the program? 

The chapter begins with a demographic and socioeconomic profile of 
urban homesteaders at the time they entered the program. It then 
describes the nature and scope of their renovation efforts, as well 
as their attitudes towards the homesteading process per~. The 
last section presents estimates of the monetary value of the bene­
fits that were received by urban homesteaders as a result of parti ­
cipating in the homesteading program. 

For the most part, data for the analysis were drawn from inter­
views with over 800 individual homesteaders. These interviews were 
conducted shortly after the homesteaders had moved into their home­
stead properties, and in most instances were supplemented with one 
or two annual follow-up surveys. In addition to these interviews, 
approximately 400 detailed inspections of the renovated homestead 
properties were also conducted. These data provided additional 
infomation on the nature and quality of the rehab work. l 

The 	Characteristics of Urban Homesteaders 

The 1974 Housing and Community Development Act required that 
homesteaders be selected with "special consideration to the reci­
pient's need for housing and capacity to make or cause to be made" 

lSee the Appendix for a description of the various data bases. 
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the needed repairs to the properties. In designing local pro9rams, 
each city decided how it would implement program elements to meet 
this requirement. In order to assess how cities have satisfied the 
"need" and "capacity" requirement of their homesteaders, interviews 
with 812 homesteaders were conducted during the course of the 
evaluation. 'l."his section presents a demo9raphic profile of pro9ram 
participants, as well as a summaty of their income, assets, and 
employment. It also compares the characteristics of urban home­
steaders with the characteristics of other households in the target 
neighborhoods. 

Characteristics of Urban Homesteading Households 

Exhibit III-l presents ag9regate data on the size and composi­
tion of homesteading households, as well as the race, sex and age of 
the household heads. The statistics presented in this chart were 
derived from the baseline interviews, and thus describe the charac­
teristics of urban homesteaders when they first moved into their 
homestead properties. The major findings include: 

Racial Composition of Heads of Homesteading Households. On 
average, about 68 percent of the homesteading households are 
headed by a member of a minority group; however, the extent of 
minority participation varied considerably across the different 
sites. Of the 22 programs where ten or more homesteaders were 
interviewed, nine had more than 75 percent white households, 
four had fewer than 25 percent white households, and nine pro­
9rams had a mixture of white and non-white households in the 
range of 25 to 75 percent. 

Sex of Head of Homesteading Households. Seventy-one percent of 
the homesteading households were headed by males. Only two 
cities, Baltimore and Oakland, had less than SO percent male­
headed households. 

Age of Head of Homesteading Households. The mean age of the 
head of the homesteading households for the sample 'Mas 35.8 
years. The Demonstration Cities were remarkably similar in 
this respect, ranging from just under 32 years in Cincinnati 
and Wilmington to about 40 years in Gaty. 

Size of Homesteading Household. The average size of the home­
steading households was 3.2 persons, ranging from a high of 5.0 
in Jersey City to a low of 2.2 in Columbus. The majority of 
cities registered family sizes that were fairly close to the 
overall average. 

Presence of Children Under 18. About 65 percent of all urban 
homesteaders had children under 18 years of age. This propor­
tion ranged from a low of 29 percent in Columbus -- which also 
had the lowest average household size -- to 100 percent in 

37 




Exhibit III-l 

SELECTED DEMOGRAPHIC CHARACTERISTICS OF 
URBAN HOMESTEADERS BY CITY AND IN TOTAL 

Percent 
Mean Mean Race Percent Households SampleAge ofCity Household Female with SizeHead Size White Black Other Head Children 


~ 18 

, 

33.7Atlanta 2.9 14.0 86.0 0.0 31.1 60.0 45 


33.8Baltimore 3.1 0.0 100.0 0.0 53.8 61. 5 
 13 


Boston 37.3 3.7 13 .3 
 86.7 0.0 26.7 80.0 15 

,

37.4Chicago 4.1 2.4 97.6 0.0 38.6 84.1 43 


31. 7 
 2.7 46.7. Cincinnati 53.3 0.0 13.3 53.3 15 

I 

! 

35.2 2.2 43.8 56.3 0.0 35.3 29.4 17 


i
I 

Dallas 


i Columbus 

37.2 2.7 20.5 70.5 8.9 24.1 50.9 116 


Decatur 34.4 2.6 71.0 29.0 0.0 12.1 45.5 I 33 


Freeport 
 36.4 3.8 55.6 38.9 5.6 0.0 77 .8 
 18 


39.7 3.4Gary 0.0 100.0 0.0 24.0 80.0 50 


Indianapolis 
 37.2 3.2 50.0 50.0 0.0 24.5 53.1 49
I 

66.73.8 11.1 22.5 16.7 94.4 18 


Jersey City 


i Islip I 32.4 

35.7 5.0 0.0 100.0 0.0 16.7 93.3 6 


Kansas City 34.9 2.7 17.S 92.1 0.0 37.5 I 65.0 40 


I ;36.6 4.4 22.2! Milwaukee 74.1 3.7 lS.5 81.5 27 

i 


33.5 76.92.5 17.9 5.2!Minneapolis 10.3 39
38.5 

3S.6,New York City 3.3 13.3 86.7 0.0 13.3 15
60.0 
~ 

37.0 7.5Oakland 3.6 85.0 7.5 43
12.1 93.0 

37.0 3.3Philadelphia 0.0 0.0100.0 3S.8 79.1 67 


36.2 25.5Rockford 3.5 12.5 0.0 36.5 75.0 52 


32.4 2.7 65.7 22.9South Bend 11.4 15.8 42.1 38 


33.S 4.1 82.4 17.6 0.0 29.4Tacoma 100.0 17 


2.9 30.6 5.6 41. 7
31.9 63.9 55.6 36
Wilmington 

28.3 68.2 3.635.8 3.2 29.3 65.2 812
TOTAL 
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Tacoma. In only three sites -- Columbus, Minneapolis, and 
South Bend -- were childless households in the majority. 

Household Income, Employment and Assets 

The socioeconomic characteristics of urban homesteaders are 
presented in Exhibit III-2. For the most part, the values of these 
variables are taken from the baseline survey data. However, to 
control for inflation, monetary variables are based on the 1979 
survey data and include homesteaders who had entered the program 
over a two-year period. 'nle major findings can be summarized as 
follows: 

Income. The average urban homesteader had an annual income of 
about $17,000 in 1979, only slightly below the national sverage 
of $17,730. Average household income varied considerably 
across the different programs, with a low of $10,411 in Tacoma 
and a high of $29,586 in Jersey City. In 'all, thirteen areas 
registered incomes that were above the national mean. 

When income is viewed in light of the household IS eligiblity 
for other fo~s of housing assistance, one discovers that only 
about 42 percent of participating households have income below 
the locally detemined cut"'Off for Section B. Oakland had the 
highest proportion of eligible households at 68 percent; at the 
other extreme, none of the urban homesteaders in New York City 
and Jersey City would have qualified for Section 8 assistance. 
Overall, homesteaders had average incomes that exceeded the 
Section 8 limits by about 22 percent. Only five sites had 
average incomes that fell below the local cut"'Offs that were 
used for Section 8. 

Employment Status. In general, the homesteader heads of house­
hold showed rather high rates of employment. At the time of 
the baseline interviews, about 90 percent of the homesteader 
heads had part-time or full-time jobs. With the exception of 
Tacoma, all sites had employment rates that were in excess of 
80 percent. Conversely, the proportion of households that were 
on welfare was relatively low (3.2 percent). Only two sites - ­
Tacoma and Milwaukee -- had welfare rates in excess of 10 per­
cent. 

Assets. While homesteaders' incomes were relatively high, 
their accumulated assets were fairly low, at least when viewed 
in light of their ability to purchase homes in the absence of 
the homesteading program. The average urban homesteader had a 
savings deposit of only about $1,500. Even with the value of 
stocks and bonds and potential borrowings against insurance, 
homesteaders I assets remain relatively low. Indeed, at the 
time of the baseline interview, only about 24 percent of the 
households interviewed could have met the down payment required 
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Exhibit III-2 

SELECTED SOCIOECONOMIC CHARACTERISTICS OF L~AN 
HOMESTEAD HOUSEHOLDS BY CITY AND IN TOTAL 

PercentMean Eligible for Percen1: Percent MeanHousehold SampleCity Section 8 Head on SavingsIncome SizeHousing Employed Welfare Deposit(1979) 
Assistance 

12,214Atlanta 57.1 86.7 0.0 1,384 45 

14,897Baltimore 61.5 92.3 0.0 1,326 13 

Boston 16,369 42.9 93.3 0.0 818 15 

19,433 39.5 4.8IChicago 95.3 2,125 43 

18,795 '21.4 6.7!Cincinnati 93.3 479 15 

17,628 26.7 94.1 1,634 170.0II Columbus 

12,588 57.5 1.788.8I Dallas 1,254 116 
I 

18,092 30.0 87.9Decatur 0.0 2,009 33 

21,594 29.4Freeport 88.9 0.0 764 18 

19,607 26.3 86.0Gary 6.0 1,929 50 

i Indianapolis 18,825 29.3 91.8 4.1 1,875 49 
I58.8 88.915,532 0.0 515 18I Islip I 

• 
29,586 83.30.0 0.0I Jersey City 10,000 6 

17,793 30.8 87.5 5.1 1,154 40 
I

Kansas City 

58.3 81.5 2715,931 11.1 1,432I Milwaukee 
I 

20,136 87.2 2.6 1,74035.5 39Minneapolis 

25,990 0.0 100.0 3,9640.0 15New York CityI 

, 
13,902 68.3 88.4 7.0 524 43, Oakland 

I 

6720,450 39.6 91.0 1,130I Philadelphia 0.0
I 
I 

18,869 31.9 96.2 3.8 1,014I Rockford 52 

14,883 44.1 92.1 1,308I South Bend 0.0 38 
I 

64.7 1710,411 64.7 23.5 700Tacoma 

97.2 2.8 1,107 3618,132 41.4I Wilmington 

81289.8 1,46516,964 42.4 3.2TOTAL 
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for a home that was rouqhly comparable to the renovated home­
stead property.l 

Household Formation and Previous Tenure 

A significant number of homesteaders (15%' had previously lived 
in larqer households of which they were not the head. Urban home­
steactinq, therefore, facilitated the formation of many new house­
holds. 

Not too surprisinqly, most of the remaininq urban homesteaders 
(91 percent) had previously rented their homes. In part, this re­
flects the fact that many Demonstration Cities considered owner­
occupant status as a factor for ctisqualification in reviewinq appli­
cations to the proqram. In addition, as described in the previous 
section, the majority of urban homesteaders had relatively modest 
assets compared to the amounts that would have been required for a 
home in the conventional mortqaqe market. 

Comparison of Homesteaders to Other Residents in the Tarqet 
Neiqhborhoods 

Another area of interest is the resemblance -- or lack of re­
semblance -- between the urban homesteaders and their new neighbors 
in the urban homesteactinq tarqet areas. There are a number of sub­
qroups of the neiqhborhood residents with whom these comparisons may 
be made. In Exhibit 1II-3, selected demoqraphic and socioeconomic 
characteristics of the urban homesteaders are compared with those of 
all residents, with residents broken down by tenure type, and with 
residents who have lived in the homesteadinq neiqhborhoods for less 
than two years (the so-called ~overs-in"). 

When compared to all other residents of the tarqet neighbor­
hoods, homesteaders are remarkably similar in terms of race. How­
ever, when viewed alonq other dimensions, sane significant ctif­
ferences emerqe. In qeneral, homesteaders tend to be younqer, have 
a hiqher proportion of families with children, and have signifi­
cantly hiqher incomes and employment rates. Most of these dif­
ferences are reduced -- but do not disappear -- if one compares 
homesteaders to the subset of neiqhborhood residents who currently 
own their homes. Even then, it is apparent that homesteaders are 
younqer and more affluent than the averaqe owner in their neiqhbor­
hoods. 

lSee ...;;Th;.;.;;.;e~:-:U;.;;;r;.;;;ba=n~....;Ho=me=s;;.t~e~a;;;;;.;;:;d.;;;;i_n;.&q_..;:Exp=-=-...;e;.;;;r:;;i_e_n=c_e~,' Evaluation of the 
Urban Homesteactinq Demonstration, Final Report Volume IV, pp. 
101-102. 
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Exhibit 111-3 

SELEC,!'ED CHARACTERISTICS OF URBAN HOMES'l'EADERS AND RESIDENTS 
OF URBAN HOMESTEADING NEIGHBORHOODS 


Mean Age of Head 

Mean Household Size 

Percent Black 

Percent Female Head 

"'"tv Percent with Children 
under lB 

Mean Household Income 

Percent Heads of 
Household Employed 

Percent Welfare 
Recipients 

Urban 

Homesteaders 


35.B 

3.2 

6B.2 

29.3 

65.2 

16,964 

B9.B 

3.2 

, 
OWners 

4B.5 

3.5 

63.9 

26.2 

49.2 

15,060 

75.9 

5.5 

Aq Residents 
Renters 

3B.0 

3.1 

71.4 

55.2 

56.B 

9,4l3 

59.0 

24.5 

Total 

44.9 

3.4 

66.3 

35.7 

51. 7 

l3,l30 

70.3 

12.B 

1Defined as having moved into their units between 1977 and 1979• 

Movers-In onlyl 
OWners 

37.0 

3.3 

72.5 

1B.B 

56.1 

16,390 

BB.3 

4.4 

-
Renters 

31.9 

2.9 

67.B 

53.B 

61. 2 

9,969 

54.6 

24.2 

Total 

33.9 

3.1 

69.3 

40.0 

59.0 

11,714 

67.B 

16.4 

• ',"',', .. ::~,'~ < .'~': 
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In contrast, homesteaders are remarkably similar to one par­
ticular subset of neighborhood residents -- namely, householders who 
have purchased homes in the target neighborhoods within the last two 
years (i.e., movers-in who are owner-occupants). While homesteaders 
have a higher proportion of female-headed households, their age, 
family size, race, income, and employment status are virtually iden­
tical to those of movers-in who own their homes. The striking simi­
larity between these two suggests that at least some of the urban 
homesteaders would have eventually purchased homes, and that the 
opportunity provided by the program was to accelerate this event, 
primarily by precluding the need for downpayment. 

Based on these overall characteristics, the urban homesteading 
families appear to fulfill two basic requirements of need and capa­
city as stated in the legislation authorizing the program. Judged 
in terms of their "need" for housing services, it is to be noted 
that almost all of the families surveyed lived in rental accommoda­
tions immediately prior to joining the program. Many were living in 
a household headed by someone else, presumably parents or other 
relatives. The average homesteading household size is 3.2 persons 
and almost three-quarters of the households are members of minority 
groups. These statistics present an overall picture of those who 
apply to and are accepted by the program as one of fairly young, 
minority families with children, who are living in rental housing, 
in many cases shared with another household. It is not difficult to 
imagine that such families have genuine need for the housing oppor­
tunities which homesteading provides. 

The urban homesteaders also appear to fulfill the requirements 
that they have the "capacity" to make needed repairs to the property 
and to assume the financial responsibilities of homeownership. 
Despite fairly meager financial assets, which would have precluded 
them from buying a comparable home in the private market, the home­
stead households have incomes which are close to the national 
average and a high rate of employment. This combination of "need" 
and "capacity" among the homesteaders suggests that local urban 
homesteading programs have responded quite successfully to the re­
quirements of the legislation which were incorporated in their urban 
homesteading agreements. 

The Homesteading Experience 

The previous section addressed the question of who participated 
in the homesteading program. This section looks at the homesteading 
process per~, and describes how the homesteaders heard about the 
program,. why they chose to participate, what they did in tem.s of 
rehabilitating their dwelling units, and how they rated their home­
steading experiences in general. 
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PrOgram OUtreach 

A wide variety of marketing efforts were used by homesteading 
agencies, ranging from radio and TV to open houses. }l:)wever, 
according to the urban homesteaders, two sources of information were 
far and away the most important in almost every site. Among all 
homesteaders, 42 percent first heard of the program from the news­
papers, followed by information from family and friends (35 
percent); together, these sources accounted for over three-fourths 
of all responses. In general, newspapers tended to be more 
important for whites, for better-educated households, and for 
individuals living alone. Conversely, other sources of outreach - ­
particularly family and friends -- tended to be more important for 
minorities, for households with less education, and for families 
with children. l 

Reasons for Participating 

Homesteaders were also asked which of six possible responses 
was their main reason for joining the program: (1) to have better 
housing, (2) to have more space, (3) to improve their financial 
situation or make an investment, (4) to live in the homestead neigh­
borhood, (5) to move out of their old neighborhood, and (6) for some 
other reason. As is evident from Exhibit 111-4, the most important 
reasons for becoming a homesteader were better housing (37 percent 
of all responses) and improved finances (39 percent); the next most 
important category was the desire to have more space (12 percent). 
TOgether, the housing motives of better housing and more space con­
stituted alntost half of all responses, and dominated the financial 
(and other) motives in 13 of 23 sites. In contrast, neighborhood­
related reasons were given by fewer than four percent of all 
respondents, and never accounted for more than seven percent of the 
responses at any site. 

OVerall, the financial motive appeared to be strongest among 
smaller white households whose heads were male and relatively 
young. In contrast, older households, minorities, large families, 
and female-headed households tended to give housing-related motives 
as their primary reason for participation. 2 'Ibis latter finding 
may reflect the fact that -- due to discrimination and to a general 
shortage of larger rental units -- such households often find it 
difficult to locate suitable housing in the private market. 

lIbid, pp. 24-29. 

2Ibid , pp. 29-44. 
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Exhibit III-4 

REASON FOR BECOMING A HOMESTEADER: 
PERCENT RESPONSE 
(Baseline Survey) 

City 
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Atlanta 33.3 2.2 46.7 2.2 2.2 13.3 100.0 45 

Baltimore 46.2 15.4 23.1 0.0 0.0 15.4 100.0 13 

Boston 40.0 13.3 46.7 0.0 0.0 0.0 100.0 15 

Chicago 47.7 27.3 20.5 0.0 2.3 2.3 100.0 44 

Cincinnati 33.3 6.7 53.3 6.7 0.0 0.0 100.0 15 

Colmnbus 23.5 0.0 5S.S 0.0 0.0 17.6 100.0 17 

Dallas 30.5 10.2 41.5 4.2 2.5 11.0 100.0 l1S 

Decatur 32.4 l1.S 50.0 0.0 0.0 5.9 100.0 34 

Freeport 33.3 27.S 33.3 0.0 0.0 5.6 100.0 lS 

Gary 38.S 8.2 42.9 0.0 4.1 6.1 100.0 49 

Indianapolis 24.0 4.0 50.0 2.0 6.0 14.0 100.0 50 

Islip 77.8 11.1 5.6 0.0 0.0 5.6 100.0 18 

Jersey City 33.3 33.3 16.7 0.0 0.0 16.7 100.0 6 

Kansas City 32.5 12.5 37.5 0.0 5.0 12.5 100.0 40 

Milwaukee 29.6 25.9 29.6 3.7 0.0 11.1 100.0 
I 

27 

Minneapolis 28.9 2.6 55.3 0.0 2.6 10.5 100.0 38 

New York City 46.7 20.0 26.7 0.0 6.7 0.0 100.0 15 

Oakland 37.2 7.0 30.2 0.0 4.7 20.9 100.0 43 

Philadelphia 66.7 15.2 13.6 3.0 0.0 1.5 100.0 66 

Rockford 30.2 13.2 43.4 0.0 5.7 7.5 100.0 53 

South Bend 35.9 10.3 48.7 0.0 0.0 5.1 100.0 39 

Tacoma 17.6 0.0 76.5 0.0 0.0 5.9 100.0 17 

Wilmington .29.7 lS.9 40.5 2.7 0.0 8.1 100.0 37 

All Cities 36.7 11.8 38.9 1.5 2.3 8.3 100.0 817 
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Nature of the Rehabilitation Work 

In addition to interviews with individual urban homesteaders, 
inspections of 397 "first round" urban homestead properties were 
performed as part of the evaluation of the program. Th.e properties 
included in this survey were distributed across all 23 of the Demon­
stration Cities, and constituted almost 80 percent of all the "first 
round" properties on which rehabilitation had been completed by 
April 1, 1978. Th.e infonnation supplied by these inspections sup­
ports a number of findings on the characteristics of the properties; 
the extent, nature and timing of rehabilitation: and the quality of 

lworkmanship and materials in the urban homesteading programs. 
Th.e prinCipal conclusions of the analysis are: 

• 	 '!be timing of rehabilitation. Th.e average length of time 
required to complete rehabilitation was 11.5 months. It is 
apparent from examination of the individual property data 
that increases in the amount of work undertaken by the 
homesteader substantially lengthens the time required to 
complete repairs. 

• 	 Th.e actual cost of urban homesteading rehabilitation. The 
actual costs of rehabilitation for the full' sample of 397 
inspected properties, including the market value of the 
homesteaders I self-help contributions, was estimated to be 
approximately $10,600. (See Exhibit 1II-5). Th.is is sub­
stantially higher than the required repair costs estimated 
by HOD property disposition staff. Urban homesteaders and 
local officials desired more comprehensive rehabilitation 
than is typical in HOD's "repair and sell" program. 

• 	 Th.e extent and nature of the rehabilitation work. Over 75 
percent of all the properties required work in each of the 
following categories: Electrical Service, HVAC and Insula­
tion, Plumbing, Finish Carpentry, Structural Alterations 
and Replacements, Interior Finishes, Plaster and Drywall, 
and Site Work. Of the total costs of work performed by 
contractors, it is estimated that 41 percent was attri ­
butable to structural alterations/repairs and finish car­
pentry, while a further 39 percent was accounted for by 
electrical service and plumbing repairs. Less than 12 
percent of the contracted work went to interior finishes 
and plaster/drywall work. 

lPor a detailed description of these findings, see The 
Reh.bilit.tion of Urban Homesteads , ..::Th.~e~.:Ev;.;.;:a:.::l:.::u:;:a~t::i:.:o::n:::.-..;o:.:f===~th~e;.......;U:.:r;.;;ba=n;;;. 
Homesteading Oemonsua-cion Program, _Fi....;..;.n;.;;.a;.;;.l....;..;.Repo_rt_,' Volume III........... 
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Exhibit 1II-5 

AVERAGE CONTRACT COSTS, SELF-HELP VALUES, 
REHAB VALUES AND SELF-BEL.? % BY CITY* 

Total Percentage 
Contract Value of Rehab of 

City Costs Self-HelD Value Self-Help 

Atlanta 9,393 1,032 10,425 0.10 

Baltimore 13,544 83i 14,381 0.06 

Boston 19,417 6,240 26,292 0.24 

Chicago 10,806 4,137 14,942 0.28 

Cincinnati 12,166 3,664 15,830 0.23 

Columbus 9,574 .2,288 11,862 0.19 

Dallas 1,708 2,407 4,118 0.58 

I Decatur 13,590 707 14,297 0.05 

IFreeport 12,338 2,116 14,540 0.15 

Gary 1,607 3,683 5,290 0.70 

Indianapolis 3,712 .2,294 6,018 0.38 

Islip 2,301 6,484 8,785 0.74 

Jersey City 45,840 1,072 46,912 0.02 

Kansas City 9,023 2,140 11,163 0.19 

Milwaukee 2,027 5,486 7,513 0.73 

Minneapolis 12,274 6,590 18,864 0.35 

New York City 13,020 5,021 18,041 0.28 

Oakland 12,114 1,692 13,848 0.12 

Philadelphia 15,010 4,170 19,300 0.22 

Rockford 7,338 1,361 8,707 0.16 

Sout."! Bend 2,550 5,216 7,766 0.67 

Tacoma 2,045 1,565 3,610 0.43 

Wilmington 8,579 2,977 11,556 0.26 

TOTAL 7 ,691 2,897 10,610 0.27 

*!n some instances, rows do not add across due to missing ob­
servations on contract costs. The average rehabilitation value 
and contract costs are ~ased on 388 observations while self­
help values are ~ased on 397 observations. 
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Homesteaders' ~titudes Tbward the Homesteading Process 

A final area of concern is the extent to which program partici ­
pants viewed their experience with urban homesteading favorably. As 
one approach to this issue, homesteaders were asked whether or not 
they had been surprised about the actual nature of the homesteading 
process, and, if surprised, what they had not anticipated. Overall, 
some 65 percent of all respondents indicated that they were ~ 
surprised, but this proportion ranged from a low of 27 percent in 
Boston to 100 percent in Jersey City.l About 20 percent of all 
respondents indicated that the work had taken longer than expected, 
and about 15 percent pointed to "higher costs" or to a "greater 
amount of work." Given the extensive nature of the rehabilitation 
efforts -- and the fact that the average renovation lasted for about 
a year -- such responses are not surprising. To the contrary, these 
data suggest that the majority of urban homesteaders entered the 
program fully aware of the amount of effort that was involved. 

Homesteaders were also asked if the homesteading agency had 
given them as much help as they had needed. An overwhelming 
majority of urban homesteaders (81 percent) responded in the 
affirmative; however, this proportion varied across the sites, rang­
ing from a low of 9 percent in Kansas City to a high of 91 percent 
in Chicago. Those homesteaders who indicated that not enough help 
had been provided were asked where additional assistance was re­
quired. Most of these respondents (65 percent) pointed to a need 
for additional help in dealing with contractors; the next most fre­
quent response was for additional financial counseling. Again, 
these statistics support the general premise that, despite the pro­
gram's demands, the majority of urban homesteaders were relatively 
pleased with their experience. 

Homesteader Dropouts 

One measure of a program's success is the continued participa­
tion of its intended beneficiaries. The homesteading program, by 
conditioning title on a minimum. three year residency requirement, 
creates strong incentives for the homesteader to remain in the pro­
gram and to fulfill the rehabilitation requirements. Given this 
incentive, it is perhaps not surprising that there have been 
relatively few dropouts from the program. 

Curing the three year Demonstration period, there had been only 
61 dropouts from a total of 1,932 homesteaders to which properties 

lSee The Urban Homesteading Experience, Evaluation of the 
Urban Homesteading Demonstration Program, Final Report, Volume IV. 
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had been conveyed -- a dropout rate of 3.2\. Of the 61 who dropped 
out of the program, 26 (43%) Rchanged their mindR about the program, 
12 (20\) cited changes in personal circumstances such as divorce or 
death, and 23 (38\) breached their agreements in some manner or were 
unable to secure the necessary financing. Those who "changed their 
mind" about the appeal of the program typically did so within 6 
months of receiving conditional title. Those who breached their 
agreements had usually been in the program for more than a year. 

The 61 dropouts from the program were initially identified 
through examination of local homestead agency records. Inevitably, 
some of them were also captured in the baseline household inter­
views, although they were by definition no longer in residence for 
one or more periodic interviews. However, the information acquired 
during the baseline interview with the dropouts provides a means of 
comparing the dropouts with the population of homesteaders as a 
whole. 

There were 2S dropouts among the 812 households to which Base­
line interviews were administered (3.1\). The small size of this 
subsample clearly precludes any strong statistical contrasts but the 
comparison is of some interest. The dropouts appear to be no worse 
off on economic terms than the other homesteaders ~ indeed only one 
of the dropouts was unemployed at the time of the baseline inter­
view. There are modest (and statistically insiqnlficant differ­
ences) on demographic variables. The dropouts tend to have fewer 
children and smaller households. Also, a slightly higher percentage 
of the dropouts are white households. The main interest in these 
results resides not in the differences between the dropouts and the 
homesteaders, which are statistically insiqnificant, but rather in 
the lack of differences. It might have been expected that the drop­
outs would be rat~er different if not in terms of family structure, 
than at least in terms of their financial resources. As this is not 
the case, it appears as if the act of dropping out is a purely 
random event. 

The Benefits to Urban Homesteaders 

In general, urban homesteaders receive two kinds of benefits 
(or potential benefits) as a result of participating in the pro­
gram. In the first place, the homesteader experiences a change in 
his housing circumstances. This change almost always involves an 
increase in the quality of his housing~ it may also involve a reduc­
tion in housing costs. These benefits accrue to the urban home­
steader in his role as a consumer of housing services, and will last 
for at least as long as the minimum residency period. In the second 
place, the urban homesteader will acquire title to the homestead 
property when the residency period has elapsed. At this point, the 
homesteader may stand to realize a significant capital gain through 
the sale of the property then or at some subsequent date. This 
benefit accrues to him in his role as an owner of housing < In 
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estimating the benefits of the program to urban homesteaders, 
separate calculations of both forms of benefits have been carried 
out. 

The estimation of the benefits to urban homesteaders is not 
without its conceptual problems. '!be homesteader may elect to re­
main in the property for a considerable time after he receives the 
title and is free to sell. The data collected during the course of 
the urban homesteading evaluation do not go beyond the end of the 
minimum residency period and, for this reason, it is not possible to 
know how long any given homesteader will remain in the property. 
Furthermore, the future values of individual homestead properties 
cannot be estimated with any degree of reliability. Thus, as long 
as homesteaders remain in their properties, a final strict account­
ing of costs and benefits cannot be performed. 

HOwever, by making some reasonable assumptions, it is possible 
to estimate the value of the benefits that accrue to the urban home­
steaders. To simplify the analysis, we will assume that the home­
steader will sell the property at the end of the three year resi ­
dency period. This is a conservative assumption in the sense that 
it will tend to understate the benefits of the program. Since the 
homesteader has the option of selling the property at the end of the 
residency period, if he elects to stay it would imply that the con­
sumption benefits exceed the value he places on a capital gain that 
might be realized through a sale. 

The Monthly Benefits to Urban Homesteaders 

The monthly consumption benefits to urban homesteaders can be 
calculated through a comparison of their current housing circum­
stances with what their housing would have been in the absence of 
the homesteading program. "HOusing circumstances" are defined both 
in terms of the value of housing services received and the cash 
outlays made for housing, including loan interest and amortization, 
property taxes, insurance and utilities. All of this infonnation 
can be derived from the baseline interviews with urban homesteaders. 

'!be value of the housing services that are received by the 
urban homesteaders is based on the owner's own estimate of the pro­
perty's value after rehabilitation, and a computation of the monthly 
cash outlays required had the property been purchased at this 
price. To assess cash outlays at market value, debt service is 
calculated assuming an 80 percent mortgage; expenses for insurance 
and utilities are assumed to be the same as those actually incurred 
by urban homesteaders; and average property taxes are e~timated to 
be the same as the average of other neighborhood residents, which is 
somewhat higher than the average property taxes paid by homesteaders 
who receive a variety of tax exemptions and abatements. The result ­
ing estimate of the monthly cost for an owner-occupant of the re­
paired homestead property, if it were acquired at its market price, 
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is then used to measure the value of the housing services received 
by the homesteader. 

comparison of the cost and value of the housing services re­
ceived by the homesteader with what he would have received absent 
the program requires certain assumptions. The simplest approach is 
to assume that the homesteader would have continued to reside in his 
previous home. In the baseline interviews with urban homesteaders, 
detailed info~tion was collected on their previous housing costs. 
These housing costs prior to participation in the urban homesteading 
program are then used to calculate the impact of the program on 
homesteaders' housing costs and housing quality. 

Strictly speaking, the before/after comparison, while it does 
provide a suitable reference point for homesteaders interviewed only 
six months after occupying their property, may give somewhat mis­
leading results over a longer period of time. It cannot be assumed 
safely that urban homesteaders would have remained at their previous 
homes had they not been selected for the program. Indeed, an 
examination of some of those who applied for the program and were 
rejected by a random lottery indicated that a majority of these 
households (53 percent) became homeowners within the next three 
years. 1 Since these "rejected" households were quite similar to 
the urban homesteaders when they first entered the program, this 
finding suggests that many of the program's participants would have 
moved to better housing even if they had not been selected for the 
program. This issue does not affect our estimates of the absolute 
amounts of benefits to urban homesteaders but, as we shall see, it 
does affect the composition of benefits as between savings in costs 
and increases in housing quality. 

Using before/after comparisons, one can compute the monthly 
benefits to urban homesteaders and the constituent elements of hous­
ing quality improvement and housing cost reduction with the follow­
ing simple equation: 

Increase in Value of }[ Decrease in Cost of ] 

[ Benefits = [ Housing Services HOllsing Services


MonthlY] 

= ~ ::~::~Y }_{P~~:!~~;~ + ~P~~~!~~;} _{M:~~~~~ ~ 
Cost of Housing Housing Cost of 


Homestead Costs Costs ~omestead 


ISee The Urban Homesteading Experience, Evaluation of the 
Urban Homesteading Demonstration Program, Final :Report, Volume IV, 
pp. 15-18. 
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Notice that the previous housinq costs do not affect the absolute 
level of benefits of housinq services received by urban hOnlesteaders. 

E»dlibit 1II-6 presents the estimates of monthly benefits, to­
qether with their component elements based on initial interviews 
with urban homesteaders. 1 On averaqe, it appears that 
homesteaders actually spent a little more ($2.76) in monthly cash 
outlays for housinq, despite the write-down in the value of the 
property. On averaqe I however, homesteaders achieved siqnificant 
increases in the value of housinq services received ($64.27). 
OVerall, homesteaders ended up payinq just about as much as they did 
in their previous housinq, but received a substantial improvement in 
the quality of their housinq. 

This aqgreqate findinq conceals a substantial amount of varia­
tion across the different cities. In a number of sites, particu­
larly Tacoma and Dallas, substantial savinqs in housinq costs were 
achieved. On the other hand, in Freeport, Baltimore, PIliladelphia, 
and Columbus, homesteaders found themselves payinq substantially 
more than in their previous homes. Bbwever, in these instances, the 
increases in costs were more than offset by relatively larqe in­
creases in the value of housinq services received. The overall net 
monthly benefits to urban homesteaders averaqed $61.52 and are posi­
tive in all cities except Decatur. 

The variation in the composition of monthly benefits between 
cities is illustrated in Exhibit 1II-7. Each city is plotted on the 
E»dlibit by its mean chanqe in monthly housinq costs and its mean 
chanqe in the value of housinq services. The diaqonal lines indi­
cate combinations of costs and quality chanqes which yield equal net 
monthly benefits. Exhibit 1II-7 also indicates the cateqorization 
of cities by deqree of control exercised over the rehabilitation 
process. Those cities exercisinq a hiqh deqree of control typically 
show the larqer increases in monthly housinq costs and the larqest 
increases in the value of housinq services received. Conversely, 
those cities classified as "low control" cities typically show 

lpor this analysis, 12 homesteaders in Boston and Jersey City, 
whose properties included rental units, were dropped from the 
analysis because satisfactory data on their rental income, necessary 
for the cost/benefit analysis, were not available. In addition, 
approximately 15 percent of the homesteaders, who were not heads of 
their previous households, were dropped. This was done because most 
of these homesteaders were either not payinq rent or not payinq a 
market rent in their previous dwellinq unit. As a result, it was 
impossible to decompose their benefits throuqh valid before/after 
comparisons. A total of 505 urban homesteaders for whom complete 
information was available provided the information on which these 
calculations are based. 
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Exhibit III-6 

MONTHLY BENEFITS TO URBAN HOMESTEADERS 
BY CITY 

Decrease Increase in Monthly 
(Increase) in Monthly Value Benefits 

Monthly of Housing to Urban 
HousinQ Cost Services Homesteaders 

Atlanta 1.41 39.95 41.36 

Baltimore (34.90). 88.96 54.06 

Chicago 3.70 79.31 83.01 

Cincinnati (16.40t 106.71 90.31 

Columbus (32.38) 79.48 47.10 

Dallas 50.28 16.63 66.91 

Decatur (43.46) 25.28 (18.18) 

Freeport (85.73) 167.15 81.42 

Gary (32.35) 137.02 104.66 

Indianapolis 31. 71 22.91 54.62 

Islip 13.33 119.55 132.89 

Kansas City (36.00l 74.67 38.67 

Milwaukee 10.48 58.76 69.24 

Minneapolis (3.67) 75.09 71.42 

New York City (58.92 ) 159.96 101.05 

Oakland 20.78 69.26 90.04 

Philadelphia (53.34l 121. 33 67.98 

Rockford (19.34 ) 23.69 4.35 

South Bend 13.00 38.33 51.33 

Tacoma 63.10 34.93 98.03 

\'1ilmington 22.09 44.98 67.07 

TOTAL (2.76) 64.27 61.52 
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Exhibi t III-7 

CHANGES IN MEAN MON'fHLY HOUSING COS'J'S & VALUE OF HOUSING SERVICES 
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reductions in monthly housing costs and much more modest increases 
in housing quality. This reflects the fact that the high control 
cities typically undertake larger scale rehabilitation than the 
medium and low control cities. 

Further confirmation of the relationship between rehabilitation 
cost and the component elements of homesteader benefits is presented 
in Exhibit III-8. The evident, and expected, relationship between 
changes in housing costs and housing quality as a function of the 
scale of rehabilitation is quite striking. There is, however, no 
apparent relationship between monthly housing benefits, which is the 
sum of housing costs and quality changes, and the level and cost of 
rehabilitation. 

Reference was made earlier to possible limitations in the use 
of homesteaders' prior housing to estimate the components of housing 
cost and housing quality improvements which combine to give net 
monthly housing benefits. Data collected from applicants to the 
urban homesteading program who were rejected by lotteries indicate 
that many of the homesteaders would have upgraded their housing and 
increased their housing costs if they had not been selected to par­
ticipate in the program. l The effect of a lottery loser 
comparison is to show that with the passage of time, the composition 
of the monthly benefits changes significantly from a benefit almost 
entirely resulting from housing quality improvement at the outset to 
a benefit almost entirely resulting from housing cost reduction 
after three years. Thus, a homesteading program initially offers 
its participants an opportunity to improve their housing quality at 
little or no additional expens~ to them. To a large extent, they 
would have improved their housing quality at substantial expense to 
themselves absent the program. As a result they are receiving a 
substantial reduction in expense but no significant improvement in 
their housing quality on average. 2 

lFor a more detailed discussion of this, see The Urban 
Homesteading Experience, Evaluation of the Urban Homesteading 
Demonstration Program, Final Report, Volume IV, pp. 103-105. 

2The issue raised by the apparent upgrading of housing quality 
and increases in monthly housing costs experienced by the lottery 
losers does not relate solely to the composition of benefits. To 
the extent that participation in the program means that homesteaders 
are receiving more housing services than they would otherwise buy, 
as comparison with prior housing suggests, the value to the 
homesteader of the increased housing quality may be less than its 
market value. This argument would lead to a downward adjustment of 
estimate benefits using an assumed demand curve for housing quality, 
indeed, this adjustment was performed in the computation of monthly 
benefits to homesteaders in another volume of this report. However, 
to the extent that it appears that the homesteaders demand curve 
would have moved outward and that (footnote continued on page 58) 
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Exhibi t III-8 
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The monthly benefits described above can also be viewed in 
terms of their different sources. In the first place, the home­
steaders receive the unrepaired property at no cost to them, so that 
after repair many of them have received an asset for substantially 
less than its market value. This is the first, and major, source of 
the consumption benefit. Secondly, many of· the homesteaders re­
ceived rehabilitation loan finance on a subsidized basis, either 
through Section 312 loans or other municipally-administered pro­
grams. Thirdly, some of the homesteaders receive property tax 
exemptions and abatements. The contributions of each of these three 
sources to the monthly benefits to homesteaders are shown in Exhibit 
111-9. These estimates were developed by setting homesteader 
interest rates at commercial levels, by increasing property taxes to 
the level paid by other residents of the urban homesteading neigh­
borhood, and recalculating the benefits to homesteaders. The re­
maining benefits are then attributable in full to the write-downs in 
the value of the property. 

Exhibit III-9 

SOURCES AND USES OF MONTHLY BENEFITS 

Sources: Uses: 

Interest Rate 
Subsidies $ 13.74 

Housing Cost 
Savings ($ 2.76) 

Property Tax 
Exemptions 
and/or 
Abatements 5.88 

Increase in 
Housing 
Quality 64.27 

Property Value 
Write-DOwn 41.89 

$ 61. Sl $ 61. 51 

Benefits to Homesteaders from Property Value Appreciation 

The monthly benefits to urban homesteaders described in the 
previous section correspond to the benefits received by the home­
steader as a consumer of housing services. By receiving title to 

(footnote continued from page 56) they would have bought 
approximately the same amount of housing services as they receive as 
homesteaders, no adjustment is required. In this analysis it will 
be assumed that homesteaders do in fact value the housing services 
received to the same degree as the market. This treatment is 
consistent with the lottery loser evidence and permits some 
simplification in the presentaton of results. 
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the property, however, the homesteader also receives benefits as the 
owner of a property which he or she can sell after the residency 
requirements have been fulfilled. As discussed earlier, a con­
servative approach to the valuation of the benefits which accrue 
from ownership is to assume that the property is sold at the end of 
the residency period. 

There is a further problem in that we must rely on the urban 
homesteader's own estimate of the valuation of his property, rather 
than valid sales price data. This creates problems of two kinds. 
In the first place, the homesteader may not be an accurate appraiser 
of his own proper:y. In the second place, the most recent estimates 
of the homestead property's value may be two or more years prior to 
the earliest date at which the homesteader could sell the property. 
These two potential biases appear likely to work in opposite direc­
tions. It might be supposed that homesteaders would typically over­
value their properties by some amount: on the other hand, if cur­
rent, rather than future, property values are used to compute the 
amount of property appreciation accruing to the homesteader, this 
will tend to understate the actual value which can be realized 
through sale. 

The benefits which accrue to the homesteader from ownership, 
assuming a sale at the end of three years, can be modeled in a con­
ventional way like any other cash flow. The homesteader contributes 
equity at the beginning of t.~e period to defray the costs of re­
habilitation. The amount of contributed equity is the difference 
between the cost of rehabilitation and the amount borrowed. At the 
end of the period, he realizes value from the sale of the property 
from which he must payoff any outstanding loan balance. The value 
of this cash flow is therefore equal to the difference between the 
value of the property, less transaction costs, and the outstanding 
loan balance at the end of three years, discounted back to the time 
of ori1inal occupancy, less the amount of original contributed 
equity. 

1In general, 

V-'l'-L _ E 
PV" 

(l+r)t 0 

where: 

v .. the value of property at the time of sale 
'1' = transaction costs 
L - outstanding loan balance 
r - discount rate 
t .. holding period 
~ - the value of the original contributed equity_ 
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'lhe mean values of variables which enter this calculation are 
presented by city in Exhibit 111-10. The net value of the cash flow 
to the homesteader is shown in the last column. On the assumption 
that the homesteader sells the property at the end of three years, 
and liquidates his outstanding loan balance, the mean net value is 
$9,516. These values are positive for all urban homesteading 
cities, ranging from a low of $3,189 in Philadelphia to a high of 
$19,230 in Islip. 

The variation of the discounted cash flow benefit to home­
steaders across different levels of rehabilitation is particularly 
striking (Exhibit III-ll). The much higher levels of required in­
debtedness for the larger rehabilitation jobs are not offset by the 
estimated value of the property after repair. The discounted cash 
flow mean values for the lowest rehabilitation cost category 
($1-5,000) is almost $12,000. This value falls continuously as 
rehabilitation costs i-ncrease so that for rehabilitation jobs in 
excess of $20,000, the opportunity for capital gain is less than 
$3,00 O. 

The Aggregate Benefits to Urban Homesteaders 

The net benefits to urban homesteaders are calculated as the 
sum of the housing benefits received during the three-year residency 
period plus the value of the cash flow assuming sale of the property 
at the end of three years. l These are presented by city in 
Exhibit 111-12. 'lhe aggregate net benefit is substantial, averaging 
almost $11,500 per homesteader. Approximately $2,000 of this 
benefit is realized as a consumption benefit during the residency 
period, with the balance attributable to capital appreciation. 

lWhile the composition of the benefit is sensitive to the 
assumption that homestead properties are sold at the end of the 
residency period, the aggregate net benefit will not change 
significantly if it is assumed the homesteader re~ins in the 
property after the three years. To see this, consider the 
alternative that the homesteader receives consumption benefits of 
$735 per annum as a perpetuity. Discounting this back to the 
present at 8 percent yields a value of $9,228, which is 
approximately the same as the value of the cash flow to the 
homesteader assuming a sale at the end of three years. In fact, the 
value of the housing consumption benefits will be larger by virtue 
of progressively reduced debt service expense as rehabilitation 
loans are paid off in full. 
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Exhibit III-10 

REHABILITATION COST, INITIAL LOAN AMOUNT, 

AND DISCOUNTED VALUE OF CASH FLOW BY CITY 


Construction 
& Materials 

Costs 

Initial 
Loan 

Amount 

Discounted 
Value of 

Cash Flow 

Atlanta 11,316 10,837 9,025 

Baltimore 13,814 10,374 9,018 

Chicago 14,172 9,565 8,594 

Cincinnati 15,743 9,700 7,169 

Columbus 11,416 10,058 9,440 

Dallas 3,299 1,235 10,108 

Decatur 16,466 17,733 6,684 

Freeport 11,386 9,618 17,002 

Gary 9,914 2,208 13,239 

Indianapolis 7,421 4,098 8,159 

Islip 4,208 1,367 19,234 

Kansas City 12,662 11,805 6,257 

Milwaukee 5,717 3,318 11,549 

Minneapolis 16,846 15,415 11,007 

New York City 18,983 14,942 12,106 

Oakland 14,861 12,778 11,845 

Philadelphia 17,082 9,737 3,351 

Rockford 8,950 7,312 10,837 

Sout.1; Bend 6,489 3,751 7,918 

Tacoma 4,347 3,521 16,659 

Wilmington 9,368 6,709 8,184 

'l'OTAL 10,476 7,468 9,646 
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Exhibit III-ll 


MEAN VALUES OF DISCOUNTED CASH FLOW 

BY REHABILITATION COST CATEGORY 


Mean Value of 
Rehabilitation Cost Discounted Cash Flow Sample Size 

(3 Year Sale) 

$ o ­ 5,000 

5,001 - 10,000 

10,001 - 15,000 

15,001 - 20,000 

20,000+ 

$ 12,114 

11,279 

9,049 

7,214 

2,605 

146 

124 

107 

73 

55 

Total $ 9,516 505 
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Sweat Equity 

In the computations presented above, no adjustments were made 
for the amount of sweat equity contributed by the homesteader in the 
rehabilitation of the property. Such efforts constitute a cost for 
every homesteader in the sense that there is an (unobserved) price 
which he would pay for someone else to do the work. As noted 
earlier, homesteaders, their families and friends spent an estimated 
297 hours on average working on their properties. The average sav­
ings per hour, in the sense of contractor costs avoided, was $5.78, 
giving a total estimated savings of about $1,700. These savings 
represent a ceiling on the underlying "cost II of self-help labor 
measured in terms of what the homesteaders would have paid to avoid 
contributing their time. Had these costs been greater than the 
estimated savings ($1,700), he would have chosen to contract out. 

SUmmary 

It is clear that the Urban Homesteading Demonstration Program 
conferred substantial benefits on those selected to become urban 
homesteaders. We do not know how many of the homesteaders will 
elect to remain in their properties beyond the minimum residency 
period, or for those who do elect to remain, how long they will 
stay. The most conservative assumption is that they will sell the 
property and realize the capital appreciation at the end of three 
years. On these assumptions they will receive almost $2,000 worth 
of consumption benefits while they reside in the house, together 
with a claim on a cash flow worth approximately $9,500. Even if the 
homesteaders value their contributed labor at the maximum cost of 
about $1,700, the homesteaders still receive benefits of $9,800. 

It is apparent that the benefits to homesteaders vary substan­
tially around the overall mean across both cities and levels of 
rehabilitation. By using both homesteaders' prior housing circum­
stances and the evidence drawn from interviews with lottery losers 
three years later, it appears that consumption benefits are ini­
tially received in the fonn of improvements in housing quality but 
become progressively converted into cost savings. This reflects the 
evidence that homesteaders would have upgraded their housing and 
incurred increased housing expense if they had not been selected to 
participate in the program. 

The sources of the benefits to urban homesteading were also 
decomposed to their constituent elements. Of the average monthly 
benefits, 9.6 percent was attributed to property tax abatement or 
exemption, 22.3 percent to interest subsidies, both federal and 
local, and 68.1 percent to the contributed value of the property. 
Each of these constitutes a cost to either local or federal govern­
ment agencies. The aggregate amount of these costs will determine 
the overall net benefit of the program -- the subject of the next 
chapter of this report. 
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Chapter IV 


THE NET BENEFITS OF URBAN HOMESTEADING 


1here are three basic groups which between them bear the costs 
and enjoy the benefits of urban homesteading. First, there are the 
principal intended beneficiaries, ~~e urban homesteaders them­
selves. An urban homesteader receives real property at substan­
tially below its market value. In return, he or she commits to bear 
the cost of rehabilitation and to occupy the property for a minimum 
of three years. Secondly, there are government agencies, both 
federal and local, which undertake the costs of administering the 
program and which frequently provide additional subsidies through 
interest rate write-downs, grants, and property tax relief. 
1hirdly, there are the residents of the urban homesteading neighbor­
hoods. An urban homestead may also generate secondary benefits for 
its immediate neighborhood by removing the blight of a vacant and 
deteriorated property and by stimulating higher levels of property 
maintenance in nearby buildings. 

Cost/benefit analysis was originally developed to assist in 
public investment decisions where, for one reason or another, the 
return on the investment was not valued, or not fully valued, in the 
market place. Cost/benefit studies of water resource projects, 
rapid transit improvements, and so on were thus designed to intro­
duce an element of rational calculation into what had previously 
been a largely political process. The logical extension of cost/ 
benefit analysis to operating programs, as well as to capital 
investments, reflects the continuing concern with the valuation of 
the output of public programs and with comparison of the value of 
such output with the cost of producing them. 

In the context of the Urban Homesteading Demonstration Program, 
the pu:rpose of cost/benefit analysiS is to measure and account for 
the impacts of the program on those individuals and institutions 
which are directly and indirectly affected. Those directly affected 
are the homesteaders, agencies of local government, and federal 
government. 
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In cost!benefit analysis, as in all formal evaluation, there 
must be a baseline or reference point against which observed out­
comes are to be compared. In developing cost!benefit estimates for 
the Urban Homesteading Demonstration~ the appropriate reference 
point is what would have happened if the program had not existed. 
Thus, for homesteaders, comparisons are with the housing experience 
they would have had if they had not become homesteaders. For local 
governments, the absence of the Urban Homesteading Demonstration 
implies savings in the costs of administration and, in some in­
stances, a greater availability of local rehabilitation finance for 
other uses. For the federal government, the reference point is the 
alternative disposition of FHA one- to four-family properties. 

In common with many public programs, the Urban Homesteading 
Demonstration gives rise to a series of transfers between agencies 
and individuals. SOme of these transfers, although Significant for 
a category of participants, may cancel out when netted against the 
impacts on other participants. ~e aggregate costs and benefits of 
any program must be estimated net of transfers to assure that they 
include only real changes in social income. Nevertheless, because 
public policy is also concerned with the incidence of benefits and 
costs, it is important to retain the capability to estimate a pro­
gram's impact on particular institutions or groups of individuals. 

In Chapter II of this report, estimates of the costs incurred 
by local governments in the administration and financing of urban 
homesteading programs were developed. These estimates included the 
costs of local administration, the costs to local governments of the 
interest subsidies on municipally subsidized loans and the costs of 
tax exemptions and abatements provided to urban homesteaders. These 
cost estimates will be used in this chapter to calculate the net 
benefits of the program. 

In the previous chapter, estimates of the benefits accruing to 
urban homesteaders were developed. ~e benefits included the net 
value of improved housing services enjoyed by the homesteader and 
the discounted capital appreciation available to the homesteader 
when the residency requirements are fulfilled. These benefit esti ­
mates will be used in this chapter to calculate the net benefits of 
the program, excluding indirect benefits to other neighborhood resi ­
dents. There remains one institution, the Federal Government, for 
which the direct costs of the urban homesteading program have not 
been estimated. ~ese costs are now discussed. 

Costs to the Federal Government 

The Federal Government incurs costs of two kinds as a result of 
the Urban Homesteading Demonstration. In the first place, and ex­
plicitly recognized in the legislation, the contribution of property 
for use in local urban homesteading programs denies the HOD insur­
ance fund the proceeds from the sale of these properties. It was to 
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cover these costs that the Federal Government appropriated funds for 
urban homesteading. Secondly, through interest subsidies to indivi­
duals receiving 312 loans for the rehabilitation of their property, 
the Federal Government incurs additional expense. 

Whereas urban homesteading imposes significant administrative 
expenses on local governments, it does not create any obvious admin­
istrative expense for the Federal Government. HOD single-family 
property disposition staff are required to appraise and convey the 
properties to local governments. However, if the property were 
di~osed of in another manner, for example, as in a "cash-as-is" or 
"repair and sell" program, comparable costs would also be incurred. 
The administrative costs of alternative methods of di~osition are 
not likely to differ, so this is not included in the assessment of 
costs. 

Foreqone Value of the Homestead Property 

The one cost element of the urban homesteading program which 
received explicit recognition in the statute and design of the pro­
gram was the cost to the insurance fund of giving the properties 
away. It was to cover this cost that funds were appropriated for 
the program. For each property that was conveyed to cities, an "810 
value" was established by HOD I S Property Di~osition staff; this 
"810 value II was then used to reduce the amount of each city I s allo­
cation of 810 funds and to reimburse the insurance fund. 

In the Orban Homesteading Demonstration, the basis for deter­
mining the "810 value" was an appraisal by HOD staff using compar­
ables. The appraised value was the higher of the cash as-is value 
and the market value after repair, less estimated repair costs. 
This value was then adjusted downwards to reflect carrying costs 
avoided by having the property conveyed earlier than would otherwise 
have been the case. The overall intent was to approximate the op­
portunity costs of surrendering the property without reimbursement. 

The data on the "810 values" of the urban homesteading proper­
ties were collected where available. The concept of the "810 value" 
as an opportunity cost is the appropriate concept for the assessment 
of the costs of the program to the Federal Government and the "810 
values II will in fact be used in the cost/benefit analysis. Never­
theless, there are two reliability issues which should be mentioned 
here. 

First, the HOD valuations of the properties tend to be substan­
tially lower than the homesteader valuations even after adjusting 
for differences in estimated rePair costs. l These differences 
may ari=c fr~ overvaluations by homesteaders and/or from under­

lThe Rehabilitation of Orban Homesteads, Evaluation of the 
Orban Homesteading Program, Final Report, Volume III, pp. 21-24. 
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valuations by HOD property disposition staff. A1ternatively, both 
homesteaders and HOD staff may be correct and the differences may 
reflect the return on investment and/or risk premium demanded by 
individuals who purchase HOD properties on a "cash-as-is" basis as a 
speculative investment. The latter explanation has some appeal. 

The second issue relates to the adjustments for carrying costs 
which were made to the "810 value." The intent of these adjustments 
was to reflect the savings to HOD resulting from early transfer of 
the properties. Carrying costs include property taxes, interest and 
security services while the building remains empty. The carrying 
costs were computed on the basis of a daily rate per single-family 
property multiplied by the average number of days that a property 
remained in the inventory of that Area Office. 

This method provides a rather crude estimate of what the carry­
ing costs would have been for any given property. There is evidence 
in some instances that the designation of a property for use in 
urban homesteading may have delayed its transfer rather than accel­
erated it; furthe~ore, the average length of time of properties in 
the inventory is somewhat inflated by the multi-family properties 
which turn over more slowly. When the Orban Homesteading Demonstra­
tion was converted to an operating program, the carrying cost ad­
justment was dropped for these reasons and for reasons of adminis­
trative s~plicity. 

Nevertheless, it is clearly necessary to make some judgments as 
to the amount of carrying costs avoided as a result of urban home­
steading. The "810 values" were intended to incorporate adjustments 
for carrying costs and this is conceptually correct. Absent any 
other data, there is little choice but to accept the "810 values" as 
the best available measure of the real cost of conveying the proper­
ties without reimbursement. 

Mean "810 values" are presented in EXhibit IV-1. These statis­
tics include more later properties as compared to the homesteader 
interviews. Because "810 values" have tended to increase somewhat 
over time, the estimated foregone costs to the Federal Government 
may be modestly overestimated. This is consistent with the pre­
ference to understate, rather than overstate, net benefits through­
out this report. 

Interest Subsidies Through the 312 loan Program 

Each local urban homesteading program received, in addition to 
its allocation of properties, a set-aside of 312 loan authority for 
use in the urban homesteading neighborhoods. These loans could be 
used for the benefit of urban homesteaders -::!r for the benefit of 
other qualified residents of the urban homesteading neighborhoods. 
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City 
Mean 

"810 Value" 

Average Per Unit 
312 Loan Subsidy 

Amount 

Atlanta 6,115 1,340 

Baltimore 6,922 141 

Chicago 5,769 982 

Cincinnati 7,846 a 
Columbus 8,289 0 

I Dallas 4,072 7 
I Decatur 6,248 905 

Freeport 10,058 0 

Gary 2,525 162 

Indianapolis 3,284 429 

Islip 9,048 0 

Kansas City 450 361 

iMilwaukee 6,806 45 

IMinneapolis 6,602 336 

, New York 5,797 1,616 

Oakland 11,588 1,199 

Philadelphia * 20 

Rockford 5,267 0 

South Bend 3,501 203 

Tacoma 14,443 411 

Wilmington 5,461 625 

TOTAL 6,015 382 

Ex..ilibi t IV-l 


MEAN "810 VALUES" AND 312 LOAN INTEREST SUBSIDY 

EXPENSE BY CITY 


I 

I 

I 


*Due to legal problems with the urban homesteading program in 
Philadelphia, little data exists about proqram oceration. 
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For these purposes, the interest subsidy for urban homesteaders 
only should enter the cost!benefi t calculus. The cost to the 
Federal Government is measured by the difference between the qovern­
ment 's lonq-term borrowinq rate and the 3\ rate at which the 312 
loans are issued. Once aqain, to be consistent with the treatment 
of homesteader benefits, the cost of the 312 interest rate subsidy 
is calculated over the three-year minimum residency period, in a 
manner comparable to the computation of the cost of interest subsi­
dies to municipal qovernment. The mean cost of 312 interest subsi­
dies by city is also included in Exhibit XV-I. 

Consolidation of Cost and Benefit Estimates 

The numbers necessary for the final accountinq of the costs and 
benefits of the urban homesteadinq demonstration have all now been 
derived and presented in this and in precedinq chapters •. They are 
assembled in Exhibit IV-2. This exhibit contains the components of 
both local and federal aqency costs associated with urban homestead­
inq toqether with their subtotals and aqqreqate. These are juxta­
posed with the estimated benefits to urban homesteaders presented in 
Olapter III. Finally, in the riqht-hand column of the exhibit is 
shown, by city and in the aqgreqate, the net benefits of the program. 

To beqin this discussion with what is perhaps the most impor­
tant result, the reader's attention is directed to the bottom 
riqht-hand corner of t.lote exhibit where the net benefits of the 
program are estimated to be $3,832. In a real sense, the fact that 
this proqram qenerates positive net benefits, when all administra­
tive costs have been fully charqed to it, is quite remarkable. On 
the face of it, urban homesteadinq consists of little more than 
exchanqes of assets and obliqations between aqencies and indivi­
duals. Normally, such exchanqes do not yield siqnificant qains in 
social income. This is especially true if there are siqnificant 
administrative expenses, and there are, associated with carryinq out 
these transactions. 

It is important to understand the sources of this apparently 
maqical creation of value. It is clear that the interest subsidies 
and tax abatements and exemptions which local and federal qovernment 
aqencies provide to the homesteader do not in themselves create 
value, since income to the homesteader is expense to the qovern­
mente To sane deqree, it can be argued that it is the self-help 
contributions of the homesteaders which are the source of the posi­
tive net benefits. This is certainly true, but only to some ex­
tent. It has been discussed earlier in this report that the contri­
butions of self-help labor cannot reasonably be estimated to exceed 
$1,700 per property. Furthermore, this contribution is offset al­
most entirely in the calculation by the administrative costs which 
local qovernments incur in runninq urban homesteadinq proqrams. 
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The source of the significant net benefits which derive from 
this program must by necessity lie in the one transaction not yet 
discussed -- the transfer of the property itself from the FHA inven­
tory to the homesteader. It is apparent from previous discussion 
that the value created in the property when a homesteader assumes 
the re~nsibility to repair and occupy it and receives substantial 
assistance from local program officials is considerably greater than 
the value which the federal government can realize through routine 
property disposition. That this is so is perhaps not so surpris­
ing. When the urban homestead properties are ultimately sold by 
their new owners, they will have been repaired to local housing 
standards, have been occupied by families which have demonstrated 
their attachment and interest in decent housing, and they will be 
disposed of in an orderly residential real estate market. CDn­
versely, the value of these properties when sold on a cash-as-is 
basis, will be substantially less. In many cases, vacant unrepaired 
properties are purchased with a view to their use as rental proper­
ties after minimum repairs have been perfo~ed. Such purchases may 
well require very high returns on what would be regarded as specu­
lative investments. On the other hand, sale of such properties to 
families of modest means encounters the unavailability of rehabili­
tation finance for what are very large home improvement investments. 

To a large degree, these results support the basic hypothesis 
of urban homesteading. 'lbe combination of a property, a dedicated 
family, good professional support from local government, and avail­
ability of rehabilitation finance can and does create real value. 
'lbis is not a program designed simply to redistribute housing 
towards those in need, although it achieves that purpose, but a 
program which seeks to maintain and improve the value of the exist­
ing housing stock. '!he basic finding of this report is that the 
demonstration has succeeded in that end. 
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Chapter V 

THE IMPACT OF URBAN HOMESTEADING 

ON TARGET NEIGHBORHOODS 


In its original Invitation to Participate in an Urban Home­
steading Program, HOD spelled out its neighborhood development pur­
poses by referring to a demonstration "which would test the work­
ability of the homesteading concept as a preservation and stabiliza­
tion tool in a range of carefully chosen declining neighborhoods 
that are not severely blighted and have some potential of regaining 
their viability." In addition to implementing urban homesteading 
programs in these neighborhoods, the Demonstration Cities were re­
quired to provide "a coordinated approach toward neighborhood im­
provement which includes ••• the upgrading of community services and 
facilities. " 

The concept of urban homesteading as a stabilization tool is of 
some interest. In a literal sense, homesteading is exactly that, 
since it aims at the rehabilitation and occupancy of properties 
which are vacant and in disrepair. The conjectured stabilization 
efforts of homesteading must, however, go beyond the scattered home­
stead properties if it is to contribute in any significant way to 
the preservation of urban neighborhoods. Viewed from this perspec­
tive, the direct removal of blight by urban homesteading is one 
element, and generally not the most important one, in a "coordinated 
approach toward neighborhood improvement." 

HOD's neighborhood interests were made clear at the outset of 
the Demonstration, but no systematic effort was made to spell out 
the characteristics of the areas which would satisfy its "early 
decline" criterion. Instead, the applicant communities themselves 
proposed suitable areas for homesteading; this reflected a belief 
that neighborhood revitalization potential is most appropriately 
assessed at the local level. By November 1, 1976, urban homestead 
properties had been selected by twenty-two of the Demonstration 
Cities; these properties were located in exactly forty target neigh­
borhoods, and these neighborhoods in turn accounted for most, but 
not all, of the target areas originally approved for urban home­
steading. 
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'lbe evaluation of the Urban B::mlesteading Demonstration Program 

was designed in a manner which reflected HOD's interest in urban 
homesteading as a neig'hborhood stabilization tool. In addition to 
data collected from and about participants in the program and the 
homestead properties, special surveys were conducted to provide 
information about changes in the neighborhood. An initial wave of 
data collection involving both interviews with a random sample of 
residents of the urban homesteading neighborhoods and observation of 
the exterior conditions of buildings and of streets was conducted in 
the winter of 1976-7. These surveys were repeated twice, at inter­
vals of twelve and eighteen months, respectively. 'lbe data they 
provided, together with information from secondary sources, can 
support a number of findings on the relationship between urban home­
steading activity and neighborhood change. These findings form the 
subject matter of this chapter. 

Change in the Urban HOmesteading Neighborhoods 1970-77 

TO provide a context for the examination of change in the urban 
homesteading neig'hborhoods during the period of the Demonstration, 
it is useful to examine the direction of change in these neighbor­
hoods before the Demonstration went into effect. The neig'hborhoods 
were chosen on the basis of HOD's "early decline" criteria and the 
intended effect of urban homesteading, as well as of other targeted 
stabilization activities, was to arrest this decline. Examination of 
change in these neighborhoods before urban homsteading therefore 
provides the logical departure point for this discussion. 

Estimates of the nature and extent of change in the neighbor­
hoods prior to the Demonstration were prepared from comparisons 
between 1970 Census data and the findings of the first wave house­
hold interview survey of residents of hcmesteading neighborhoods 
conducted in the winter of 1976-7. Comparisons of selected vari ­
ables are presented in Exhibit V-l. 

Urban homesteading neig'hborhoods did not experience losses in 
population which are characteristics of many declining ares. In 
1977, mobility rates in urban homesteading neighborhoods were not 
much different from the national average. Approximately 18 percent 
of current residents had moved in the previous year; this fig'Ure is 
virtually the same as the national average of 18.4 percent. Between 
1970 and 1977, the aggregate population of these areas increased by 
about six percent, frcm 672,000 to 714,000. This increase almost 
exactly corresponds to an increase in the mean number of persons per 
occupied dwelling unit from 3.2 to 3.4. Taken together, these 
fig'Ures indicate that the number of occupied dwelling units remained 
constant over the period and that vacancy rates were stable. 
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Exhibit V-l 

SELECTED CHARACTERISTICS OF URBAN HOMESTEADING 

NEIGHBORHOODS, 1970-77 


Olaracteristic 1970 1977 

Population 

Mean Household Size 

Percentage Black 

Mean Household Inco~e 
Mean PUrchase Price 

Gross Rent Per Month 

Proportion of Owner-Occupants 

672,000 

45.0\ 

$8,758 
$16,510 

$114 (Medi"an) 

54.0\ 

714,000 

3.4 

65.0' 

$10,675 
$18,627 (1976) 

$197 (Mean) 

65.0% 

lSingle-family home sales only. 

Despite this apparent stability, the characteristics of resi ­
dents of urban homesteading neighborhoods changed substantially over 
the period. 'Ibe majority of urban homesteading neighborhoods have 
experienced some degree of racial transition. 'Ibe proportion of 
black households in all neighborhoods combined increased from 45 
percent in 1970 to 65 percent in 1977. In only 13 of the 40 neigh­
borhoods did the number of black families increase by less than five 
percent of the area's population, and in six of the neighborhoods 
the percentage of the population which is black increased by over 40 
percent. 

All but four of the urban homesteading neighborhoods exper­
ienced a significant decline in the relative economic status of 
their residents prior to the Demonstration. In 1970, the average 
income of households in homesteading neighborhoods was $8,757. 'Ibis 
was approximately the same as the mean for all American households, 
which was $8,734 in 1970. By 1977, however, the average income of 
the neighborhood residents ($10,675) had fallen to 84 percent of the 
national average ($12,686). Controlling for inflation, the real 
household income in the urban homesteading neighborhoods declined by 
17 percent in the course of the seven year period. 

'Ibe drop in relative income was accompanied by a similar trend 
in property values. While few neighborhoods experienced absolute 
declines in housing values, increases were for the most part 
modest. Between 1970 and 1977, the average sales price of single­
family dwellings in homesteading neighborhoods rose by about 5. a 
percent per year. Based on the estimates of owner-occupants resid­
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ing in these areas, the average sinqle-family house was worth about 
$20,692 in 1977. '!his average is only about 76 percent of the 
median value of sinqle-family homes in the same SMSAs. 

Oimer-occupants in urban homellteading neighborhoods spent an 
average of $245 a month on housing, including expenses for main­
tenance and repairs. '!he average expenditures for renters was $197 
a month. OVerall, the cost of shelter in urban homesteading neigh­
borhoods was about 26 percent of household income. 

Trends in homeownership rates in homesteading neighborhoods 
exhibited encouraging siqns. P'ifty-four percent of all housing 
units in the urban homesteading neighborhoods were owner-occupied in 
1970. By 1977, this had increased to 65 percent. This is somewhat 
surprising in light of the generally accepted view of the process of 
neighborhood decline in which stable neighborhoods experience con­
version to rental units which are then inadequately maintained. 

'!he general picture which emerges from examination of trends in 
the urban homesteading neighborhoods prior to the Demonstration is 
consistent with BUD's intent to target stabilization activities, 
including urban homesteading, on areas which were in decline, and 
yet which were not so far in decline that the process could not be 
arrested. The extent to which HOD's intentions were realized is 
addressed below. 

Chanqe in the Orban Homesteading Neighborhoods 1977-79 

Socioeconomic and Demographic Charaeteristics of Residents 

A comparison of selected socioeconomie and demographic charac­
teristics of the residents of the urban homesteading neighborhoods 
over the 2-1/2 year period March 1977 - September 1979 provides some 
immediate insight into the nature of change in these neighborhoods 
during the initial years of the Demonstration (EKhibit V-2). 

'!he resident survey d"ta reveal trends· between 1977 and 1979 
toward slightly younger households in homesteadinq neighbohoods. 
'!he percentage of elderly households decreased marginally contribut­
ing to a siqnificant decrease in the average age of household 
heads. However, there was no siqnificant difference in the rate of 
change in the age of the heads of household within this period. As 
compared with renters, owners continue to be much older with a 
larqer percentage of elderly households. 

'!he average level of education of homesteading residents in­
creased siqnificantly between 1977 and 1979 from 11.2 to 11.6 
years. Since educational levels of renters remained relatively 
constant, the overall increase mainly reflects the increase in 
average educational levels among owner-occupants. 
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Exhibit V-2 


CHARACTERISTICS OF I'.LL UHD SAMPLE HOUSEHOLDSI 1977, 1979 


Means and 
Means and Standard Errors l Standard Errorsl 

Owners Renters M1 Residents 
1977 1979 1977 1979 1977 1979 

Marital status 40.0'** 31. n*** 59.4l*** 53. "***69.5'** 64.6'** 
(1. 2'1 (1. 3l)(2.0'1 (2.0l)I' married spouse present) (1.U) (1.5') 

Sex of head of household 23.6' 26.n 45.0'*** 55.2l*** 30.9'*** 35. "*** 
(l.nl (l.U) (21. 'I (2.2'1 (LUI (1.2l1(' female) 

65.U 66.n 
I' Black) 

76.6l** n.4l**Race 59. " ... 63.9'** 
(1.8" {2.0l1 {1.2'1 (1. 2t I(1. 5', (1.5' I 

Percent of households with 53.a. 51. n55.9' 56.U53.0'* 49.2'* 
children under 18 (2.UI {2.2" (1. 2') (1. 3l)(1. 5' I (1. 5' I 

Percent of heads of house­ 16.8' 15.2' 7.0' 13." l).U 
hold aqed 65 or older (1.U) (0.8' ) (O. 9,)(l.UI (LUI 

46.4*** 44.9***50.2 48.5 38.9 38.0"'ge of head of household 
(0.6) (0.71 (0.4) (0.4)(0.41 (0.41 

11. 2*** 11.6***Education (years) 11.2 11.511.2*** 11.7*** 
(0.8) (0.7)(0.11 (0.1 ) (0.11 (O.l) 

111,116.00*** 113,130.00***Household income 112,402.00*** 115,060.00*** '8,B31.00 19,413.00 
(5167.00) (S203.00)(243.00) (5304.00)(tlyearl (8210.00 I (8240.001 

71.2' 70. )' 
" employed) 

74.n 75.nEMployment status 64.9'** 
(l.U) (LUI(2.0'1{I. 3\) (l.ll) 

IB.3'*** 23.3\***OCcupation 21.2t*** 26. "*** 12. st* 16.9'* 
11.0\) (1.2\)(t prof./manaqeria1) (1.3'1 (1.5'1 (1.5" (1.8') 

4.9' 5.5l 26.8l 11.B'Percent households on 
(0.9\)welfare (0.6\) (LUI(0. '" 

Istars indicate at which level of si9nificance two-tailed t-tests reject the hypothesis of equal means in 1977 
and 1979. *90t 1 **95'\:" ***99'. 
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• 	 'Ibe extent of homesteader self-help in the demonstration. 
It is estimated that homesteaders contributed an average of 
27 percent of the total value of the rehabilitation work on 
the sample of inspected properties (Elchibit III-S). 'Ibis 
includes both direct purchases of materials and the value 
of their labor measured in tems of the reduction in con­
tractor costs resulting from self-help efforts. The varia­
tion across properties in the percentage of self-help is 
quite striking, with over a quarter of the properties 
having less than 10 percent self-help and almost one in 
every six properties having over 90 percent self-help. 

• 	 '!he nature and value of self-help contributions. Home­
steaders and their families and friends contributed an 
average of 297 hours of work on their properties, of which 
73 percent was spent on demolition, site work and interior 
finishes, activities typically requiring the lower-paid 
construction trades of painter and laborer. The average 
estimated savings in the contractor bills was approximately 
$3,000 per property and the average return to the home­
steader was estimated to be $5.78 per hour across all 
trades. In addition, homesteaders purchased an average of 
$834 worth of materials per property directly rather than 
through contractors, and thereby achieved further addi­
tional savings of approximately $350 per property. 

• 	 'Ibe quality of workmanship and the choice of materials. 
'!he overall findings of the study on the quality of work­
manship and the choice of materials were reassuring. 
Eighty percent of all the tasks perfoCled met or exceeded 
good quality trade or professional standards of workmanship 
and almost 98 percent of all materials chosen met or ex­
ceeded typical home building standards. There was a signi­
ficant difference in the incidence of substandard workman­
ship between homesteaders (29.7 percent) and contractors 
(13.3 percent), but some cities with a high percentage of 
self-help were still able to achieve very high rates of 
standard and above-standard workmanship. 'Ibis suggests 
strongly that the management of rehabilitation is more 
important than the extent of self-help in detemining the 
overall quality of rehabilitation. 

In general, the findings of the rehabilitation survey are quite 
encouraging. The amount of rehabilitation undertaken is substan­
tial, self-help contributions have led to significant increases in 
homesteaders' equity, the repairs have been performed in a timely 
fashion, and the overall quality of the workmansnip is clearly 
acceptable. These outcomes were all uncertain at the outset cf ~he 
Demonstration. 
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Exhibit v-] 


SELECI'ED nOUSEIiOLD CIIARACI'ERISTICS BY TENURE AND MOBILITY STATUS. 1971-1919 


Meane i 

OWner. Renters 

Selected Houaehold 
Chuacter1aUca 

1971 

Stayer Mover-out 

, 

Stayer 

1919 

Mover-In Stayer 

1971 

Mover-OUt Stayer 

1919 

Hover-In 

I 

Sex of head of household 

(\ Female' 
 49.1\25.6' 28.5' 25.4'· 18.8'· 41.9' 

Race 

(' Black' 
 64.1\·62.2'·" 40.3'·" 72.5'· 15.0' 76.9' 

Perlons per household 3.1 3.8 3.6 3.3 3.1··· 2.9··· 
~ " Percent of householda 


with children under 18 
 58.9\ 50.1\ 56.1\ 51.1\58.8' 58.5' 

Age of head of houaehold 49.5 49.2 50.5"· 31.0·" 45.0··· 36.8" 

Ed'.'caUon (Yean' 11.2 11.1 11.3··· 12.8··· 10.3··· 11.6··· 

Houaehold inco.e 

(S/Year' 
 $12,585 $11,907 $14,698·"" $16,390"· $8,281 $9,215 

Employment atatus 

(\ Employed' 
 75.7\ 75.2\ 10.0\···15.0'··· 88.0'·" 56.5'·" 

Percent households 

on welfare 
 6.3\ 6.1\3.3' 4.4' 27.0'"36.9'" 

1
Stara indicate at which level of Blgnlflc~,ce two-tailed t-teatl reject the hypotheaia of equal ..ana 
for movers versul stayers within one time period. 

55.5' 

I 

11.0'" 

3.8··· 

62.1\ 

44.1·" 

10.6·" 

$9,969 

51.4\ 

29.4' 

53.8' 

61.8'" 

3.0'''·· 

61.2\ 

31.9··· 

12.0··· 

$9,018 

54.6\ 

24.2\ 
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OVerall the racial composition of movers and stayers was not 
significantly different, but stratification by tenure reveals some 
interestin<J patterns. !pproximately 60\ of owners who moved out 
were white, but less than 30\ of owners who moved in were white. 
Amon<J renters, this pattern is reversed, with 23\ of renters movin<J 
out bein<J white, compared to 32\ of renters movin<J in. 

The avera<Je income levels of movers--out were significantly 
lower than those of stayers. This may seem to imply displacement of 
lower-income households. However, analysis by tenure shows that 
this tendency is due to the <Jenerally low income of renters who 
dominate income trends amon<J movers. The averaqe incomes in 1977 of 
renters and owners who moved out of urban homesteadin<J neighborhoods 
between 1977 and 1979 were not statistically different from those 
who stayed. In fact, renters who moved out appeared to have 
somewhat hi<Jher incomes than stayers, althou<Jh the difference was 
not significant statistically. Owners who moved in between 1977 and 
1979 had incomes which were 11.5\ higher than those of owners who 
have lived 10n<Jer in the neighborhoods. 

A comparison of the socioeconomic characteristics of residents 
who moved out of the urban homesteadin<J neighborhoods between 1977 
and 1979 with those of residents who moved into these neighborhoods 
durin<J the same time period indicates a younger, more educated popu­
lation with a higher percenta<Je of professionals replacin<J the 
movers--out. ~e percentage of new household heads a<Je 65 or older 
and the avera<Je a<Je of household heads are significantly lower for 
movers-in compared to movers-out while the years of education and 
percenta<Je havin<J professional or mana<Jerial occupations is signifi ­
cantly higher for movers-in. 

A closer examination of the characteristics of movers by tenure 
indicates the renters who moved into urban homesteadin<J neighbor­
hoods were youn<Jer with sli<Jhtly more female-headed households and 
had higher educational levels and unemployment rates than those who 
moved out. 

Like new renters, new owners were also younger with· higher 
education levels. It)wever, they had more male-headed households, 
smaller family sizes and lower unemployment rates than the home­
owners who moved out. ~e proportion of minority households was 
qreater among owners who moved in than among those who moved out. 
In addition, the 1979 avera<Je nominal income of movers-in was much 
qreater than the 1977 income of movers out. 

~e racial chan<Je which characterized the urban homesteadin<J 
neighborhoods before the demonstration is clearly continuin<J, but at 
a much slower rate. FUrthermore, the change is concentrated on 
owner--occupied properties where a significant nwa.ber of units are 
chan<Jin<J from white to black ownership. ~e purchasers have some­
what higher incomes than the sellers, which is an indication that 
past trends in relative income decline were bein<J arrested during 

80 




the Demonstration. Q:lmparison of those renters who moved in and 
those who moved out indicates that these properties are still being 
occupied, and made available, to rather 10w-incCllle families. In 
view of concerns about possible displacement of renters in neighbor­
hoods which are targets of revitalization, this is a reassuring 
finding. 

Investment Behavior and Property Values 

'.the most salient indicators of the direction of neighborhood 
change are those which show the extent to which residents value the 
homes they live in. Evidence of this value is provided by their 
decisions to maintain and invest in their properties and their 
choices of how much to pay for the housing services they receive. 

Investment activity is defined as any expenditure on main­
tenance and/or home improvement. Because investment reported by 
renters is typically carried out by their landlords, data supplied 
by renters is thought less reliable than data supplied by owner­
occupants. For this reason, the analysis focuses mainly on the 
investment behavior of owner-occupants. 

Home Maintenance and Home Dnprovement Activity 

'the overall frequency of investment activity in urban home­
steaaing neighborhoods (as reported by both owners and renters) 
remained at approximately 56\ during all three survey years. '.the 
average number of distinct home repair or improvement jobs reported 
per resident also remained relatively constant at about 1. 6. How­
ever, investment activity by owner-occupants (Exhibit V-4) increased 
significantly between 1977 and 1979. '!'he frequency of investment 
among owners rose from 58\ in 1977 to 65\ in 1979 with an increase 
in the average number of projects undertaken from 1.7 to 2.0. 

Average expenditures by those owners who invested also in­
creased between 1977 and 1979. Average investment expenditures by 
investors for the years prior to the first and second Resident Sur­
veys were $1,128 and $1,378, respectively. 'this indicated an in­
crease of 22.2\. Since the Consumer Price Index for U.S. Cities 
registered an increase of 7.5\ in the cost of maintenance and re­
pairs during this period, the change in investment in the urban 
homesteading neighborhoods represents a 15\ increase in real expen­
ditures. '.the increase in dollar expenditures by owners who invested 
may be compared with the increase in expenditures on residential one 
to four unit owner-oceupied properties in the United States as a 
whole, as reported in the U.S. Census of Residential Alterations and 
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Exhibit V-4 


INVESTMENT BEHAVIOR OF OWNER-oCCUPANTS: 1977, 1979 


Means and St!ndard 
Errors 

1977 1979 
(n=1,229) (n-1,151) 

Number of different investments 
per owner-occupied property•• 

Percentage reporting any investment··· 

Average investment expenditures 
per owner-occupants who invested*** 

Average investment expenditures 
per owner-occupied property*** 

Average investment expenditures per 
owner-occupied singe1-fami1y unit*** 

Percent of income spent on investment 
by owner-occupants who invested 

Percent of income spent on investment 
by all owner-occupants* 

1.7 2.0 
(0.07) (0.07) 

58.0% 65.0% 
(I. 5%) (1.5) 

$1,128 $1,637 
($73) ($87) 

$ 646 $1,047 
($45) ($61) 

$ 686 $ 924 
($51) ($58) 

11. 6% 13.3% 
(1.3% ) (0.9%) 

6.9% 8.8% 
(0.8%) (0.6%) 

1Stars indicate at which level of significance two tailed 
t-tests reject the hypothesis of equal means in 1977 and 1979. 
*Significant at 90%; **Significant at 95%; ***Significant at 99%_ 
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Repairs. 1 The latter increased by 3\ from $1,408 to $1,450. 
Hence, while the absolute levels of expenditures in these two years 
are modestly below national levels, the increase in average expendi­
tures in the urban homesteading neighborhoods compares favorably 
with national trends. 

The decision to remain in the neighborhood, to move out or to 
move in is strongly related to decisions to maintain and improve the 
property (Exhibit V-5). Movers-out tend to carry out fewer invest­
ments (1.4) than those who remain (l.9). Movers-in carry out even 
more investments (2.7) than those who have lived longer in the 
neighborhood. P'Urthe:rmore, movers-in are more likely to invest in 
the property than movers-out (70.4\ vs. 58.0\) and if they do 
invest, to spend more on average than those who move out ($1,695 vs. 
$824). This suggests that the new homeowners are purchasing proper­
ties with every intention of maintaining and improving them. 

During the period 1977-79, there was a very substantial 
increase in the reliance on loans for home improvement (Exhibit 
V-6) • The use of home improvement loans by owners who invested 
increased from 13.7\ in 1977 to 22.3\ in 1979. At the same time, 
the average loan amount increased from $2,706 in 1977 to $3,703 in 
1979. TO the extent that the availability of credit is a measure of 
the viability of the neighborhood housing stock, this must be 

regarded as an indication of the increasing vitality of these areas. 

Olanges in Residential Property Values 

Perhaps the single best overall indicator of the direction of 
neighborhood change is the movement of housing prices. sales prices 
represent the market valuation of both present and expected future 
housing and neighborhood services in an area and, thus, movements in 
housing prices can be expected to antedate actual physical decline 
or improvement. 

While sales prices are important leading indicators, increases 
and decreases may result from a variety of interrelated factors1 the 
complex nature of housing price formation implies that price move­
ments require careful analysis. Olanges in price may reflect 

lU.S. Bureau of the Census, Construction Reports: Resi­
dential Alterations and Repairs, September 1979, Table 4. Average 
expenditures for 1977 were computed by adding figures for the last 
three quarters of 1976 and the first quarter of 1977. A similar 
calculation was made for 1978. This procedure makes the accounting 
periods of the UHD surveys' approximately equal to the periods from 
which the Census data were derived. Note, these national figures 
are not lLmited to u.s. central Cities. 
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Investment Characteristics 

Number of Different Investments 
Per Owner-Occupied property 

Percentage Reporting 

Any Investment 


Average Investment Expenditures 
By Owner-Occupants Who Invested 

00 
of:> Average Investment Expenditures 

Per Owner-occupied Property 

Average Investment Expenditures 
Per Owner-Occupied 
Single-Family unit 

Percent of Income Spent 
On Investment by Owner-Occupants, 

Who Invested 

,Percent of Income Spent on Invest­
ment by All Owner-Occupants 

l':xhibit V-5 

I NVES'l'MEN'l' BEII1\VJOf~ (W 

OWNER-OCCUPAN'l'S BY MOBILITY S'rA'I'US 

1977 - 1979 

, 

Means and Standard Errors1 

1977 
 1979 

sta

6
e1f2(n:: 78 

1.9*** 
( .1) 

57.9\ 
(2.0\) 

$1251** 
($112) 

$118** 
($69) 

$757 
($77) 

12.9\ 
(2.1\) 

7.6\ 
(1. 3\, 

't'ver~)O~tn=176 

1.4*** 
( .1) 

58.0\ 
(3.6\) 

$824** 
($170') 

$467** 
($101) 

$524 
($124) 

9.7\ 

(2.6\) 


5.4\ 
(1. 5\) 

~~:6~ir2 

1. 9*** 
( .1) 

65.7\ 
(1.9\) 

$1626 
($117) 

$1060 
($82) 

$964 
($73) , 

13.6\ 
(1.1\1 

9.0\ 

( .8\) 


7~~rl~}ln 2 

2.7*** 
( .2) 

70.4\ 
(3.6\) 

$1695 
($216) 

$1172 
($161) 

$900 
($190) 

14.2\ 
(2.7\) 

10.4\ 
(2.0\) 

lstars indicate at which level of significance two-tailed t-tests reject the hypothesis of equal means for 
movers versus stayers within one time period. 

2 n = number of owner-occupants, including landlords, whose mobility status could be determined, 



Exhibit V-6 

COMPARISON OF INVESTMENT AND INVESTMENT-LOAN FREQUENCIES 
FOR OWNER-OCCUPANTS IN URBAN HOMESTEADING NEIGHBORHOODS 

1977-1978-1979 

Investment 
Expenditures 

1977 1979 
Percent of 

Relative Investors Who 
Freauency Obtained Loans 

Percent of 
Relative Investors Who 
Frequency Obtained Loans 

$ 1 - $ 100 

$ 101 - $ 500 

$ 501 - $1,000 

$1,001 - $2,000 

$2,001 - $4,000 

$4,001 - $8,000 

Over $8,000 

20.0\ 0.0 

29.6\ 3.5\ 

20.6% 13.5\ 

15.0\ 14.2\ 

19.0\ 48.0\ 

35.0\ 50.3\ 

1.5\ 85.5% 

12.1\ 1.8\ 

23.3\ 9.0\ 

22.6\ 14.7\ 

16.3\ 20.4\ 

13.6\ 39.4\ 

10.0\ 64.2\ 

2.1\ 72.4\ 

TOTAL 100.0\ 13.7\ 100.0% 22.3\ 

AVERAGE LOAN AMOUNT $2,706 $3,703 
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physical changes in public or private capital stocks, shifts in 
demand for properties, or changing expectations about ~~e future of 
an area. In addition, changes in prices in one neighborhood may 
reflect changes occurring within that neighborhood or changes occur­
ring in the housing market in general. For these reasons, changes in 
the market values of properties in the urban homesteading neighbor­
hoods are of considerable interest in assessing the likely impact of 
the Demonstration on the target areas. 

Two different sources of data were used to examine changes in 
property values. 'lbe simplest analysis compared the owners I es­
timate of the value of the property across different years to esti­
mate the average annual change in property values. A more sophisti­
cated analysis, based on actual sales price data was also conducted 
in five of the Demonstration Cities where sales price data were 
available. The findings of these independent examinations of 
changes in property values tend to corroborate one another. 

Mean sales prices were calculated for the sample of all owner­
occupants based on their estimates of the value of their property 
for the years 1977-79. These are shown in Exhibit V-7 together with 
the census estimates of median property values, again based on 
owner's estimates in 1970. Also displayed in Exhibit V-7 are mean 
sales prices for urban homesteading neighborhoods in five Demon­
stration Cities (Atlanta, Chicago, Dallas, Minneapolis and 
Oakland).l together with the corresponding census estimates of 
median property values in those neighborhoods. Both sources of data 
independently indicate that property values increased faster during 
the Demonstration than during the preceding period. 

The SREA data base, which includes sales prices of properties 
throughout the SMSA, provides a means of comparing the movement of 
home sales prices in the urban homesteading neighborhoods with the 
movement of home sales prices in other parts of the SMSA. To 
sharpen these comparisons, a set of "control" neighborhoods was 
selected to resemble the homesteading areas as closely as possible 
with respect to income, mean value of owner-occupied housing, racial 
composition, vacancy rates and housing stock using 1970 census 
data. 2 

lData on sales prices were available for these cities from the 
Society of Real Estate ~praisers. For further discussion of these 
data, see The Neighborhood Impact of Urban Homesteading, Evaluation 
of the Urban ibmesteading Demonstration, Final Report, Volume V. 

2For 
borhoods, 
Evaluation 
Volume V. 

a fuller 
see The 
of the 

discussion of the 
Neighborhood Impact 

Urban Homesteading 

selection of 
of urban 

Demonstration, 

control neigh­
Homesteading, 

Final Report, 
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Average nominal income for all households in homesteading 
neighborhoods increased from $11,116 to $13,130 between 1976-1978. 
'!his represented an 18.1\ increase compared with a 18.8\ increase 
from $14,922 to $17,730 for all households in the nation over a 
comparable period. l Unlike the experience of the period prior to 
the Demonstration, in which household inccmes declined substan­
tially relative to the national average, the residents of the urban 
homesteading neighborhoods essentially kept pace with the national 
average growth in income between 1976-1978. Stratification by 
tenure reveals that incomes of homeowners increased three times 
faster than those of renters (7.8% annually versus 2.6\). This 
widened the gap between the income levels of owners versus renters 
in urban homesteading neighborhoods. 

The overall employment rate and the percentage of households 
receiving welfare payments remained more or less constant at 70% and 
12%, respectively. An examination by tenure reveals that the 
average unemployment rate and the percent of welfare recipients 
continued to be higher among renters than owners with unemployment 
among renters increasing by an additional five percent over time. 
Both tenure types experienced an increase in the percentage of 
households employed in professional and managerial occupations 
between 1977 and 1979. 

Components of Socioeconomic Change 

Change in the socioeconomic characteristics of the residents of 
any neighborhood can occur through change in the characteristics of 
the existing population, such as aging and income gains, or through 
the substitution of new residents for those who have moved out. 
Analysis of the component elements of change provides a means of 
understanding the dynamics of the process and of assessing the ex­
tent, if any, to which this process is causing hardship through the 
displacement of existing residents. 

In Exhibit V-3, selected characteristics of residents are pre­
sented in terms of their mobility status, for both owners and 
renters. As will be apparent, a comparison of movers and stayers 
among owners and renters indicates that renters who moved out tended 
to be younger with smaller families and more years of education than 
those who stayed. Unemployment and welfare dependency were lower in 
1977 among renters who subsequently moved out when compared with 
those who stayed. Owner occupants who moved into urban homesteading 
neighborhoods between 1977 and 1979 were also younger and more edu­
cated, and had lower unemployment rates and female-headed households 
than longer-time homeowners. 

lU.S. Bureau of Census, Current Population Reports, Series 
P-60, No. 117, 1978. 
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Exhibit V-7 

PROP~RTY VALUE ES'fIMATES FROM RESIDENT SUHVEY 
AND SREA SALES DATA 1976-79 AND 1970 CENSUS ESTIMA'l'ES* 

Average 
Property 

Values 

35,000 

30,000 

growth
25,000 

<XI 
..J 20,000 

15,000 

SRI::A sales price 

Average annual 
rate 1976-78 

1 

~...'­

_.__~erage'annual ,_.....­ growth 
rate 1970-77 

Demonstration Cities: 
values 

Census data 
(Owners' estimated 
Values)

10,000 

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 

*1970 values are based on owners' estimated values from 1970 Census • 
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Sales price movements in each of the five SREA cities and in 
the agqregate are summarized in Exhibit v-e. The use of neighbor­
hood discounts, which are simply a measure of the extent to which 
properties in the urban homesteading and control neighborhoods are 
selling below the SMSA average, provides a means of examining the 
relative performance of the selected neighborhoods. 

It is clear that both the urban homesteading neighborhoods and 
control areas were in relative decline during the pre-homesteading 
period, 1970-1976, and that the urban homesteading neighborhoods did 
worse than the control areas. OVerall, housing prices rose 54.2\ 
during the period in the urban homesteading areas and 76.7\ in the 
control areas, further evidence of the relative decline of these 
areas prior to the Demonstration. In 1970, the median price of 
owner-occupied housing units in urban homesteading neighborhoods was 
virtually identical to the corresponding f iqure for the controls. 
Tracts in the homesteading neighborhoods had median sales prices 
which were 32\ below the median for the rest of the SMSA on average; 
the corresponding figure for the controls was 33%. 

Housing values in urban homesteading neighborhoods increased 
more slowly than housing values in control neighborhoods in all five 
cities between 1970 and 1976 (Exhibit V-9). At the same time, 
prices in the remainder of the five SMSAs under study rose 85.7\ on 
average. The result was an increase in the urban homesteading dis­
count from .318 to .434 and an increase in the control discount from 
.329 to .361 (Exhibit V-S).l 

There is a noticeable but not dramatic change in these trends 
after 1976. Between 1976 and 1978, prices in urban homesteading 
neighborhoods increased at a faster rate than prices in control 
areas in all cities except Oakland. However, in most cases t!le 
differences appear to be small. Aggregation yields a weighted mean 
appreciation of 36.3\ over the two years for urban homesteading 
neighborhoods and a nearly identical figure of 36.6% for the con­
trols. In addition, while both urban homesteading and control areas 
continued to lag behind the rest of the city during the period, that 
trend is much less pronounced than during the earlier period. 

The picture which emerges is one of relative decline in all 
five neighborhoods from 1970-76. From 1976-78, urban homesteading 
neighborhoods held their own when viewed against the controls in 
four out of the five cities. Only in Atlanta did the urban home­
steading area decline significantly relative to the rest of the 
SMSA, but the control area in Atlanta did even worse. 

lOnly in Minneapolis did the control area out-perform the rest 
of the city between 1970 and 1976. Even in Minneapolis, how- ever, 
the urban homesteading neighborhood did worse than the control 
neighborhood. 
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E~hlhlt V-O 


SALES PRICES IN URBAN UllMES'l't.:AIHHG AREAS, L"ON'rROIS AND REST OF FIVE 5MBA'S BY CITY 1910-1B 


1910 1916 1976 1910 1918 
1970 Nelgh­ Avg. N"1911 ­ Avg. Neigh-

Census l>oeilood sales borhood ,II Sales borhood III 
8ase" III 5counts" Price Discounts.. 1970-16 price l)l!Jcounts U 1970-76 

ro 
\.0 

Atlanta 
Urhan IlolIt.Isteadlnq 
Conteol 
SMSA 

Chicago 
Urban IlOllieatead i n9 
O:mtrol 
5HSA 

Dallas 
U.-ban UOillestead!n,! 
Control 
5MBA 

M!nneapoHa 
Urbau UOlAesteadlng 
Control 
SMSI\ 

oakland 
Urban Homesteading 
COntrol 
SHSA 

UIII) 
COntrols 
Rest of SMSA 
II.S. Median 

15,500 
14,600 
19,800 

16,400 
16,000 
24,300 

12,000 
11,500 
16,000 

U,500 
14,600 
21,500 

11,BOO 
11,600 
26,900 

15,610 
15,411 
21,001 
21, JOO 

.211 

.26 J 

.125 

.142 

.285 

.ll5 

.126 
.321 

.HO 

.146 

.HO 

.129 

24,100 
21,414 
34,403 

26, )10 
26,938 
49,271 

16,240 
20,949 
35,159 

25,256 
29,900 
17 ,100 

25,431 
20,420 
4'),941 

24,169 
21,276 
42,109 
10,600 

.299 

.319 

.465 

.451 

.546 

.414 

.121 

.196 

• ..,1 
.411 

.414 

.161 

t55.5 
t60.5 
f11.0 

t60.0 
t68.4 

.102.8 

tl5.1 
t68.4 

t112.9 

n4.2 
.104.0 
t72.9 

t42.9 
t61.5 
.05.6 

.65.2 
t76.1 
t85.1 
.65.7 

24,416 
:U,288 
42,889 

31,OH 
29,891 
61,041 

24,150 
29,891 
46,729 

36,675 
41 ,856 
50,132 

15,554 
41,441 
15,905 

12,949 
n,n5 
59,561 
48,400 

.411 

.451 

.490 

.!HO 

.481 

.510 

.26B 

.165 

.512 

.445 

.441 

.314 

• 1.1 
- 6.2 
124.1 

+11.6 
tll.0 
.23.9 

H8.7 
Hl.O 
HO.1 

*45.2 
HO.O 
t14.B 

t19.B 
"5.8 
+52.1 

+16.1 
+16.6 
tl9.5 
t25.4 

'Avera'!e of ..,edian value of owner-occupied housing, 1910 Census of Population and lIotisinq' Census Tracts. 

"Uei9hhoehood Discount is one minus the weighled mean sales price in urban homesteadin9 (conteol) nei,!hborhoods 
divided by lhe !liean sales price in th" remainder of the SMSAs. 
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Exhibit V-9 


WEIGHTED MEAN SALES PRICES IN FIVE SHSA'S AND THE U.S. 1970-78 


(000 of $) 
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Physical Condition and Resident Attitudes 

Data on the condition of residential properties and of the 
physical infrastructure of streets, sidewalks, and so forth were 
also collected during the course of the Demonstration, and these 
data can be used to estimate changes in the physical condition of 
the neighborhoods (Exhibit V-10) • 

Exhibit V-10 

CHANGES IN PHYSICAL CONDITIONS IN THE 

URBAN HOMESTEADING NEIGHBORHOODS 1977-1979 


Measure 

% of dwelling units with major 
defects 

% of dwelling units with exterior 
paint in good condition* 

, 

, of dwellin9 units unoccupied and 

boarded-up 


% of roads in 900d condition* 


% of curbs in good condition* 


of sidewalks in good condition* 


1977 

0.8' 

64.9% 

1.9, 

79.1% 

83.4% 

91.8% 

1979 

1.0, 

72.1% 

1.9% 

71.2% 

71.9% 

83.2% 

*Difference si9nificant at 99' level. 

The inter-year comparisons indicate no significant change in 
the number of dwelling units which are either vacant or which have 
major defects. Both are relatively infrequent occurrences anyway. 
There is a fairly strik.in9 improvement in the number of properties 
with the exterior paint in good condition, a finding consistent with 
the evidence of increased rates of home maintenance and repair. 

On the other hand, there is evidence of deterioration in the 
conditions of streets, curbs and sidewalks when the urban home­
steadin9 nei9hborhoods are aggregated t0gether. This is a rather 
disturbing findin9, 9iven the commitments made by the Demonstration 
Cities to target community development funds on these nei9hborhoods 
durin9 the period of the Demonstration. The evidence of deteriora­
tion in the publicly maintained physical infrastructure, while con­
vincin9 when all nei9hborhoods are a9greqated, is not universally 
true. 

Resident attitudes about conditions in the urban homesteading 
neighborhoods and the level of public services were also Jpeasured 
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and compared over time during the Demonstration. In te~s of their 
overall rating of the neighborhoods, there was no significant change 
between 1977-79. 

Resident concerns relating to the neighborhood environment and 
to the provision of municipal services did change in some respects 
however (Exhibit V-ll). There is evidence consistent with the ob­
served deterioration in the average conditions of the street system 
that residents became less satisfied with the level of highway main­
tenance during the Demonstration. COnversely, they were less afraid 
of crime and more satisfied with the level of police protection in 
the urban homesteading neighborhoods. In their overall rating of 
the quality of their neighborhoods, residents' opl.nl.ons remained 
essentially unchanged during the Demonstration, further evidence of 
the arrest of the earlier patterns of decline. 

The Effects of Proximity to Urban Homesteads 

The evidence presented above has demonstrated that the urban 
homesteading neighborhoods, taken as a whole, exhibited serious 
economic decline, especially in terms of household income and real 
property values, during the seven year period prior to the urban 
homesteading demonstration. During the two and one-half year period 
after the Demonstration began, it appears that the decline was 
largely arrested and that these neighborhoods, if not rebounding, 
were at least keeping pace with other parts of the SMSAs in which 
they were located. There is evidence of quite high levels of pro­
perty maintenance and repair, of income gains especially among 
owner-occupants and of stabilization of relative property values. 

These findings, while consistent with the hypothesis that urban 
homesteading helps to stabilize its surrounding areas, do not in 
themselves prove that the observed stabilization can be attributed 
to the effects of urban homesteading. In a formal sense, since many 
other market influences were operating in the urban homesteading 
neighborhoods during the period of the Demonstration, it can never 
be possible to "prove" beyond doubt that the repair and occupancy of 
previously vacant properties had effects on the surrounding areas. 
Nevertheless, by marshalling further circumstantial evidence, a 
strong case may be made for believing that homesteading does have 
significant secondary impacts. 

The resident survey was designed to provide us with a means of 
developing additional evidence on the influence of urban homesteads 
on their surrounding areas. In designing the sample, properties 
were stratified according to their physical proximity to urban home­
steads. Those properties on the same block, adjoining block or 
parallel block once removed from an urban homestead were classified 
as being in "Proximity Category I." Properties located two or three 
blocks from an urban homestead were classified in "Proxim.ity cate­
gory II." Those further away, but still within the urban home­
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Exhibit V-11 

RESIDENT PERCEPTIONS OF SELECTED NEIGHBORHOOD 
CON.DITIONS AND OF THE QUALITY OF MUNICIPAL SERVICES 

1977-79 

1977 1979 

Overall rating of neighborhood -
Scale 1-5 

Environmental Factors: \ of 
respondents bothered by: 

Street Noise'" 
Dangerous Traffic'" 
Bad Roads** 
Rundown Houses'" 
crime'" 

Services: \ of respondents 
satisfied by: 

Police Protection'" 
Neighborhood Shopping Facilities 

22.2\ 
30.1\ 
18.5\ 
22.3\ 
35.2\ 

73.4\ 
66.1% 

30.2\ 
36.7 
21.3\ 
27.0\ 
28.0\ 

77.8\ 
60.9\ 

**Difference statistically significant at 95\ level. 

"'Difference statistically significant at 99\ level. 

steading neighborhood, were in "Proximity category III." Comparison 
of residents and properties across the three Proximity categories 
over time provides additional insights into the process of neighbor­
hood change and the influence of urban homesteading on that change. 

It is useful to begin by examining changes in selected socio­
economic characteristics of the residents of different Proximity 
categories during the Demonstration (Exhibits V-12 and V-13). In 
1977, residents close to urban homestead properties had lower 
average incomes than residents further away. By 1979, the ordering 
of Proximity categories by income level had been completely reversed 
with a very substantial 26\ increase in household incomes on the 
streets adjacent to urban homesteads. Welfare dependency, which was 
12.9\ in Proximity category I at the outset of the Demonstration, 
had dropped to 8.5\ two and one-half years later. The overall rate 
of welfare dependency did not drop in the areas further removed from 
the urban homestead properties. 
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The percentage of black households (Exhibit V-14) is strikingly 
different across proximity categories and changed little between 
1977-79, with the percentage of non-black households remaining more 
than twice as high in the areas furthest removed from urban home­
steads than in those close to homesteads. Given the history of past 
racial change in these areas, it appears probable that this change 
was most concentrated prior to the Demonstration in and around the 
properties which were later to become urban homesteads, since it is 
in these areas that the highest percentage of black households 
reside. Between 1977-79, there was essentially no further racial 
change in these areas, but in the adjacent (Proximity category II 
areas) there was a continuing increase in the percentage of black 
households. 

Investment behavior values can also be broken down by proximity 
of households to urban homestead properties (Exhibit V-1S). Invest­
ment rates, which were highest in areas close to urban homesteads in 
1977, increased most in Proximity category II during the Demonstra­
tion, although rates of investment went up throughout the urban 
homestead neighborhoods. The fact that investment rates were lowest 
in the areas close to urban homesteads by 1979 seems to suggest that 
the conjectured spillover effects of the program in terms of induc­
ing nearby owners to maintain and improve their properties do not 
exist. 

Alternative explanations are available, however. When the 
Demonstration was getting underway, mobility rates and investment 
were highest in areas close to homestead properties and declined 
continuously as distance from a homestead increased. By 1979, 
mobility rates in areas close to homesteads had declined, leaving 
the Proximity category II areas with significantly higher mobility 
rates than in other parts of the urban homesteading neighborhoods 
(Exhibit V-16). Because investment rates are much higher for newly 
moved-in households, this may account for the relative increase in 
investment rates in Proximity category II. Aqain, the evidence 
seems to indicate reduced mobility in the areas near urban home­
steads but continuing change in ~~e areas slightly further away. 

Property values, which provide perhaps the most comprehensive 
index of stabilization, had declined substantially in relative terms 
prior to the Demonstration. During the period of the Demonstration, 
the evidence is that this decline in relative property values in 
these neighborhoods had been arrested and that the neighborhoods 
were no longer falling behind the rest of their SMSAs. 

,. 
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Exhibit V-12 

MEAN HOUSEHOLD INCOME BY YEAR ANtI 
PROXIMITY TO HOMESTEAD 

% Change 
Proximity Categorv 1977 1979 1977-1979 

I $10,502 $13,254 +26% 

II 10,669 13,136 +23% 

III 11,893 13,048 +10% 

Exhibit V-13 


PERCENTAGE OF HOUSEHOLDS ON WELFARE 

BY YEAR AND PROXIMITY TO HOMESTEAD 


Proximity CategorY 1977 1979 
% Change 
1977-1979 

I 12.9% 8.5% -34% 

II 14.1% 11.2% -21% 

III 10.4% 14.7% +41% 

Exhibit V-14 


PERCENTAGE BLACK HOUSEHOLDS BY YEAR AND 

PROXIMITY TO HOMESTEAD 


Proximity Cateqorv 1977 1979 
% Change 
1977-1979 

I 79.7% 79.3% -1% 

II 63.7% 67.8% +7% 

III 56.2% 56.0% 
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Exhibi t IV-15 


AVERAGE INVESTMENT PER OWNER-OCCUPIED SINGLE-FAMILY 

UNIT BY YEAR AND PROXIMITY CATEGORY 


\ Change 
Proximity Category 1977 1979 1977-1979 

I $784 $818 +4\ 

II $659 $1,056 +60% 

III $626 $894 +43\ 

Exhibit V-16 


MOBILITY RATES FOR UHD SAMPLE NEIGHBORHOODS 

BY TENURE AND GEOGRAPHICAL PROXIMITY CATEGORY: 


1977-1978-1979 


Percent of Ei:>useholds Who Have 
Moved into UHD Neighborhoods 

Within Past Year1 

Category I Cateqory II Cateqorv III 

1977 
Total*** 

Owners*** 
Renters 

21.2% 18.6% 13.5% 
13.1 8.2 5.1 
41.6 36.5 29.5 

1979 
Total*** 

Owners 
Renters*** 

13.1% 18.9% 11.05 
4.9 7.2 5.4 

31.5 38.8 21.8 

lstars indicate at which level of siqnificance F-tests reject 
the hypothesis of equal means for Proximity Categories I, II, and 
III; *90%; **95\; ***99%. 

The behavior of property values between 1977-79 is presented in 
Exhibit V-17. In this instance, the evidence for the relative im­
provement c·f the areas nearest to urban homesteads is unambiguous. 
Property values in the areas near homesteads grew at a higher rate 

.than in areas further removed. AC the outset of the Demonstration, 
single-family homes were siqnificantly cheaper in Proximity Category 
I than in other parts of those neighborhoods. By 1979, this dis­
parity had been greatly reduced. 
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Exhibit V-17 

AVERAGE VALUE OF SINGLE-FAMILY HOMES 
BY YEAR AND PROXIMITY CATEOORY 

Proximity category 
Year , Olange 

1977-791977 1979 

I $19,063 $25,709 +35% 

II $22,834 $28,425 +24% 

III $22,266 $27,662 +24\ 

SummaFY and Conclusions 

In the course of the evaluation of the Urban Homesteading 
Demonstration, substantial amounts of data were collected on the 
urban homesteading neighborhoods. These data provide a means of 
studying the dynamics of neighborhood change, analyzing individual 
households' choices with respect to mobility, investment behavior, 
tenure choice, and so forth, and shedding some light on the impact 
of the Urban Homesteading Demonstration Program itself on its target 
neighborhoods. 

The criteria used to select neighborhoods for urban home­
steading emphasized the history of past decline and some promise 
that the decline could be reversed through revitalization efforts. 
Comparison of survey data collected in 1977 with 1970 Census data do 
indicate that the urban homesteading neighborhood had experienced 
significant decline during the seven years prior to the Demonstra­
tion. Relative decline of resident household incomes and property 
values was marked during this period and was accompanied by signifi ­
cant racial change. 

Taking the urban homesteading neighborhoods as a whole, it is 
apparent ~~at this decline was effectively arrested during the 
period of the Demonstration. Between 1977-79, property values in­
creased at rates comparable to the SMSAs as a whole and, in selected 
SMSAs, at the same rate as carefully selected control neighbor­
hoods. At the same time, household incomes kept pace with the 
national average. Investment expenditures for home maintenance and 
improvements were close to the national average and increasing at a 
faster rate. There is no evidence of continued decline in the hous­
ing stock during this period, and some limited indications that the 
level of exterior maintenan:e had improved. 

The data collected during the period of the Demonstration un­
equivocally demonstrates that past trends of relative decline were 
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arrested during this period. To this extent, the stated neighbor­
hood stabilization goals of the program can be said to have been 
achieved. It cannot, however, necessarily be inferred that urban 
homesteading was responsible for arresting this decline. 

It is important to understand that urban homesteading activity 
in the target neighborhoods constituted a rather limited interven­
tion. By April 1979, the number of occupied urban homesteading 
properties amounted to less t."'lan one percent of the total residen­
tial units in the target neighborhoods. The rehabilitation and 
occupancy of urban homestead properties was not, however, expected 
by itself to contribute to stabilization of these neighborhoods. 
~e Demonstration Cities had agreed,in their Urban Homesteading 
Aqreements with HUD, to undertake a variety of additional revitali ­
zation activities, which properly should be regarded as a consti ­
tuent element in the Urban Homesteading Demonstration. 

In principle, it is not possible to "prove" that the combina­
tion of urban homesteading and planned revitalization activities was 
itself responsible for reversing the trend of past decline prior to 
the Demonstration. It is possible, however, through examination of 
intra-neighborhood variations in demographic and economic variables, 
to make a powerful circumstantial case that homesteading did in fact 
contribute to neighborhood stability. Subareas of the target neigh­
borhoods in which urban homesteading activity involved three per­
cent of the total structures did significantly better during the 
course of the Demonstration. 

In 1977 the areas close to urban homestead properties had lower 
household incomes on average, lower property values, and less well 
maintained streets and sidewalks. Two and one-half years later, 
these gaps had been closed, not by the deterioration of areas fur­
ther removed from homestead properties, but by relative and absolute 
gains in the areas immediately adjacent to homesteads. These areas 
experienced more rapid growth in household income and in property 
values. Mobility rates in areas close to homesteads, which had 
previously been higher than in areas further removed, were substan­
tially reduced during the Demonstration. 

These findings provide some insight into the process of neigh­
borhood change and the manner in which past decline may be ar­
rested. 'nle neighborhoods as a whole had experienced quite rapid 
racial change prior to the Demonstration, and in the areas close to 
homestead properties, t.~e percentage of black households was much 
higher. It appears probable, therefore, that these sub-areas of the 
homestead neighborhoods had experienced the most rapid racial change 
in prior years. Ouring the course of the Demonstration, racial 
change stopped in the areas around homestead properties, and mobil­
ity rates declined. The relatively new, mostly black, owner­
occupant households then enjoyed significant property value appre­
ciation and household income growth. Racial change did continue to 

98 




occur in the areas next removed from the urban homestead properties, 
and mobility rates remained relatively high in these areas. Invest­
ment in home maintenance and improvement which had been highest 
around the homestead properties in the first year of the Demonstra­
tion, shifted outwards over time and by 1979, was highest in the 
areas experiencing continued racial change and high mobility rates. 

If there is any argument which could be used to call these 
findings into question, it might go, perhaps, as follows. All these 
neighborhoods were selected according to the same criterion of past 
decline and the availabilty of FHA-foreclosed single-family inven­
tory. This inventory tends to be concentrated in areas of recent 
housing turnover with a relatively large number of new owners. This 
change is therefore indicative of an increase in the demand for the 
housing stock in these neighborhoods and, by implication, of market 
forces which would have reversed past trends of decline in any 
case. This argument cannot be dismissed outright, but it does seem 
improbable in view of the fact that those areas in which home­
steading activity was located, were systematically worse off along 
almost all dimensions of socioeconomic and physical condition. In 
any event, the weight of the evidence presented here is prepon­
derantly on the side of those who believe that urban homesteading 
and other revitalization activities can stabilize urban neighbor­
hoods. 

Taken as a whole, the urban homesteading neighborhoods appear 
to have good prospects for continued revitalization. The neighbor­
hoods are proving attractive to young black owners who are willing 
to take care of and maintain their properties. In return, owner­
occupants in these neighborhoods are enjoying property value appre­
ciation at rates equal to or above the national average. Renters in 
these neighborhoods, which constitute approximately 30\ of the 
neighborhood I s population, have not experienced similar gains in 
household income, and continue to exhibit relatively high rates of 
mobility and welfare dependency. 

The weight of the circumstantial evidence clearly suggests that 
urban homesteading and other revitalization activities do make a 
difference. If neighborhoods previously in decline had continued to 
decline, this argument would have been refuted. It was not. If the 
areas in close proximity to urban homesteading activity had fared 
worse, or not fared better, than areas further removed, the argument 
would have been refuted. It was not. Nor is it likely that these 
results reflect a statistical accident. Over 40 neighborhoods were 
included in the sample on which these results were based, almost 
2,000 families and over 7,000 individual structures were surveyed 
during the course of the evaluation. From a statistical viewpoint, 
the weight of the evidence is overwhelming. 
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Appendix 


DATA SOURCES 


The analyses and findings contained in this volume of the Final 
Report - are based on several different data sources collected by 
Urban Systems Research , Engineering, Inc. These data collection 
activities included: 

(1) 	 Surveys of local program officials in the Fall of 1976 and 
Spring of 1977, 1978, and 1979: 

(2) 	 Homesteader Surveys in 1977, 1978, and 1979: 

(3) 	 Survey of Lottery-Rejected Applicants in 1979: 

(4) 	 Neighborhood Resident Surveys in 1977, 1978 and 1979~ 

(5) 	 Neighborhood Windshield Surveys in 1976, 1977 and 1979: and 

(6) 	 Rehabilitation Audit Surveys. 

This appendix briefly describes each of these data bases. More 
detailed descriptions of each are contained in Volumes II, III, IV 
and V of the Final Report. 

Data From Local PrOQram Officials 

In-person interviews with local program officials were 
conducted four times over the evaluation period: (1) Fall 1976~ 

(2) Spring 1977~ (3) Spring 1978: and (4) Spring 1979. The target 
population for the Administrative Surveys consisted of four groups. 
The first group was all local staff responsible for a particular 
phase of the homesteading program. This included homestead 
coordinators, financial counselors, rehabilitation advisors, housing 
inspectors, and legal counsel. The second group consisted of all 
individuals within the local HOD Area Office responsible for a 
particular phase of the homesteading program, such as the UHD 
coordinator, who was often from the division of Housing Management 

, ,. 
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or Community Planninq and Development. other Ht1D staff involved 
were the Area O:)lUlsel, and individuals responsible for property 
disposition and Section 312 loans. The third qroup included 
participatinq and non-participatinq representatives from the 
financial community. Finally, the tarqet population included key 
individuals in five types of neighborhood preservation proqrams 
active within the tarqet neighborhood, namely: (1) non-UHO housinq 
proqrams; (2) public works and physical improvementst (3) municipal 
services; (4) social services, and (5) community orqanization 
activities. 

HOmesteader and Lottery-Rejected Applicant Data 

Durinq the three years of interviewinq, a total of 821 urban 
homesteaders were interviewed. The sample frame consisted of all 
those who received "first round" propertiesl and who had occupied 
their properties by April 1, 1979. Interviews with 10~ of this 
subsample were attempted. The initial, or baseline interview, was 
always conducted within six months of the date on which the 
homesteader first occupied the property. Subsequent periodic 
intervals with each homesteader were then carried out at annual 
interviews until the last survey wave in Auqust 1979. Dependinq on 
the date on which the homesteader first occupied the property, 
therefore, he or she was reinterviewed either twice, once, or not at 
all. The schedule, type (Baseline vs. Periodic), sample sizes of 
the six survey waves of urban homesteaders are presented in Exhibit 
A-l. 

A total of 1,891 interviews were administered to the selected 
urban homesteaders. Of these, 821 were Baseline interviews 
administered within 6 months of the first occupancy of the homestead 
property. A further 661 of these interviews were Periodic 
interviews administered one year after the Baseline interview, and a 
further 399 were Periodic interviews administered two years after 
the Baseline interview. The overall completion rate was quite 
hiqh. Of a total of 914 Baseline interviews attempted, 921 (89.8%) 
were completed. Similarly, of a total of 1,153 Periodic interviews 
attempted, 1,060 (91.9') were completed. 2 It is, therefore, 
reasonable to believe that the findinqs represent a statistically 

l"First round" refers to the initial round of allocations of 
properties to the Demonstration Cities. These allocations, which 
had a value of $4.89 million, were made in October 175. Three 
additional rounds of allocations were made in October 1975. 'lhree 
additional rounds of allocations were made subsequently. For more 
details, see Evaluation of the Urban lbnesteadinq Demonstration, 
Third Annual Report, October 1979. 

2pinal interview status and completion rates by Demonstration 
city for both Baseline and Periodic surveys are presented in 
Appendix A of Volume IV of the Pinal Report. 
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reliable profile of the first round homesteaders in the 23 
Demonstration Cities. l 

'!he content of the interviews with the urban homesteaders was 
directed at their demographic and socioeconomic characteristics, 
their attitudes toward their neighborhood, their experience as 
homesteaders, and the costs and attributes of both their current 
(homestead) and prior housinq. 

The set of Baseline and Periodic survey data of urban 
homesteaders provides the basis for almost all the findinqs relevant 
to the urban homesteaders. There is, however, one relatively small 
additional data set which is used to support a number of 
comparisons. Several of the Demonstration Cities used lotteries as 
a fina.l selection device in choosinq urban homesteaders. '!his 
provides an opportunity, rare in the evaluation of programs not set 
up as social science experiments, to draw inferences based on 
comparisons between groups randomly assiqned to different 
treatments. Accordinqly, an effort was made to locate 
lottery-rejected applicants in 10 of the Demonstration Cities where 
lotteries were used in this manner. A total of 146 such households 
were located 2-3 years after their applications had been rejected in 
urban homesteadinq lotteries. 

Neighborhood SUrvey Data 

At the time that the first wave of resident surveys was 
conducted, between January and March 1977, urban homesteadinq 
activity was underway in 40 neiqhborhoods distributed across 22 of 
the 23 Demonstration Cities. 2 By March 1978, several additional 
neighborhoods were added, increasinq the scope of the sample frame 
to 45 neiqhborhoods in 23 cities for wave two (completed in March 
1978), and wave three (completed in September 1979). 

For each of the neiqhborhoods two different surveys were 
conducted annually. ~e first survey, referred to as the Windshield 
Survey, was conducted by surveyors who evaluated physical conditions 
of streets and residential structures. The second survey I referred 
to as the Resident SUrvey, was administered to households in order 
to obtain detailed info:rmation about personal characteristics. 

lA copy of the Baseline survey instrument is included as 
Appendix B of Volume IV of the F.inal Report. 

2NO homestead properties had yet been transferred to Boston at 
the time. 
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'~xhibi t A-I 


URBAN HOMESTEADER SURVEY SCHEDULE & SAMPLE SIZES 


Subsamples 

Waves 
Jan.-Feb. 

1977 
July-Aug. 

1977 
Jan.-Feb. 

1978 
July-Aug. 

1978 
Mar.-Apr. 

1979 
July-Aug. 

1979 

1 
Baseline 
Sample '"' 241 

Periodic 
Sample = 231 

Periodic 
Sample* = 218 

2 
Baseline 
Sample = 223 

Periodic 
Sample*** = 201 

Periodic 
Sample** = 181 

3 
Baseline 
Sample = 156 

Periodic 
Sample = 143 

4 
Baseline 
Sample = 98 

Periodic 
Sample = 86 

5 

, - - ­

Baseline 
Sample = 94 

----­ ------ ­

.... 
a 
IN 

Total periodic sample for Wave 5 = 361. 

Total periodic sample for Wave 6 = 267. 


*2 from Wave 1 baseline only; 216 from Wave 3 periodic. 
**5 from Wave 2 baseline only; 175 from Wave 4 periodic, 1 Wave 1 baseline. 

***3 Wave 1 baseline. 
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The sampling design used for both types of surveys was 
hierarchical in nature. For the Windshield Survey, all the blocks 
within a neighborhood were first enumerated and classified in terms 
of their proximity to the nearest homestead property. Wi thin each 
proximity category, blocks were then selected at random using 
predetermined sampling rates. 1 Within each block, properties were 
selected for observation by taking every third property on one side 
of the street. Both the side of the street and the first property 
to be included were randomized. The Resident Surveys were then 
conducted with the occupant of one dwelling unit from each observed 
block. The dwelling unit was selected at random from all properties 
observed on the block in the Windshield Survey. 

The above described sampling procedure has the property that 
dwelling units in large buildings and buildings on long streets had 
a lower than avererage probabili ty of inclusion in the household 
sample. To remove this source of potential bias, each household 
observation in the Resident Surveys received a weight equal to the 
product of the inverse of the block sampling rate, the number of 
structures on the street and the number of dwelling units in th8e 
properties. Similarly, each observation in the Windshield Surveys 
received a weight equal to the inverse of the block sampling rate. 
These weights were used in all parts of the analysis designed to 
estimate parameters (means and standard errors) of characteristics 
of the population as a whole. 

The total Resident Survey data set consists of 1,754 completed 
interviews from the first wave, 1,700 interviews from the second 
wave, and 1,678 interviews from the third wave. 

The Windshield Survey data sets obtained during the three waves 
contained some random missing observations in each year. For the 
purpose of comparing neighborhood conditions consistently, only 
those blocks which were observed in all three waves were 
retained. 2 The total number of observations obtained this way 
amounted to 7,938 structures, spread out over 2,559 b1ocks. 3 

1Samp1ing rates were highest for blocks in the immediate 
vicinity of homestead properties and lowest for blocks which were 
further removed. 

2In the case of the five neighborhoods which were only 
included in the last two surveys, observations were eliminated if a 
block was missing from either wave. 

3The corresporiding number of observations in wave one, which 
was limited to 40 neighborhoods, WdS 7,628 structures spread out 
over 2,498 blocks. 
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In addition, for the analysis of property value trends, data 
compiled by the Society of Real Estate Appraisers (SREA) Market Data 
Center was used. This data base contains 100% of all property sales 
involving FHA and VA mortgage insurance as well as a portion of cash 
sales and sales involving conventional or assumed mortgages. The 
Demonstration Cities covered by this data base are Atlanta, Chicago, 
Dallas, Minneapolis and Oakland. Bence, the analysis of property 
value trends is limited to those five cities. 

Rehabilitation Audit Data 

In all, 397 urban homestead properties were inspected between 
December 1976 and December 1978. The properties selected for 
inspection were all drawn from the set of properties acquired 
through the use of the first-round allocations made to the 23 
original Demonstration Cities. 

By April 1, 1978, 1,861 properties had been conveyed by BUD to 
local urban homesteading programs. These accounted for 
approximately $9.4 million of the $16.9 million of the first, 
second, third and fourth-round allocations made to the original 23 
Demonstration Cities by that date. Of these 1,861 properties, 
rehabilitation had been started on 1,173 properties and had been 
completed on only 564 properties, of which 505 were properties 
acquired through the use of the first-round allocations. These 505 
first-round properties constituted the universe from which the 
sample of 397 properties to be inspected was drawn. 

In drawing the sample of 397 properties for irispections, two 
criteria were employed. Firstly, it was considered desirable to 
achieve adequate representation of all the Demonstration Cities. 
Secondly, it was recognized that, by sampling properties as soon as 
rehabilitation was complete and stopping as soon as the desired 
number of inspections was achieved, there would be a systematic bias 
in favor of those properties in which rehabilitation was completed 
rapidly. The sample was designed to avoid this outcome. 

The issue of sampling did not, in fact, arise until the summer 
of 1977 when it became apparent that the unit cost of inspecting 
would preclude a 100% sample of all first-round homesteads, then 
estimated to be around 1,000 properties. At the time that this 
became apparent, approximately 250 properties had already been 
inspected and these were distributed across 17 of the Demonstration 
Cities. The sampling issue then related to the rules which would be 
applied in the selection of the remalnlng properties for 
inspections, so that each city would be represented as adequately as 
possible and so that there would be sufficient representation of the 
"slower" properties. 
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The resulting sample accounted for almost 80% of all the 
properties available for inspection. The breakdown by city, 
together with the within-city sampling rates, is presented in 
Exhibit A-2. It will be apparent that efforts were made to sample a 
higher percentage of properties in cities with relatively few 
available properties. The overall pattern, with its high average 
sampling rates and the existence of only two cities with sampling 
rates below 50%, provides reasonably strong assurance of the 
generalizability of the findings to the 505 first-round properties 
which had been completed by April 1, 1978. 1 

lThe 397 records completed contain some instances where values 
for some variables are missing. This means that, for certain 
analyses, the actual sample size is smaller than 397. 
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Exhibit A-2 


SAMPLE SIZES AND AVAILABLE FIRST-ROUND 

COMPLETED PROPERTIES BY CITY 


City Sample Size 
properties 
Availabile 

Sampling 
Rate 

Atlanta 

Baltimore 

Boston 

Chicago 

Cincinnati 

Columbus 

Dallas 

Decatur 

Freeport 

Gary 

Ind ianapolis 

Islip 

Jersey City 

Kansas City 

Milwaukee 

Minneapolis 

New York City 

Oakland 

Philadelphia 

Rockford 

South bend 

Tacoma 

Wilmington 

16 

3 

4 

19 

8 

8 

53 

18 

11 

28 

28 

12 

5 

13 

11 

14 

4 

22 

26 

46 

17 

17 

14 

36 

3 

4 

26 

8 

8 

53 

27 

12 

28 

30 

14 

5 

28 

11 

27 

4 

33 

41 

48 

18 

17 

24 

0.44 

1.00 

1.00 

0.73 

1.00 

1.00 

1. 00 

0.67 

0.92 

1.00 

0.93 

0.86 

1.00 

0.46 

1.00 

0.52 

1. 00 

0.67 

0.63 

0.96 

0.94 

1.00 

0.58 

TOTAL 397 505 0.79 
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