.-/

I

r-4

1_.

.. .. .. .. .. ..

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

An Impact Evaluation
of the
Urban Development Action Grant Program
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The research forming the basis for this report was conducted by,the
Division of Policy Studies in the Office of Policy Development and
Research, U.S. Department of Housing and Urban Development (HUD).
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FORE\~ORD

Soon after becoming Secretary of HUD, I directed Steve Savas,
my Assistant Secretary for Policy Development and Research, to con
duct a major evaluation of the Urban Development Action Grant (UDAG)
program. A study was necessary because there was no systematic
infor1llation on how well this program was doing its job, which would
enable me to reach an informed decision whether the program was
worth keepi ng.
The UDAG program is designed to stimul ate the economi es of
distressed or declining cities. It does this by providing limited
subsidies for a wide variety of economic development projects which
otherwise would not be undertaken in these areas. To discover what
the program is really achieving in terms of jobs, private invest
ment, and local revenues, the HUD team conducting this study ex~nin
ed intensively a representative sample of 80 industrial, commercial,
and neighborhood projects in 70 cities across the country. They in
spected sites and held detailed personal interviews with key people
involved in the proposal and review of the projects. They also
consulted with a blue ribbon panel of real estate, financial and
development experts on key elements of the program and its process.
The results of the study establish that the program is worth
While, that it is an effective and proven asset in our efforts to
help America's cities. There are some deficiencies in the program
but the study gives specific reconmendations for correcting them.
I have already lnstructed the Office of Community Planning and
Development to impl ement these recommendations so that the program
will be even more successful in the future.
I commend Dr. Savas for completing this high quality evaluation.
It has provided me with solidly-based answers to important questions.

Samuel R. Pierce, Jr.
Secretary of Housing and
Urban Development
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T\.e first UDAl> award ...as made just ::lllar three y;;;.'·s \igo s".1, I.I~-::hough
is reldtively young, a ~uffici~p.t number ~f Pj"~~~c~~ h~s r~ached
:; is l'lear1!1g (;'l<'TIpletion t::> permit Ill'':!li'llinary jUdgr,;",l-:;; ,·",:.:;,;,"a~;'lg the pro
:.-,..'1' s v<\1~. To ;-each such jlJdgments, an in-hc..:se *<:udy ~",":'l intei1Si'lely
er~rtined a representative sample of ao industrial, commercial, and neighbor
:n,C! UDAG 1>roj~~ts in 70 tities (representing proportionately more of those
<;::;''TIpl eted or nearing compl etion). The study team obtained detail ed informa
"';:(;1'; from the major pUblic and private actors involved in the proposal and
~~¥i~w of the 80 projects, carefully examined HUD's project files, and in
~~ected the project sites. ~embers of the team also observed HUD's process
for reviewing project applications and analyzed HUD's computer files having
i1lforrnat1on 01'> all UDAG a\>lards. Finally, the stUdy team consults/:! with
;; ;)lu~ rib:Jon panel of real estate finance and development experts regal'd<ng
Ue issues of substitution and the project review and selection process.
"

pro~,~~

The Need for UDAG
Prior to assessing program impacts, it is essential to know the extent

t? whi cn private inv~stment in i.WAG-supported projects really depends on
the Federal subsidy. If 1t does not, ~hen the gtant is n=re1y sucstituting
f~r

private or non-Federal public investment.

A deta i1 ed review of UDAG project documents by a ?anel of real estate
finance and development experts, combined with infornation obtained firs:
hafld at p,oject sites by the study team, leads to tne conclusion that the
l1'ajority of UDAG projects clearly required the Federal grant in order to
proceed. in 54 percent of the cases, the private investment, jobs, ta)(es.
and other benefits associated with these projects would not have appeared
wi thout UDAG support. Thi sis true for a variety of reason s, i ncl udi ng
extraordinary site development costs and the need for improvements in
public infrastructure to facilitate private investment.
Some projects, however, would have gone ahead either in part or in
their entirety without the UDAG subsidy. In 13 percent of the projects,
part of the project did not depend on the UDAG subsidy; therefore, partial
substitution occurred. Full substitution of UDAG funds for private Or
non-Federal public funds occurred in another eight percent of the projects.
In these cases, there is conclusive evidence that the same projects would
l;~ve been undertaken
without an Urban Development Action Grant. For 15
percent of the projects, the evidence on substitution is inconclusive.
- UD,!o.G funds awarded to projects with conCi11siv!; evidence of eitner
;arti ai c,. full substitution l"epr'csent O'le of every six dollars expended.
~o assess the program's imp~cts, therefore, the benefits associated
"i'.;!'l these unnecessary doilars are subtracted ("discounted") from the
uggregated benefits of the program as a whole.
The Benefits of UDAG
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Summary and Recommendations
The Urban Development Action Grant (UDAG) program is assisting dis
tressed cities and urban counties in promoting economic development.
UDAG subsidies have stimulated additional private investment, jobs, and
taxes that would not have occurred in these places in the absence of the
program and, generally, thi s has been done effectively. However, the
UDAG program has certain deficiencies that have prevented it from bei ng
even more successful. In some instances, for exampl e, Federal funds have
been awarded for projects that would have been completed without the UDAG
subsidy. In other cases, original estimates of anticipated benefits
were overstated. Given the program's underlying strengths, these deficien
cies can be reduced or el iminated, and the program made more successful,
through various administrative changes suggested in this report.

* **
This evaluation of the Urban
addresses four important issues:

Development Action

Grant program

Need for UDAG. Are UDAG funds used only where needed to
stimulate economic development?
Benefits of UDAG. Are the benefits that are intended for
economically distressed cities -- of new private
investment, jobs, tax revenues, and housing -- being
realized or likely to be realized?
Distribution of Funds. Are UDAG funds going to the
cities W1th the greatest need for economic development?
Local Economic Development Caoacity. What role does
UDAG play in bU1ld1ng cit1es' capac1ty to undertake eco
nomic development? How many cities have the capacity to
put together UDAG-type development projects without UDAG
staff assistance?
i

di ffieu1 ty.
On a seeoild emplo.1'll1ent dimension, tlle number of ;;g,,~trllcti::11 jobs
tlitll UOAG projects is Ifery close to that orfg1nll~ly Fed1cted.

.:~:sodaud

lIousing. The amount of housing being delivered through the UDAG
p'ogram is basically the same as that anticipated, with three-fourths
I?f the units directly attributable to or dependent on the UDAG subsidy.
1.iDAG costs per unit are projected to be one-third higher than expected;
dnd fewer units than expected are likely to be priced within the reach of
10101- and moderate-income households.
Taxes. Total tax revenues that resul t frem UDAG projects aI'\'! pro
jected to fall short of original estimates by as much as 40 perce'lt ill',
~fter accounting for the effects of substitution. by about 50 percent. Un
fortunately, exact estimation of the shortfall is precluded by the incom
pi ete or poorly cal cuiated original estimates of new revenues lind by the
'inherent difficulty of projecting the net fi seal impacts of planned real
estate and industrial developments.
Spin-offs. In nearly one-naif of a11 projects, UilAG iiiis been the
catalyst for spin-off private investments such lIS other construction that
is not part of the UDAG project.
Off-site impacts. About 45 percent of all UDAG projects have had off
site effects 011 exi sting businesses. Most -of these are positive -- for
instance, increases in sales volume in stores adjacent to UDAG-supported
projects. In only a few cases is there evidence of adverse impacts.
Relocation. Compared to IIUD's earlier Urban Renewal program. UDAG
has produced relatively little dislocation of households or businesses;
and. all of the dislocation that has taken place was anticipated when
grants were awarded. Di splacement of househol ds has occurred or wi"
occur in 19 percent of the 80 projects examined for this study, resulting
in the relocation of just over 400 households. Most of those relocated
have low- or moderate-incomes lnd pay. on average. about one-third more
for housing after relocation than before. Most remain in the same city
and receive substantial financial and other relocation assistance.
Some displacement of existing businesses has also taken place in one
of every four projects. All of the rei ocated businesses received
er wi" receive financial compensation frem the cities. and the majori ty
~ave root been adversely affected by their displacement.

l:>;;t

Differences Among Types of Projects
The WAG progrilll has f!.flded three d1 stinct types of projects: indus
trial, ccmmercial. and hOllSi n9 developments. Industri al projects require
smaller subsidies than the other types in order to stimulate private 1n
\les-anent but, in, the short run. they are not as likely to stf'!lulate as
.any positive. $~condary eff~cts on other businesses within the community
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Urban Development Action Grants \lIere lWarded are being achieved and, in
addition, certain secondary off-site and spin-off benefits are being gener
ated in a large number of cases. Private investment Ind housing impacts
are closest to being on target; employment impacts itr! less so; and tax
revenue impacts are farther from target. Except for tax revenues, the
llIajority of positille benefits being achieved can be attributed directly
to the award of an Action Grant.
Private Investment. Private investment benefits are being substan
tially realized. DDAG projects are, in fact, generating IlOre private
dollars than had been anticipated when grant awards were made, although
a large amount of this is due to project costs being higher than expected.
After discounting for UDAG dollars that lllere not needed, the amount of
private investment falls a 11ttle short of the original level. It was
anticipated tnat for each 'dollar of UDAG given to a project, 6.3 private
doll ars \'IOul d be invested; actually, the nllllber of di scounted private
dollars per UDAG dollar is 5.5.
One half of the projects examined for this stUdy involve adoitional
pUblic funds besides UDAG; thus, the private investment is being stimulated
by both UDAG and other pUblic monies. In the progr~~ as a whole, for every
public dollar (UDAG plus pUblic grants) spent, there are 4.4 dollars of
private investment.
Finally, the study team has concluded that certain program modifica
tions can substantially reduce the number of awards to projects that do not
need UDAG funds as an investment stimul us. If these changes are made,
it is projected that 6.2 private dollars would be invested for each UDAG
dollar spent -- an amount that is almost identical to the originally
anticipated amount.
Jobs. The UDAG program is producing the majority of the new jobs
that were promi sed when projects were initiated. Before di scounting for
dollars that I>!lre not needed, 77 percent of the anticipated employment
'I s, in fact, generated.
After di scount'! ng, thi s fi gure decreases to
62 percent of the original enpl"oyment goal. at an average cost of 11,570
iJDAG dollars per job. This cost is 62 percent higher than originally
expected. Even so, al though inter-program cempari sons are difficul t 'to
mke, the costs of each job created under UDAG roughly compare with the
the costs of jobs created by other Federal programs such as EDA's Business
DevelolJllent Loan program, and are considerably less than thl) costs of
creating public jobs through the Local Public Works programs. Furthermore.
if program modi fications were to eliminate instances in which UOAG funds
are spent when not needed, the number of jobs attributable to the UDAG
~rogram would be 14 percent higher Ind the cost per job would be eight
percent less than is currently the case.
Apart from those cases where funds were not needed, job shortfall s
are most often due to poor cal cul ati ons iliade at the time grants were
awarded. In about nine percent of the projects, however, job creation
has been reduced by 20 percent or more because the project is in economic
iii

providing both funds and economic development expertise. As such. it is
important to know the extent of city governments' capacity to pranote
local economic development both with and without the technical resources
vf the Federal government.
UDAG and Local Development Strategies. The large majority of
UDAG proJects appear to fit into cities' economic development plans,
largely because of the wide latitude for local discretion that is built
into the program. No instances were identified of direct conflict between
a UDAG project and a city's econanic development priorities. However.
a minority of UDAG projects (perhaps one in four) are essentially ad hoc
responses to opportunities that are not central to any plan.
-----Initiation of Proposed New Projects. More than half of the develop
ment ,deas that eventually rece1Ve UOAG support are first conceived in the
private sector, and a larger percentage are conceived prior to any th,ught
of UDAG. Most successful project appl ications require changes after sub
mission to make them more acceptable for funding. In this regard. the
UDAG staff in Washington provides advice and guidance. and often takes a
direct role in bargaining with private developers in order to increase a
project's benefits to the city. Of the local official s who deal with
UDAG, two-thi rds of those in the 24 small cities incl uded in this study,
but only one-third of those in the 46 metropolitan cities. see this input
as beneficial fran their perspective.
Reuses of UDAG Funds by Local Governments. Three-fourths of the stud
ied cit,es have received at least one UoAG award with a recapture provision
which allows them to reuse some of the funds for future canmunity and econo
mic development activities. Four-fifths of these places have a mechanism,
either planned or in place. to use this money. with most planning to capi
talize city-controlled. revolving loan funds for canmercial. industrial,
or (in a few cases) housing and neighborhood developments. Thus, where
the amount of money that can be recaptured is of sufficient magnitude, it
has the potential to increase cities' future capacity to undertake addi
tional dev_elopment projects and to reduce their Federal dependence. Very
few UDAG projects. however. have yet recaptured funds; therefore, the
extent to which this potential will be realf zed is not presently known.
Local Government's Capacity to Stimulate Economic Development. A
majority of citles inCluded in this study currently possess at least a
moderate amount of econanic development capacity. About one in four of
the metropolitan cities, and one in six of the small cities. have a strong
capacity to put together UDAG-type projects without staff support fran the
UDAG office in Washington. These judgments assume that Federal funds are
available. They consider the City's current administrative capacity. the
trend in that capacity since 1977. the extent to which the city presently
relies on UDAG staff for assistance in shaping projects. the number of
UDAG awards received. and the opinions of local development officials on
this subject.
In about 40 percent of the cities. the UDAG program has altered their
long-run capacity to stmulate ilelol econcrnic development. UOAG has helped
'Ii
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as are commercial projects. The cost. in terms of unAG funds, of creating
new permanent jobs is somewhat similar for industrial and commercial pro
jects. In contrast. housing developments do not appear to have many
short-run economic development benefits, yet they may have seconda~
impacts that provide long-term benefits to distressed cities.
Projects with Problems
When projects do not achieve all of their anticipated impacts, thi s
is most often due to over-estimations of benefits made at the time awards
are given. In addition, the UDAG program cannot take credit for bene
fits that are associated with projects not needing UDAG support;
this
is another reason for some of the differences between anticipated and
attained impacts.
A final reason for not achieving all of the original goals is that so~e
projects, once initiated, experience unforeseen financial difficulties that
reduce the level of program benefits. As of June 1981, about one in ten
projects faced a serious financial or other probl em that has or coul d
seriously jeopardize the project's benefits. The sources of problems
include: changes in national economic conditions; the risk inherent in
some types of development; and, in one cllSe, a violation of HUD's grant
agreement. Hei ther the number of projects wi th seri ous probl ems nor the
actual or potential loss of benefits stemming from these problems appears
large in relation to the overall magnitude of the UDAG program.
A separate analysi s of construction delays shows that 15 percent of
the sal,pled projects will finish construction at least a year behind the
original schedule; reasons for construction delays vary, inclUding adminis
trative problems and changes in financing or project scope.
Distribution of Funds
While the UDAG program bases a city's el igibility to participate
on whether it meets the program's criteria of economic distress, the
program relies on the capacity and initiative of cities to submit appli
cations for awards. The resul.ting distribution of funds tends to favor the
more economically distressed of el igible places, although this is less so
for small as opposed to large cities. Among the large cities, over 60 per
cent of all UDAG awards and dollars go to the most distressed communities;
this targeting, however, is due primarily to the larger number of UDAG
applications submitted by the most distressed group of cities rather than
from any competitive advantage in the appl ication process. The less
distressed large cities, in effect, select themselves out of the UDAG
competition to a certain extent by applying less often. The distribution
of UDAG awards and funds across states and regions closely corresponds to
the distribution of the population eligible for the program.
Local Economic Development Capacity
UDAG projects are cooperative ventures between the private sector,
local government and the Federal governnent, with the Federal government

v

award decisions are made; and early monitoring
should be strengthened to detect ~~rging ~rob
l~s.

c. To improve the accuracy of the impact estimates
used to rank projects for selection, steps should
be taken to avoid the more common errors. Jobs
should be estimated as full-time equivalents and be
consistent with national or regional benchmarks for
particular industries. Jobs merely transferred from
existing facilities should not be counted. Cities
should receive more guidance on how to estimate
revenue impacts. And, alternative methods of esti
mating the leveraged private invesbnent should be
developed.
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to enhance local capacity in the following ways: by stimu1 ating the first
use of some development tool; by creating new offices or staff positions; or
by providing an initial opportunity to engage in UDAG-type negotiations. In
the other 60 percent of the cases, UDAG appears to have had 1itt1 e or no
impact on the city's capacity to stimulate economic development.
Recommendations
Based on these findings, it can be concluded that the Urban Develop
ment Action Grant program is substantially fulfilling its mandate. Al
though the results of UDAG projects do not quite meet the original expecta
tions for those projects, the program as a whole is generally very success
ful and compares favorably with other programs. As a development tool,
UDAG is providi ng primary and secondary benefits to di stressed local ities
that constitute a net addition to their economies. This is being accom
plished with few adverse side effects.
The program can be improved, however. Certain pol icy and program
changes are in order to strengthen UDAG. In general, these can be accom
plished through regulatory modifications under the existing statute.
The following recommendations are made:
1. The UDAG program should be continued.
2. To be true to its mandate, the program should sharpen
its focus on economlC development. ThlS means placlng
prlmary emphasls on lndustrlal and commercial projects
or on mixed-use projects which include housing only as
an integral part of a local economic-development stra
tegy.
3.

Program changes should be made to improve its perfor
mance.
a. To insure that Federal money does not substitute
for private investment or non-Federal public funds,
project selection procedures should be improved.
Where feasible, expert opinion should be sought
about local real estate and market conditions; app
licants should be required to further document
their claims that sufficient private funds are un
available and that other public sources have been
exhausted; and the process by which HUD Area Office
personnel participate in project review should be
strengthened.
b.

To assure that project benefits are fully real
ized, greater attention should be paid to finan
cial feasibi1i~ when projects are selected. Dis
crepancies between Headquarters and Area Office
evaluations shOUld be reconciled before project
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I. Introduction

1

more

jo~s

and a larger local tax base. A city's el1gibility is basec

upon the age of its housing stock, its

per

capita

incOT.e, poverty ana

unemployment rates, and population and job lags/losses.
Under the UDAG program, grants made to local

governments are usee

as incentives to stimulate private sector economic activity.
time grant, in an amount mutually

satisfacto~

parties, is tied to a specific private investment.

to

HUD and the local

Several

can be made of an Urban Development Action Grant.

Each one

possible uses

It can be used

for:

(a) below market rate loans to a developer; (b) land write-downs, dernolition, relocation costs, on-site

improvements, and similar subsidies to

UDAG'. Intended Impacta on DIIlrMMd C/IlM
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reduce a developer's costs; (c) public infrastructure or other public
improvements adjacent to a project site; or (d) a canbination of these
incentives.
An application for In Action Grant is generally prepared jointly by

city officials and the developer(s), and is submitted to HUD by the city.
All applications are reviewed by the UDAG staff in the Washington headquar
ters of HUD (utl1 iZing cOlllllents and recommendations from the appropriate

CITY TYPES -- AS USED FOR UDAG PROGRAM PURPOSES
Small cities are cities under 50,000 population which are
not central cities of a Standard Metropolitan Statis
tical area.
Metropolitan cities include cities of 50,000 population or
larger, cities under 50,000 population which are cen
tral cities of an SMSA, and urban counties of 200,000
population or larger.

HUD Area Office).

There are four metropolitan city funding rounds and

four small city rounds each year during which new applications and those
"hel d over" from previous rounds are reviewed.

Because funds are limited,

only some of the applications are approved and grants provided.
In an attempt to assure that only acceptable and viable projects are
funded, the UDAG program places a heavy emphasis on the application review
process. To further assure viability, no funds are transferred from HUD
to

the local government until a set of legally binding comnitments is

signed by the city, the developer(s), and the lenders(s), assuring that the
private investment in the project will be

~de.

I

In its first three years of operation (f.e., through June 1981), the

-5-

UDAG program

rece~ved

2,188

A total of 1,201 awards have been

appl~cat~ons.

i

I
I
lI

TERMINOLOGY:

GRANT AGREEMENT

A grant agreement spells out the respons~bilities of each
of the parties ~nvolved ~n a UDAG project: HUD, the
c~ty, the developer(s) and the lender(s). Th~s contrac
tual relat~onship assures HUD that the pr~vate commit
ment to develop a project ~s firm. For ~nstance, HUD
agrees to provide fund~ng for part~cular purposes,
while the developer agrees to ~nvest a specif~ed amount
~n the project and to create a certa~n number of jobs.
The grant a~reement ~s signed by HUD and the c~ty fol
lowing HUD s decis~on to approve the project. The
agreement ~s not enforceable, however, unt~l supple
mented by a set of legally bind~ng comm;tments signed
by the city, the developer(s) and the lender(s).

!

made, which
~ncludes

~ncludes

1,099 projects at

var~ous

stages of completion (th;s

some projects which are already fully constructed) and 102 pro

jects term;nated after award.
were ei ther w; thdrawn by the

The remaining 987 unfunded applications
c~

ty or rejected by the UDAG revi ewers.

To date, slightly over $2 bill ion has been awarded.
award has been $1.86 million. Projects are
merc~al,

and

ne~ghborhood.

class~fied

The average

as industrial, com

11 -The number of projects funded to date has

1/ These are UDAG des~gnations that have been used for adm~n;strat~ve
- purposes ~n order to meet the statutory requ~rements of balance amon9
the three types. Th~s requ~rement was rescinded ~n the 1981 amendments
to the program. Although many projects are multi-component, and thus
are difficult to classify as, say, simply ·commercial," these UDAG
designat~ons usually provide an accurate (though somet~mes oversimpli
fied) portrayal. The "industrial" and ·commercial" categories are
self-explanatory. The "neighborhood" _category includes res~dent~al
projects, but also ~ncludes some projects which are primarily or ent~re
ly industrial or commerc~al.

-6-
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been split fairly evenly among these three

~pes;

projects have received 50 percent of all UDAG funds.

however, commercial
The average award

for cOl1lllercial projects has been about twice the value of industrial and
neighborhood awards.
Why thi s Study?
Since the Urban Development Action Grant program is rel atively new,
information on real program impacts has tended to be anecdotal and incon
clusive. Consequently, in March 1981, HUD Secretary Pierce requested a
systematic eval uation.

Al though several studi es of UDAG had been carri ed

out previously, each had been handicapped by the lack of an in-depth data
base for examining program impacts.

This study fills that gap by looking

thoroughly and objectively at a representative group of projects from
whi ch val i d inferences can be drawn about the program and its effects.
Issues Addressed
This study examines the following important and controversial program
issues:
o The Substitution Issue. In how many local economic
development projects receiving subsidies under the
UDAG program would the private investment have oc
curred in whole or in part without the UDAG-funded
activities? And, in how many instances, and to what
extent, do Federal funds merely substitute for private
or other public investment?
o The Imfacts Issue. Are the benefits intended for eco
nomica 1y distressed cities -- of new private invest
ment, jobs, revenues, and housing -- being realized
or likely to be realized?
o The Distribution of Funds Issue. Are funds going to
cities with the greatest need for economic develop
ment? and
-7-
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Population Coverage
o Thirty-five percent of the U.S. population lives in UOAG-eli
gibie communities; of this group, 70 percent live in metro- ,
politln cities, and 30 percent live in small cities.
Review and

Awa~ds

o There are four ~etropolitan city funding rounds and four small
city funding rounds each year.
o The annual number of awards has increased from 236 in FY 1978
to 285 in FY 1979 and 416 in FY 1980.

I

o In a given funding round, one-half of the applications consider
ed have been new and one-half have been ~held over" from pre
vious rounds.

j

Projects

I

o Fifty-five percent of all applications eventually have resulted
in an award.
2,188 project applications were received through June, 1981.
1,099 projects received awards and were not terminated:
3b4 were commercial projects; total award: $1.013 ~illion
354 were industrial projects; total award: $513 million
381 were neighborhood projects; total award: $512 million
102 projects were terminated after award.
987 projects were withdrawn or rejected.

I

I

II
i,

I

FundS Awarded
0 Total funds awarded through June 1981:

$2.04 b11lion

0 Average project award:

$1.86 11111110n

0

Average commercial project award:
Average industrial project award:
Average neighborhood project award:

$2.78111111on
Sl.45 1111 110n
$1.34 l111lion

0

Average metropolitan city award:
Average small ci'Y award:

$2.44 lIillion
$ .99 lIillion

0

Llrgest single award (to Hamtrlmc~. Mich.): $30 Dillion
Smallest single award (to Dowagiac. Mich.): $35 thousand
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o The Local Economic Development capacit Issue. What
role does UDAG play in local economic evelopment
efforts and in building cities' capacity to undertake
such activities? How many cities have the capacity
to put together UDAG-type development projects with
out UDAG staff assistance?

a

KEY UDAG DATES
October 1977

UDAG program established; annual
authorization set at $400 million.

June 1978

First UDAG projects received pre
liminary awards.

December 1979 Legislation amended; annual authori
zation increased to $675 million.
July 1981

Legislation amended; annual authori
zation decreased to $500 million.

Components of the Study
This study_has five major components.
Issue Identification. To initiate the evaluation, a comprehensive
literature review was conducted to identify the most important UDAG
program issues.

The issue 1ist was modified and supplemented through

extensive discussions with key policy makers in HUD and OMB.
Primary Data Collection and Analysis. A major component of the study
was the on-site collection of a wide variety of infonnation for a sample
of 80 UDAG projects.

These projects are intended to be representative of

the program as a whole; to achieve this representation, a stratified ran
dom sample was chosen.

Stratification occurs along three dimensions.

First, llletropolitan projects and small ci 1;y projects are represented in

-9-
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SOME PREVIOUS RELEVANT STUDIES OF UDAG
o U.S. General Accounting Office. i-mgrovements Needed
in Selecting and Processin Urban eve10pment Action
rants
o Richard P. Nathan and Jerry A. Webman (eds.) Urban
Development Action Grant Program: Papers and Confer
ence Proceedlngs on Its First Two Years of operatlon
(1980) •
o U.S. Congress. Congressional Budget Office. Urban
Development Action Grants: Initial Program Experience,
Issues and options (1980).
o U.S. Department of Housing and Urban Development.
Urban Development Action Grant Program: Third Annual
Report (1981).
o Urban Land Institute. Findings of the Special Advi
sory Panel for the Urban Development Actlon Grant
Program \1980}.
o Abt Associates, Inc. The Urban Development Action
Grant pr08ram: A ComprehenSlve Evaluation Deslgn
(August 1 81).
o U.S. Congress. House Appropriations Committee. A
Report on the Urban Development Action Grant Pro~
gram (1980).
NOTE: These documents and others are described more
fUlly in an annotated bibliography which appears
as an Appendix to this report.
the sample in roughly the same proportion that UDAG funds -- not projects
-- are split between the two categories•.!! second, since the program has
~volved

considerably since its first year of operation, especially in terms

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

I!
1/ Through June 1981, 22 percent of UDAG funds have been awarded to small
- cities. Thirtj percent of the samDled projects are in small cities.
-10-
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of review of applications, projects funded in 1978 are intentionally under
represented.l! Third, since the studY emphasizes determining actual program
impacts, projects at or near construction completion are intentionally
over-represented in the sample.

MAJOR COMPONENTS OF THE STUDY
o Issue identification.
o Literature review.
o Discussions with principal staff of HUD and OMB.
o Primary data collection.
o Discussion guides designed and pre-tested.
o Sample of 80 projects selected.
o Examination of UDAG project files.
o In-depth collection of data on-site.
o Primary data analysis.
o Analysis of data collected.
o Analysis of the necessity of UDAG funds by
an independent panel of nine nationally
recognized real estate development and finance
experts.
o Participant observation of UDAG application review
process.
o Secondary data
o Use of UDAG
o Analysis of
o Analysis of

collection and analysis.
computerized data base.
the universe of UDAG applications.
the universe of funded projects.

The intentional overrepresentation of metropolitan projects and more
recently funded projects assures that the sample represents the program as

11

Review of UDAG applications has evolved into a much tighter and stricter
process since the program began. As a result, projects funded in 1978
are less representative (than later projects) of the current UDAG pro
grill'l.

-11-

it has evolved to date.
tion provides

~

The oversampling of projects at or near comple

large percentage of sampled projects where actual impact

infonnation -- rat"er than projected impact infonnation

coul d be ob-

tained; al so, more accurate projections can be made for nearly completed
projects than for projects far from completion.l!
The 80 projects are located in 70 cities in 29 states.

As shown on

the accompanying map, the vast majority of the projects in the sample are
located in the 16 states with the largest amount of UDAG funds received
during the three-year period between June 1978 and June 1981; cities loc
ated in these states received 77 percent of the total funds awarded duri ng
that period.
A wide variety of activities was undertaken in the sampled projects.
As indicated in the accompanying table, the 80 projects will result in a
total of 292 components.
Study team members spent an average of two days at each project site.
Prlor to these visits, the UDAG files for each project were thoroughly
reviewed.

The file review enabled the team to identify major project

actors, to_ detennine cases of missing key information, to identify any
apparent inconsistencies in the descriptions of various aspects of the
project, and to obtain baseline data for the impact analyses.
Whi 1e on site, the study team di rectl y observed the proj ect and its
surrounding neighborhood.

In addition, in-depth discussions were held with

1/ The intentional overrepresentation of projects which are further along
- in construction does not result in a bias towards small projects. In
fact, the median total investment in the 80 projects is slightly larger
than the median investment in all UDAG projects funded through September
30, 1980.
-12-
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COMPONENTS OF THE "SO UDAG PROJECTS EXAMINED FOR THIS STUDY
Number

Type of Component
Street construction. paving.
curbing. gutters

31

Industrial buildings (new and rehabilitated)

28

Water. sewer and utilities

26

Retail buildings (new and rehabilitated)

23

Parking (including lots. rlmps and garages)

23

Site preparation by public agency

22

Equipment (industrial)

21

Office buildings (new and rehabilitated)

21

Land acquisition by public agency

20

Relocation (business)

20

Beautification (including landscaping.
parks. streetscaping. pedestrian
malls and plazas)

16

Housing

15

Relocation (residential)

15

Shopping .alls

8

&

Hotels and convention centers

6

Equipment (commercial)

5

Nursing homes

3

Other
Total Number of Components
(Total Number of Projects)

-13-

12
315
(80)

city development officials, developers, lenders, permanen!: employers, and
other key participants]1 These were- structured hi discussion guides, which
:: . .
... ' - . - , ' -,
,
had been 1'l"etested" at:; 'three" ilon-sampl e"· s1 tes." - Dfscussions wi th I wi de
~

,~. ~,

~

',~ ~

~

r~nge of project actors -- each with different .~ll!s•. perspec:~ives and in

terests -- were aimed at eliciting a

ccmple~

and-Objective.picture of eacn
,

';';

project.

1'-.'-

In many cases, consi stent fnfonnatfon was obtafned from different
>:.

~~.~"J'

.:~:'::-

persons but., fn others, apparently

",. ............ _~

-,"~;,_.~~

contra~fctory

. ~. :

- -

_.

"

_~

facts were provided.

"

-:.,

.~

-

In

~.._.. _.~-" ,·r.'. -.;.- .... "
location of the 80 sample Projects

o

'--r--1-~' 0
f----.....:o::.r-~

.
00

.-:
0

---------------. "-

11 Across the 80 sites, discussions were held with a total of 600 indiYi

-

duals other than HUD Central Office and Area Office staff.
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the latter, team members judiciously probed for further information and
explanations in order to arrive at a reasonable conclusion.

Following the

site visits, this information was sytematica11y analyzed to address each of
the basic issues of concern.
Expert Panel Analysis.

In determining whether the UDAG was needed to

stimulate private investment, considerable assistance was provided by an
independent panel of nine nationally recognized real estate finance and
development experts.

These experts brought to bear a set of experience

in, and Knowledge of, urban real estate development that added significantly
to the study team's capacity to address this issue.

The panel util ized

information available from the UDAG project files, as well as the infor
mation collected on site by the HUD staff; panel members worked inde
pendently. and also met in groups to discuss individual projects.
Participant Observation.

To learn about the UDAG application review

process, members of the study team observed two complete funding rounds
-- one small city and one metropolitan city selection process.

From

this, the team gained an understanding of how UDAG reviewers analyze and
approve (or reject) projects.
Secondary Data Collection and Analysis.

Data

for the

entire uni

verse of UDAG applications and awards are maintained in computerized form
by HUD; secondary analyses of these data were conducted on (a) the universe
of all UOAG applications received through June 1981, and (b) the universe
of all projects funded through June 1981.
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OrganizDti~n

of This Report

Tile :otudy' s findings on the extent to which
are presented in Part II.

UD~G

{linGs wre necessary

If a project would have proceeded without

UDAG, the jobs, taxes and other illlpacts generated cannot be said to hive
~en

stimulated by it.

Plirt III, wllich presents the illpact findings,

takes 'Into account whether those illllpacts can be attributed to UDAG.
While Parts II Ind III Iddress the extent to which UDAG's purposes Ire
being accompli shed, Plrt IV examines wh,y some projects Ire not producing
as llUlny benefits as expected.
Although only cities which Ire officially designated IS -distressed"

Ire eligible to receive UOAG funds. t..ttere i!
distress lmong these cities.

~ ~1~ r~nse

of $@ver1ty of

Part V examines the extent to which UDAG

funds llre targeted to the =ore distressed eligible cities.
Plrt VI examines the relationship between the UDAG program Ind local
economic development, focusing on such issues IS UDAG's impact on cities'
economic devel apment capaci ty, potential use by the cities of recaptured
UDAG funds, Ind the process by which UDAG proposals Ire developed at the
local level.

Finally, options for program improvement Ire presented in

Part VII.
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II. Substitution -
Is UDAG
Necessary?

17

I
I

.'

Substitution • •
Is UDAG Necessary?

I
I

'I.
I

I
I
I
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I
I
I
I
I

2

The primary goal of the Urban Development Action
Grant progrllll is to induce economic development
in distressed cities and urban counties by stimu
lating private investment that would not other
wise have occurred. In the majority (64\) of
cases. this goal has been realized:
UDAG funds
were definitely needed for the private invest
ment. associated jobs and other benefits.
In
eight percent of the projects. the grants were
unnecessary to stimulate any of the private
investment while in another 13 percent. they
were needed only for a portion of the private
sector's undertaking. The evidence is inconclu
sive in the remaining 15 percent of the cases.
The amount of unnecessa~ UDAG funds awarded to
projects amounts to one dollar for every six ex
pended. Unnecessary expenditures occurred as of
ten in recent years as in the first year of pro
gram fundi ng.

An Urban Development Action Grant is intended to be used lillen it can
can be demonstrated that it is a
.ent in a distressed

ci~.

necessa~

catalyst for economic develop

In spite of the fairly severe economic problems

faced by such cities. some development projects will proceed without

19
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TERMINOLOGY: SUBSTITUTION
Substitution occurs in a project when Federa' funds
~!y for some portion of In investment that the pri
nte sector or state or local governments woul d
have paid for in the absence of UDAG funding.
-But for" is a shortened version of the statement,
"but for" the UOAG, tlli s eroject woul d not be bul1 t ....
A project that meets the but for" criterion would
be contingent upon UDAG funding; without an Action
Grant the project would not be built.

I

According to the Wydler Amendment, two conditions
be met: (a) UDAG funds should not SUbstitute for
or replace other non-Federal funds, and (b) the pro
ject would not be built ·but for" the UOAG award.
Any project that fails either of these tests, in
whole or in part, is referred to in this study as
having full (or partial) SuDstitutfQ"=
~ust

I

*The ·but for· criterion is fOund in the UDAG program
regulations at Section 570.451 (i)(3) and 570.459(u).
subsidy as an inducement.

For other projects, however, UDAG is a neces-

sHy because of the high risk and/or extraordinary development costs
associated with these types of places; in these cases, development will
not occur without UDAG.

Often, the dividing line between these two types

of projects is thin.
During the program's early IIOnths, UDAG reviewers did not emphasize
the question of whether an Action Grant was necessary to induce the pri
vate investment in funded projects.

By early 1979.

ho~ver.

this question

was routinely addressed. In December 1979. the Wydler Amendment!! required

11 P.L. 96-153, Section 104 (the Wydler Amendment) amended Section 119 of
-- the Housing and Community Development Act of 1974.
-20-
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such review. Thus, UDAG must determine on which side of the dividing line
each proposed project falls.
Addressing the Substitution Issue
Substitution occurs if the UDAG is

unnecessa~

ly substituting for private or non-Federal funds).

(i.e., if it is mere
The substitution issue

has three aspects:
(l)

Wou1 d a project have had the same scope wi thout
UDAG?

(2) Would a project have gone ahead at the same
location (i.e., within the same city) without
UDAG?

(3) Would a project have proceeded at the same time
wi thout UDAG?
If the answer to all three of these questions is yes, then full substitution
has occurred (i.e., the same project would have proceeded at the same 10ca
t i on and at the same time wi thou t UDAG).

In contrast, i f a proj ect at the

same location and time, but with a reduced scope, would have proceeded
without UDAG, then partial substitution has occurred.
Scope.

When examining scope, the question is whether a project of the

same size (e.g., the same square footage or number of stories) and with the
same basic components (e.g., a first floor retail mall with upper floors of
office space) required the UDAG to go forward. For some projects, the answer
to this question is neither yes nor no; rather, for them, part (but not all)
of the project would have gone forward without UDAG. For example, with an
UrbanDeve10pment Action Grant, a multi-component project with a hotel,
office building and parking garage would be built, but without the UDAG
only one component, such as the office building would be constructed.
-21-

Location.

>or most projects, tne location issue ! S .laCi'esse:: :y deter

mini n9 whe"'her the project woul d have
ci ty wi thou't tlDA.G.

p~oceeded

; 11 the

.~rr.e

1\1 stressed

In a handful of cases, howeve", the !JDAG project is

<'lesigned to contr-ibute to an explicit, location-specific city economic
development goal, such as the revitalization of the Central Business Dist
i"ict or the development of an industrial park.
the appropriate locatlon

For these few projects,

question is whether the project, without UDAG,

would have proceeded in the same neighborhood or area of the distressed
city.
Tim~I1".
~ave

would

When examining timing, the question is whether the project

proceeded at the same time

a year -- without the UDAG.

or with

a delay of less than a

The one year time frame was selected for ana

lytic purposes; it is not based on any legislative or regulatory specifica
tions.
Study Approach
Two interdependent approaches are used ,to assess the substitution
issue for the projects studied.
by members of the study team.

The first involved visits to each project
Prior to these site visits, the team obtain-

ed extensive infonnation from the UDAG project files and often discussed
the projects wi th UDAG staff reviewers.

At

the project site, team

members probed for infonnation that woul d provide a broader perspective
on the project beyond that obta inab 1e fran merely readi ng the fil es.
The site visits included

inspections of the projects.

discussions were held with a wide varie1;y of project actors
developers,

In addition,
inclUding

lenders, and city development officials, among others.

First

hand information was obtained on a varie1;y of contextual factors, including

-22-
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site history, market conditions, other economic development activities in
the area, and the intentions and long-term economic interests of the major
project actors.

This approach enabled the HUD staff to form a full and

accurate picture of the project -- especially w1th respect to the substi
tution issue.
A complementary approach to assessing substitution was made by conven
ing a panel of nine nationally-recognized real estate finance and develop
ment experts.

The panel used the data from the fil es and information

gathered on si te, in conj unct i on w1 th thei r knowl edge of and experi ence
in real estate development, to arrive at an independent assessment of
substitution.

In thi s assessment, the expert panel examined such factors

as rate-of-return on investment, market conditions, and development costs
in order to facilitate analysis of the scope, location and timing ques
tions. The evidence and conclusions of these two approaches were carefully
considered and weighed in maki ng a final judgment on the substitution
questi on.J!
Findings
Full substitution occurred in eight percent of the 80 projects.

In

all cases of full substitution, conclusive evidence indicates that the

1/ There are other ways to approach the substitution issue, some of
- which appear to be conceptually simpler than the method used here.
However, other approaches have not yet been tried and even their
proponents admit that they suffer from both conceptual and practical
difficulties that w111 take considerable time to pilot test and
remedy. The approach used here is decidedly preferable to other,
untried approaches given the purpose and time constraints associated
with this evaluation.
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---""----TnE INDEPENDENT PANE~
OF REAL ESTATE INVESTMENT EXPERTS
Jean C. Felts, (New Orleans, LA) Vice-President, Ilaguespack, Dupree
and Felts. Ms. Felts has had extensive experience in appraisal review
of indus~rial and commercial real estate developments and carries the
professional designations of CRE and MAl. She is also a member of '
the Urban land Institute, t~e Real Estate Board of New Orleans and the ,
Louisiana Realtors Association.
James A. Graaskam~, (Hadiso~, WI) Professor and Chairman, Department
of Raal Estate an Urban Economics, the University of Wisconsin. Dr.
Graaskamp is also the head of Landmark Research, Inc. He has written
numerous books and articles on real estate inves~~nt. He has acted
as a consultant to the Society of Real Estate Appraisers, the Mortgage
Bankers of America and the Urban Land Institute. Dr. Graaskamp has
received numerous academic and professional awards. HiS title includes
the profess<onal designations of: SREA, CRE and CUPU.*
W<lliam N. Kinnard, (Storrs, CT) Professor of Finance and Real Estate,
univers'ty OT Connecticut. ~r. Kinnard has received numerOUS academic
and professional awards. He has written numerous books and articles
on real estate and, in addition to being a certified Realtor, Dr.
Kinnard carriers t~e designations of SREA, MAl, CRE, ASA, CMI.+
Robert T. Kist, (St. Louis, MO) Midwest Regional Vice-President, the
Equitable Life Assurance Society of America. Mr~ Kist is also a member
of the Governing Council of the A.'l1erican Ins~itute of Real Estate
Appraisers and is also a member of the Board of Directors of Downtown
St. Lou; s.

Richard D. Marshall, (Newark, NU) LLB, Professor of Manageme~t, Grad
uate School of Management, Rutgers University. Mr. Marshall has been a
Senior Investment Analyst and Senior Mortgage Loan Appraiser for the
Prudential Life Insurance Company of America. He is the author of many
articles on real estate i~vestment. He is a member of the Board
of Directors of the Trust for Publ ic Land and the Rutgers University
Mi nority Investment Company (among others). He is a certi fi ed Revi ew
Appraiser of the National Association of Review Appraisers and an
associate member of the Society of Real Estate Appraisers.
Thomas F. Murray, (New Yor!:, NY) former Executive Vice-President and
Ch 4ef Investment Officer, the Equitable LHe Assurance Society;
former memoer, Board of Directors, U.S. Chamber of Commerce; member
of numerous corporate boards, among them: Franklin Savings Bank,
Equitable Mortgage and Realty Investors, American Property Investors,
Inc. (Pr-esident), and Paine Webber Cash Fund. Mr. Murray is also a mem
ber of the following professional organizations: Urban Land Institute
{President, 1975-1977), Real Estate Board of New York, New York Society
of Real ~state A~a1ysts, and SREA.*
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Robert M. O'Donnell, (Denver. CO) President, HOM Associates. Since
1947, Mr. O'Donnell has led the planning for lIajor shopping center
developments, new communities and other residential developments. He
is also a Trustee of the Urban Land Institute and has served on numerous
panels dealing with national Ind international housing and development
issues.
David Scribner, Jr., (Storrs, Cr) Center for Real Estate and Urban Eco
nomic Studies. Mr. SCribner is a specialist in real estate investment
analysis. He has many years of experience in analyzing cash f1 ow pro
jections, economic feasibility studies and Il\Irketing studies. He is a
member of SREA and ASA.* He is the author and contributing author of a
number of articles on real estate investment. Mr. SCribner has an MBA
from the Universi~ of Connecticut with a specialization in Real Estate
Finance.
Maury Seldin, (Washington, DC) Professor of Real Estate, College of
Business and Administration, The American University; President and
Board Member, Homer Hoyt Institute; Principal, Metro Metrics, Inc. Dr.
Seldin has authored and co-authored several books and an extensive
number of articles in real estate finance and development. He is a
member of the board, American Real Estate and Urban Economics Associa
tion: Member, Board of Governors, George Washington Chapter of Lambda
Alpha; Member, Washington Board of Realtors; Member American Society
of Real Estate Counselors; Research Fellow, Urban Land Institute. Dr.
Sel din served as coordinator of the panel but did not review any of
the projects.
Arthur M. Weimer, (Bloomington, IN) President of Weimer Busi ness Ad
visory 5ervlce; Chairman, Business and Real Estate Trends, Inc.; Presi
dent, Foundation for Economic and Business Studies; former Dean of the
Graduate School of Business, Indiana University; former Professor of
Real Estate and Land Economics.
Dr. Weimer is a member of several
corporate boards. He is the co-author of a-leading text on real estate
and has written extensively in the field.
* Abbreviations for professional real estate organizations are:
ASA
CMI

The American Society of Appraisers
Certified Member of Institute, Institute of Propert¥
Taxatiorl
CPCU Certified Property Casualty Underwriter, College
of Property Underwriters
CRE Counselor of Real Estate, American Societ¥ of Real
Estate Counselors
MAl Member Appraisal Institute, The American Socie~
of Real Estate Appraisers
SREA Senior Real Estate Analyst, Societ¥ of Real Estate
Appraisers
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same project would have occurred in the same place and time without UDAG
funding.

In eddition, partial substitution occurred in 13 percent of the

projects.

In these cases, some part of the project did not depend on UDAG

SUBSTIllJTIDN

-Full

Partial

Inconclusive
l5~

l3~

-1I0ne
64~

funding.

In 15 percent of the projects. there was some, but not sufficient,

evide~ce

to suggest that substitution mignt have occurred. Finally. in two

out of three projects, the UOAG was clearly needed in order for the project

to go. ahead.

11

The percentage of projects having substitution is approximately the
slime for

projects funded in

funded since that time.

the early lIOnths of the

program

IS

those

In addition, there appears to be no project type

(commercial, industrial or neighborhood) which 15 IDQre likely than any

-

other to have subst1tution.

Likewise, no difference appears to exist

between small city and Jlletropolitan city projects in tems of the frequency
of substitution.
As stated above. UDAG projects Ire obligated to Meet both require

ments of the Wydler Amendment:

UDAG funds should not substitute for pri

'lite or non-Federal public funds; Ind tile private investment shoul d be

1/ In addition to projects involving substitution. three projects had
- grants or loans significantly in excess of the emount needed to obtain
the same private investment. In these projects the UOAG was clearly
needed, but the grant or loan was inefficient. A smaller grant/loan
could have leveraged the same level of private investment.
-26-
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contingent on the

Action Grant.

The amount of UDAG funds

projects or project components which fail either of these
equal to 17 percent of all UDAG dollars expended.
Evidence of Full Substitution.

allocated to
requirements is

11

Conclusive evidence that full

stitution occurred was found in six projects (8t).

Five of the six projects

involved the substitution of Federal for private funds.
Federal funds substituted for local funds.

sub-

In one

project.

The following kinds of evidence

led to these conclusions:
o Existence of commitments to fund the same project (either
publicly or privately) prior to applying for UDAG funding.

*

Example: In a large industrial expansion, in which UDAG
pald the major cost of a sewer line, the.re was irrefutable
evidence of commibnent between the firm and the city in
dicating that if the city did not receive a UDAG the firm
would pay for its share of the sewer line. The UDAG was
c1 early unnecessary for 1everagi ng the private investment.

o No c1ear relationship between private investment and UDAG
funded public improvements.

*

Example: UDAG funded parking, street improvements and a
pedestrian plaza in a downtown. In this case, however,
the private invesbnent bore no relationship to the public
improvements. The major component of the private i nvest
ment was a new office building located three blocks away
from the nearest UDAG-funded improvement. The additional
parking provided by UDAG is not related to the new office

1/ It should be noted that in the sample of projects examined for this
- study, one project alone accounts for nearly half of all of the substi
tuted dollars. Although on some dimensions this project cou1 d be con
sidered an out1 ier -- it has the largest private investment of any project
in the sample and a leverage ratio of 30:1 -- the Action Grant, though
large, is not the largest of sampled projects. Therefore, it is appropri
ate to retain this project in the sample despite its disproportionate
impact on the number of substituted dollars. See Appendix A for further
discussion of the·ca1culations of substituted dollars.
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bui 1di ng; the developer provi ded parki ng on lots adjacent
to the new building.
o Instances where,

in the opinion of the expert panel, there

was sufficient financial feasibility for the project to have
occurred without UDAG and where evidence gathered from the
field demonstrated a prior private commitment to the project.

* Example: In a housing project where a UDAG was funded to

help solve a drainage problem in the area, the panelists
pointed out that under ordinary procedures of subdivision
development, the future homeowners would have been assessed
for the cost of correcting the drainage problem. Additional
evidence made it clear that the same project would have
been undertaken without UDAG because: (a) the developer
had been building and selling homes in the

sa~~

area fer two

years prior to funding; and (b) the demand for housing was
strong due to the availability of below market financing
provided by the state. The additional cost associated
with a special assessment was unlikely to temper the demand
for the housing.
Evidence of Partial Substitution. Conclusive evidence that partial
substitution occurred was

found in ten projects (13%).

In these cases,

some component of the project would have been developed in the absence of
an Action Grant. Evidence of these findings falls into two categories:
o Instances where the developer or lender indicated that a small
er or different project would have

gone ahead in the ab

sence of a UDAG.

* Example: In one project, the developer stated that he would
have bUilt the smaller shopping mall that he had planned to
buil d (and even started on) prior to considering UDAG fund
i ng.

* Example:

In a project where UDAG funded the paving of
streets in an industrial park expansion, the president of one
of the firms that moved in stated than his firm would have
located in the park without the provision of paved streets.
-28-
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o Projects where the expert panel
different

development

there was evidence

believed that a smaller or

was economically feasible and where
from

the field that the UDAG only in-

duced a larger development than otherwise would have occurred.

* Example: In one office/retail complex where UDAG funded the

costs of clearing the site for development, the expert panel
pointed out that the office component of the new building
was economically feasible on its own. The lender for the
the project stated that the bank (also the developer) had
been pl anni ng to buil d an office buil ding (without the re
ta il compi ex) on the si te and indeed, woul d have done so in
the absence of UDAG funding.

Projects Considered Inconclusive. Fifteen percent of projects are
categorized as inconclusive on the substitution issue because the evidence
is mixed.

* Example: In a large industrial expansion, a firm required a
below market loan and additional in frastructure in order to
expand in a distressed city. The firm considered moving to
a non-distressed city. This project appeared to be an
example of substitution because the site proposed for
expansion was owned by the major stockhol der in the fi rm
(who stood to make a large profit). Also. the claim that
the firm needed below-market financing was not well documen
ted and the city might have been able to set up a special
arrangement with the firm on the assessments for the water
and sewer lines. The project was categorized as inconclu
sive because: (a) the fi rm had considered another site and
may have relocated; (b) there was some evidence that they
were already heavily in debt and unlikely to be able to
obtain market-rate financing; and, (c) it was uncertain
whether the city would have been willing to provide a spe
cial arrangement on assessments.

Projects With No Evidence of Substitution. For the majority of pro
jects (64%). there was no evidence of substitution.

In these cases, the

UDAG was clearly needed. though for a variety of reasons.
-29-

o Extraordinary site development costs.

* Example: In

a downtown commercial development, the UDAG
covered only the cost of making the site suitable for de
velopment. The site had not been previously developed due
to the prohibitive cost of providing the concrete footings
to correct for poor soil conditions. The site was the
only undeveloped parcel in the city that had the necessary
access for a commercial development. The project would
not have been economically feasible without UDAG.

o Genuine financing gap.

* Example: In a downtown revitalization project, the developers

were unable to obtain sufficient private financing despite a
thorough search. AUDAG second loan provided by the city
allowed the project to go forward.

o Necessity of public improvements to allow private investment to
occur.

* Example: A farmers' cooperative in a small town was unable

to expand its operation due to the lack of a large enough
site that also had water and sewer lines. An Action Grant
allowed the city to fund the infrastructure to a site it
annexed, and a private investment was made that was not
otherwise possible.

o Extraordinarily high risk.

* Example: Although a developer considered rehabilitating a

50-year old vacant industrial building in the CBD of a
distressed city, the risk was too great for him to proceed.
The project was speculative; no prospective tenants for
the bUilding were in sight, and it was the first new or
rehabilitated office construction in this city in over ten
years. A below-market rate UDAG loan induced the developer
to take on the risk and proceed.

Possible Changes in the Definition of Substitution
The findings presented above are based on a definition of substitution
that accounts for the manner in which the program operates as well as for
legislative intent.

However. the location and timing criteria used above

could be altered to address different questions.
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for example, the location criterion used above takes into account
area-specific economic development goals of distressed cities.
ri~n

This crite

could be changed to incorporate whether the investment would have

taken place anywhere in the city without UDAG.

This change in the location

criterion wou1 d resu1 tin an addi tiona1 three projects being
as instances of partial substitution.

rec1 assified

However, such an alteration in

defl ni ti on ; s 1ess consi stent wi th the intent of the

program

the

s; nce it is

left to the discretion of distressed cities to determine how to focus aid
in the form of UDAG subsidies and because up to July, 1981, the legislation
allOwed the use of UDAG funds for "reclamation of neighborhoods having ex
cessive housing abandol1llent or deterioration."l!
11; would also be possible to change the timing criterion to increase
it from a one-year limit to a three-year limit; by expanding the time

.1orizon, however, the reliability of the analysis is decreased due to an
increase in the level of uncertainty regarding future investment decisions.
3y reanalyzing the sampled projects using this definition,

it

is likely

tfJat, with a three-year limit, the instances of full substitution waul d
inc7ease

~y

one project and the instances of partial substitution would in

crease by three.
Alternatively, the timing criterion could have been dropped com
pletely.

Thus, any project which would have proceeded (either in whole

1/ Tne 1981 Amendments to Sec. 119 of the Housing and Community Develop
ment Act drop any reference to neighborhoods. See U.S. Congress, Senate,
Com; ttee on Banki ng, Housi ng and Urban Affairs, Report to Accompany
S. 1197, May 15, 1981, p. 22.
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or in part) at some unspecified time in the future wOtild be counted as a
project with full or parti al substitution.
<l

Thi s change woul d result in

small number of addi tional projects being recl assified as full or parti al

substitution.

Such reclassification would necessarily be quite specula

tive in nature, however, as it requires judgments about what developers
woul d do in the future and requires maki ng assumptions about future in
terest rates,

future demand for products and services, and future de

velopment trends of cities.

It is, therefore, inappropriate to include

$uch additional cases in the substitution findings.
Review of Applications for Substitution
Substitution occurs in projects for different reasons, not all of
which are attributable to the current review process.

In some instances,

it is due to inadequate standards of review that appl ied at the time that

the project was funded, but which subsequen tly have changed.

The revi ew

process has evolved over time, with standards becoming increasingly strin
ge~t.

Given the amount of substitution found in this study, however, it

is apparent that the review process is still not cempl etely adequate.
Since the passage of the Wydl er Amendment, the program has required
a written statement from developers specifying that they would not build
th~

project "but for" UDAG.

This is the principal test for substitution.

\Jhen reviewers have serious doubt about the validity of the developer's
"but for"

statement, they use a variety of techniques to examine the

assertion.

For example, the UDAG staff may delay consideration of a pro

j ect fo" a few months to see if the project wi 11 go ahead on its own.
In addition, recently, revie...ers have negotiated with developers to allow

-32-

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

•

\

I

I

EXPERT PANEL'S SUGGESTIONS FOR

~NIMIZING

SUBSTITUTION

The expert panelists all concluded that insufficient attention has been
paid by UDAG reviewers to real estate/financial investment analysis in
funding projects. In their opinion, II better undstanding of real estate
development and a more thorough analysi s of project feasibili 1;y on the
part of the UDAG staff weul d help to avoid the occurrence of substitu
tion. ~anelists made the following observations and suggestions on im
proving the process of reviewing projects:

I

I
I

o The current policy of relying on a "but for" letter fran a
developer is an insufficient substitute for a thorough feasi
oil i 1;y analysi s. Sane letters are vaguely written and, be
sides, may not be legally binding.
o The current policy of relyi ng on a lender's willi ngness to
loan funds for a project as a measure of project feasibility
is not always adequate. This is especially true if a lender
is not completely disinterested, as is the case when the lender
is also the developer or will be II major tenant in the new
development.
o In all cases, any market study or feasibili1;y analysis used by
the lender should be passed on to HUD for review.
o The feasibility analyses done by Econanic Marleet Analysis
Division (EMAD) reviewers in HUD's Area Offices have not been
sufficiently taken into account in some funded projects.
Frequently, the EMAD reviewer's conclusion that a project is
infeasible appears to have gone unheeded.
o There has been insufficient consideration of possible alterna
tive available sites and their current value.
o There was insufficient information about surrounding land uses
in some project files. Panelists suggest that better maps and
photographs be required as part of the application because
they beli eve that real estate anal ysi s cannot be done wi thout
si te vis; ts. Short of that, better i nformati on about the
site and its surroundings is recommended.
o Better information is needed on the market val ue of land,
canmerci al and office space, and parlei ng space. Panel i sts
suggest greater reliance on independent appraisals.

-33-

the city to share in the future profits of the development.

This technique

,

is based on the assumption that developers will only agree to such requirements if the UDAG is essential; otherwise, they are likely to withdraw
their request for a subsidy •.l/

In extreme cases, senior UDAG staff may

stress to a developer that any misrepresentation of the need for an Action
Grant is fraudul ent.

Finally, rev) ewers sometimes contact di sinterested

local developers and lenders to obtain their opinions about the require
ment for UDAG funding.
The current review process does not emphasize the market demand for,
or economic feasibil i ty of, proposed projects.
are the exception to this practice;

for these,

Canmercial developments
reviewers do closely

examine projected cash flow statements and potential profitability.

For

the most part. however, the program relies on a private lender's willing
ness to lend on a project as the principal test of feasibility.

This lack

of emphasi s on feasibil i ty rai ses the issue of whether UDAG revi ewers
can fully determine when a proposed project has the potenti al to succeed
without UDAG assistance.

1/ One piece of evidence which supports this assumption is the fact
- that although 16 percent of projects in the sample include "kickers"
(profit sharing provisions). none of the projects found to have sub
stitution have one.
-34-
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sl:>edwl 8111

(2) Study team projections consist of estimates of ~at
UDAG p,-ojects 1>1111 ultimately produce in tems of
private investment, jobs, revenues and housing units
-- including available actual results for projects
which are al ready fully or partially operational.
They are derived from extensive discussions, first
hand observations, and a review of appropriate
documents done during site visits to 80 project
locations. These projections are based on the best
available present ~nowiedge of each project's current
status and expected accomplishments.
(3) Study team discounted projections take into account
the extent of Substltution of UOAG funds for private
or non-Federal public funds and, therefore, repre
sent, the net benefits of UDAG with respect to the
amount of leveraged private investment, jobs created,
taxes generated, and housing provided. ~Because a
project's impacts can only be attributed to the Urban
Development Action Grant program if the investment
would not have occurred without the Grant, impacts
are discounted to disregard the effects of entire
projects or certain project compone~ts which do not
represent UDAG-stimu1ated investment.
IMPACT MEASURES
Originally anticipated impacts: These are the impacts that
were orlginally antlclpated to result from UDAG projects.
They were made at the time of the signing of the projects'
grant agreements.
Projected impacts: These are impact estimates that were
obtal neo by the study team. They are estimated outcomes as
of the time when projects are fully operational.
Projected (discounted) impacts:
These are projected
impacts, Which are discounted in order that only those
attributable to UDAG are inc1udedr

In Sections 3-6, originally anticipated impacts are compared, first,
to the study team's projected impacts and, then, to the discounted project
ed impacts.

These sections cover:

(a) leveraging, (b) jobs, (c) fiscal

effects, and (d) housing.
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In addition to primary impacts, UDAG projects may also cause a variety
of positi'Je and negative secondary impacts.
tions 7-10 and include:

These are di scussed in Sec

(a) spin-off investment activity -- additional

investment in construction or expansion of other business firms stimulated
by UDAG projects; (b) off-site impacts on existing businesses -- effects
'In the 1evel of business activi ty of fi rms located off the si tes of UDAG
developme'1ts; (c) business relocation -- the displacement of businesses
associated with UDAG developments; and (d) household relocation -- fami1ies
relocating as a result of

UDAG-p~ojects.

A final section compares the impacts of industrial, commercial and
housing projects.
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Leveraging of
Private Investment

f

3

An important measure of the UDAG Program's suc
cess in stimulating new investment in distressed
_places is the number of private dollars invested
fer each UDAG dollar. UDAG projects are, in fact,
generating more private dollars than had been an
ticipated when grant awards were made, although
a large amount of this is due to cost overruns in
which no additional jobs or other benefits are
attained. Disregarding any private ·investment
that would have occurred without the UDAG subsi
dy. the program leverages an average of 5.5 pri
vate dollars for each UDAG dollar -- a small de
crease from the 6.3 private dollars that were
originally anticipated.
Since one-half of the UDAG projects involve addi
tional public funds. the private investment is
being stimulated by both UDAG and these other
public monies. For every public dollar (UDAG
plus other public grants) spent on a project,
there are 4.4 private dollars invested.

UDAG funds are awarded to distressed cities in order to stimulate
economic activity by attracting private investment. Proposed projects are
judged, in part, by the lIIIount of private investment that is ·leveraged" by
the Action Grant.
~his

Three questions regarding leveraging are addressed in

section. First how many private dollars are stimulated by each UOAG

Preceding page blank

41

dollar?

Second, how many private dollars are li!;v<!raged by each pUblic

dollar (including UDAG. as well as other Federal, state and local funds)
involved in UOAG projects? Third, for what reasons is the level of private
investment in UDAG projects often different fran that originally expected?
Calculation of the UDAG Leverage Ratio
In examining the impacts of the UDAG program, an important indicator
of progra.TI efficiency is the amount of private investment stimulated by
each UDAG doll ar, referred to as the 1everage rati o.
ratio is (a) the dollar

a~ount

of private

inves~nent

by (b) the dollar amount of the Action Grant.

The UDAG 1everage

in the project divided

To determine the number of

private dollars 1everaged :,y each UDAG dollar for the projects examined
in this study,y an average

~

leverage ratio is canputed by, first, calcu

1ating the UDAG 1everage ratio for each project and, then, taki ng the average
of these indiviaual ratios. 2/
Private Investment Leveraged by UDAG
To evaluate UDAG's leverage effects, the followin3 three ratios are
compared: (a) the average UDAG leverage ratio originally anticipated at
the time that grant agresnents were effected; (b) the average UDAG leverage
ratio projected to exi st at the time that projects are fully operational.
and (c) the average UOAG leverage ratio projected after discounting for

1/ The leveraging analysis presented in this section is based on informa
- ticn from 79 projects. One of the 80 sampl ed projects is excl uded
from th; s analysi s because it lola s termi nated very shortly after the
sampl e was drawn. 110 UOAG doll ars were spent on this project and the
UDAG amount for the project has been subtracted fran the overall UOAG
totals -- both anticipated and projected.
2/ Thi s procedure reduces the effect of any outl i er (i.e., "an atypical
-- project) on the calculation of the overall ratio.
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substitution

(i .e~,

subtracting out private dollar3 that wou1 d have been

invested without UDAG).

Projections (b). and (c)

at~

based on infonnation

obtained on-site fran thl! projects' developers. lenders and city develop
ment official s.
The originally anticipated average UDAG leverage

ratio.

which is

based on private invest.'l1ent l!)(pected at the time of the grant agreement,
is 6.30:1; that is, it is estimated that each UDAG dollar would stimulate,
on average, $6.30 of private investment.

Study team projections indicate

that UDAG's leveraging ability will be even greater than expected:
of private investment will be stimulated by each UDAG doll ar.

$7.10

Thi s in

creased leveraging is due to a 19 percent increase in private investment
while the UDAG investment is virtually unchanged.l/
After discounting for substitution. however, UDAG's projected lever
aging ability drops to 87 percent of its originally anticipated level.
Thus. after subtracti ng out private investment wIli ch was not generated by
UDAG, study team findings indicate that each UDAG dollar stimulates $5.50
of private investment.
Private Investment Leveraged oy Total Public Funds
In addition to the UDAG SUbsidy. 51 percent of the projects examined
for this study have received other public funds.

These other pUblic monies

may be Federal {e.g.. COlIITlunity Development Block Grant fundsl.

state

ie.g., a grant fro,'lI a state economic development agency}. and/or local
(e.g •• general revenues to be utilized for infrastructure).

1/ Two-thirds of this increase is due to a single project, in which private
investment is projected to be $100 million greater than originally
antici pated.
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7EP.MHI0I.OGY: PRIYAiE DOl.LARS

Private

Dol13~ {a~

used in computing l!Verage

r6tfQ§~;:

II

o Include the full lmOunt of all unsubsidiz!d private
investment, e.g •• equity and -arket rate loans.

I,

0 Include the present nlue** of all directly subsidized loans, such as UDAG loans and leases, as well
4S other low-interest loans made by public agencies
(e.g •• the Economic Development Administration or
the Small Business Administration).
o Include the full value of industrial revenue bonds.
Government National Mortgage Association (GNMA)
financing and guaranteed loans -nth a guarantee of
90 percent or less.
o Exclude private investment for working capital. capi
tal equipment which is moveable or has a depreciable
life of less than 7 years, commitments for tenant im
provements made after the preliminary UDAG award,
acquisition costs for occupied buildings, developers'
fees, and all investment occurring prior to the
preliminar,y award.
* This definition of private dollars is the same as that currently
used by the UDAG staff when they calculate UDAG leverage ratios.
** The present value of a loan is the total value, in current
do'la~st

of the amount to be paid to the lender; i.e.• future

payments are "di scounted" to refl ect the fact that inceme to be
received in the future is worth less than receipt of the same
amount of income today. For the purpose of this analysis, a
"di scount rate" of 1a was used to tal cul ate the present val ue
of loans.
These other public funds may also be responsible for stimulating some
of the private investment occurring in UDAG projects. As a result. in those
projects with both UDAG and othllr public fl.'Ilds. it lilly be inaccurate to
state that UDAG funds

alo~e

leveraged all of the private investment. There

fore a second wr.y to ellamine leveraging -- in addition to 10l»:illg at the
UDAG leverage ratio --15 to cletei'llline the .ount of private investment stilii
1I1ated by tne taul

iIr.')lmt

llf plObl1c doHars that go into a project.
-<14_
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PRIVATE ItlVESiMEIIT LEVERAGED SY UDAi.i
{in .ill1ons of dol1arsl
Projected*
Originally
Anticipated

Projected (discounted)

Amount

Percent of
Anticipated

Amount

Percent of
Anticipated

Total Privata
Del lars
$816.0

$966.4

119.0$

$446.0

55.OS

Total lJDAG
Dollars
$111.1

$116.6

99.51

***

***

7.1

113.0S

Average UDAG
leverage
Ratio"''''

6.3

5.5

87.OS

.. For the 21 projects which were fully operational in June 1961.
the 'projected" investment is the actual investment.

*'" Note that the ratios are not detennined by dividing the total pri

vate dollars by total ActiOilSrant dollars. Rather. the ratios are
calculated by detennining the leverage ratio for each of the 19
projects and then ~vera9in9 these 19 ratios.

I......'" Projected UDAG dollars Ire not discounted.
tion is not applicable.

Therefore. this infonna

The total public leverage ratio is (a) the dollar amount of private
investment in a project divided by (b) the dollar amount of public funds in
a project. To detennine the number of private dollars leveraged by each pub

l~c dollar for the projects examined in this studt. an average total public
leverage ratio is computed.

11

1/ The computation of the average total public leverage ratio is comparable
- in all respects to the c~utation of the average UDAG 1everage ratio.
-45-

TERMINOLOGY:

PUBLIC DOLLARS

Public Dollars (as used in computing leverage
ratlos) :
o Include all Action Grant dollars.
o Include all other Federal, State, and local
grants.
o Exclude all non-UDAG subsidized government
loans.
Based on investment figures contained in project grant agreanents,
each public dollar was originally anticipated to leverage $5.25 of private
investment. Projections made by the study teClll of private investment
that will occur when the projects are fully operational indicate that
public funds will have a slightly greater leveraging ability than had been
anticipated: $5.42 of private investment will be stimulated by each pUblic
dollar. After discounting for substitution, however, the average total
public leverage ratio drops to 84 percent of what was anticipated -- to
$4.41 in private investment for each public dollar.

l!

Reasons for Changes in Private Investment
As indicated earlier, the non-discounted projected leverage ratio for
the UDAG projects examined is 19 percent greater than originally anticipat
ad. There is considerable variation among projects, however. in the magni-

1/ It 1s possible that projects in which UDAG dollars substituted for
... private dollars may have needed the other public funds. The analysis of
substitution done for this study only examined whether the UDAG subsidy
was needed.
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?R!VATE

1

I

Originally
Anticipated

I
I

I,

I

I

LEVERAGED BY TOTAL p~aLIC DOLLARS
(in millions of doll~rs)

I~VES~ENT

Projected
Percent of
Amount Anti ci pated

Projected (discounted)
Percent of
Amount
Anticipated

Total
~rfvate

Dol1ars

$8:6.0

$968.4

119't

$446.0

Total
Pullli c
Dollars

$173.3

$183.1

106't

*

5.3

5.4

103't

4.4

Average
Total
Public
leveraging
Ratio

55"

*

84%

*Projected total pUblic dollars were not discounted.
Therefore, this information is not applicable.

tude and direction of change, as well as in the factors responsible for such
changes.

In 56 percent of the projects examined for this study, there is or

will be an increase in the

llIllOU'lt

of private investnentj there will be de

creases in only g percent.
There are three basic reasons for increilses in private investnent.
first. in 40 percent of the projects with investment changes. cost overruns
account for the entire increase.
costs

~ere

Such overruns occurred either because

underestimated or because of delays in project construction that

increased the costs of materials and/or financing.

For example. one UDAG

project included a downtown parking garage and an adjacent office building.
The costs of the office building escalated substantially over those origin
ally anticipated. due to increases in materials and supplies.
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REASONS FOR PRIVATE INVES1MENT LEY£l.S IN IlOAG PRooECTS
ABOVE 1HOS£ ORIGINALl't ANTlCIPiilED

Change in

SCopel

Design

Cost

Qua1i~

Overrun

Only

Only
Percentage
cf Projects
I/i th Increased
Private Invest
lIIent Level

311

I

I

Cost
Overrun
and Change
Tri"'Scopel
Design
guality Other Total

24S

4\

I,

I

lOOt

j

Second, in 31 percent of the projects with investment increases,
scope or design quality changes have affected the cost of the project.

For

!xample. in a downtown revitalization project, the scope was increased since
participation ultimately included several sore small businesses than origin
ally anticipated.

This increased participation Mant, in turn, increased

private investment in the project.
Third, in 24 percent of the projects with investment increases, a com
bination of cost and Jeope changes are responsible for the fncrease.

For

eXlllllple, in a housing construction project, costs increased because the
developers decided to build acre housing units than originally planned
llnd costly delays ..ere experienced in the start-up of construction.
Some increllSes in private fnves1lllent can be explained by each of these.
HO~Y2r,

86 percent of the net increase in private investment is attribu

table to cost overruns.

Thus, very little of the increase in private in

Yest:ment in UDAG projects will produce additional benefits, such as 1I0re
jobs.
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r,

,
I
I
l

I

!ll"~jett~ ~rhllte

,cti!l

Hn 19 projects)

Investilent

iotal Cf'ig11'1lJlly !\i'!t1ci11ited
Privgte Investment
Ilet 1)1 Herenc!
~ount Attribut~ble

~$816

lII'Ill10n

5152llnlion*

to Cost Overrun

Cost Overruns as a Percent of Net
Difference
*I~c1udes ~

$%8 !Rfllion*

$131 l1lillion*
86\

$100 .i1110n cost overrun on a single project.
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Jobs Created
and Retained
i

I 4

A major objective of the UDAG program is to in
crease the number of jobs in distressed c1ties.
Detailed review of the projects examined fer
this study indicates that the program ~ll pro
duce i majority (77%l of the jobs that were anti
cipated at the time that awards were made. After
discounting for the effects of substitution, an
additional 15 percent of all anticipated jobs can
not be attributed to the progr~; this means
that UDAG can claim credit for 62 percent of its
original job goal. Projects produce fewer jobs
than expected because of errors, made at the time
the grant is awarded, in calculating ultimate
employment levels for projects and, less often,
because of unexpected economic difficulties.

I
i

1
I

i

I

Using the most stringent method of calculating
the cost per job created (not counting those
that would have occurred anyway without the UDAG
grantl, each job will cost 11,570 UDAG dollars.
While this is 62 percent higher than originally
anticipated, it compares favorably with other
Federal job-creating programs. A substantial
portion of the jobs stimulated by the UDAG pro
gram to date is at 10w- and moderate-income wage
levels. Most of these are clerical. sales, ser
vice work, and l~borer positions.

One of the main purposes of the UDAG program is to assist distressed
cities in creating new permanent employment and, to

Preceding ~~ge blank
51

I

lesser extent, in

retaining existing jOllS.!! In addition. illlAG l"eql.!~r!i~ that, to the extent
possible. new job cre!tion is to be targeted to low- and moderate-income
persons.
Three main issues guide the analysis of employment in this section.
The first is .nether UDAG is actual1y achi evi ns its employmen t-rel ated
objectives. Specifically, trill the projects produce the number of new
And retained jobs that ire anticipated at the time the awards are made?
These originally anticipated enployment levels, and any 1Il0difications
which are made to them, are contained in the UDAG project files or_,grant
agreements. To assess the extent to which the program is reaching its

TERMINOLOGY: JOBS
A new oermanent job is a full-time equivalent permanent
pOSltion WhlCh 0la not exist previously within the dis
tressed city or urban county and which was created by the
UDAG project.
A retained job is a

full-time equivalent permanent posi
tion which eXlsted prior to the UDAG project within the
distressed city or urban coun~. Without the UDAG pro
ject, this job would have been abolished or moved to a
location outside the distressed ci~ or urban coun~.

A low-and moderate-income job is a full-time equivalent
position that pays ihe worke~o more than 80 percent of
the median income earned by 111 workers in the local
market (based on the earnings of a family of four).

l' This evaluation ~oes not address ~ether UDAG is responsible for a
-- net increase in the ~umber of jobs nationally. While this may be a
valid question, the legislative intent of the program is to create or
retain existing jobs only in economically distressed cities. Some,
although probably not all, of the jobs associated with UDAG would, most
likely, have been created in non-distressed cities or counties where the
perceived economic r~sk would be less and the private sector more prone
to invest without any public inducement.
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employment goals, employment data were gathered during site visits to 80
projects.
A second job-related issue is the cost, in Action Grant dollars, per
job created.

This is one

indicator

economic development tool.l!
different ways

to

allow

of how

efficient UDAG is as an

Cost-per-job data are presented in three

for

comparison:

the

cost of each originally

anticipated job; the cost of each projected job (based on new data obtained
first hand

at each project site); and the cost per projected job after

subtracti ng out those
subsi dy.

which

'IIOul d have been created without the UDAG

Compari sons of these three fi gures will

the program's

indicate how closely

projected job creating efficiency measures up to what

was originally anticipated when the UDAG awards were made.
A third issue concerns the occupational

classifications

of jobs

created to date and the extent to which such jobs offer low- and moderate
income wages, 2/ are filled

I

for the CETA

I
I
I
I
I
I
I

New Permanent Employment

by minorities, or filled by those eligible

program.~

As of June 1981, the sample of projects examined for this study
1/ As used here, efficiency is a measure of resources used to achieve a
- certain goal. Resources in this report are UDAG dollars and the goal is
job creation.
2/ The analysis in this section refers to 10w- or moderate-income wage
- levels associated with the jobs created on UDAG projects and not to the
income status of t~ose filling the jobs.
3/ CETA is the Comprehensive Employment and Training Act administered by
- the U. S. Department of Labor. The analysis here includes not only
those who may have participated in CETA (and who subsequently found em
ployment on a UDAG project), but also those who would qualify for train
ing under the program if they applied for it.
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had generated almost 5,000 new permanent jobs, 76 percent of which had
low or moderate
of

the

ne~

~age

levels.

This total represents just under 31 percent

jobs originally anticipated for these projects and reflects

the fact that almost 83 percent of these projects, even though far along

!!

in terms of

const~uction,

Th~refore,

in addition to current employment as of June 1981, detailed

are not yet operational or fully hired up.

projections of the employment levels that will be reached when these pro
jects are fully operational
nent employers.

~

were also obtained from developers and perma

When these new employment projections are compared to

employment that was originally anticipated in the grant agreements, it
appears that UDAG projects will produce 77 percent of anticipated jobs. Put
another way, collectively, these projects will miss their original job goal
by 23 percent.

1/ A substantlal lag exists between the extent of construction completion
and when permanent hiring is completed. In most cases, new permanent
jobs (not construction jobs) are filled once all of the construction is
cOPipleted.

2/ For the projects which are fully operational, these projected figures
equal the current figures, but 'in all other projects which are not com
pletely operational, the current new employment figures are lower than
the projected figures. In obtaining revised employment estimates for
this study, intensive field study tracking occurred and interviews
were held with relevant individuals. Two days, on average, were spent
by HUD staff researchers at each of the 80 project sites. During this
period, interviews were held with a variety of people to obtain accurate
job data. In addition, whenever possible, access was also gained to
employment records for further verification.
In sum, these estimates
are more reliable than the estimates contained in Quarterly Progress
Reports submitted by cities because these estimates rely on multiple
sources including interviews with city officials, developers, construc
tion firms, and permanent employers. When necessary, multiple employment
estimates were combined into one employment projection.
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NEW PERMANENT JOBS GEllERA1ED BY lJDAG
Projected
Originally
Anticipated Number
Total
Jobs
low!
Moderate
Income
Jobs

Projected (Discounted)

Percent of
Anticipated

Number

Percent of
Anticipated

16.235

12,558

77'S.

10,077

62'S.

9,258

7,519

81$

6,589

71$

Differences Between Originally Anticipated and Projected Jobs
Although, in the aggregate.

UO~G

will

produce fewer jobs than had

been anticipated, one-fifth of the sampled projects will employ more people
than originally anticipated and 13 percent will
by at least 20 percent.
ted is due to a

Yarie~

The

creatio~

exceed original

esti~ates

of more jobs than had been anticipa

of reasons, including:

increases in the size or

!>tope of some projects !l/hich necessi tate 1I0re employment;

greater-than-ex

peeted increases in the volume of business which necessitate more anploy
~ent;

or under-calculation of anticipated employment levels at the time

the projects were initiated.

The follOWing examples illustrate why some

projects will experience IIlOre employment than had been originally antici-

-

p ated.

'*

Example: Due to greater-than-expected private sector invest
Ilent, a downtown rehabilitation and land reel amation project
was able to provide IIlOl"e retail space than was specified in
the grant agreement. Thi sled to an increase in project scope
and to I 64 percent increase in new. permanent full-time
employment over that required by the grant Igreement.
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*

Example: According to the grant agreement. a $m~ll~ci~ indus
tl'lal firm committed to create 50 new permanent jobs.
At the
time of this study, however, new employment had al ready ex
c!ecled expectations by 30 percent. kcording to the plant
manager, an increase in business volume necessitated the addi
tion of shift work (and more jobs) but no change in the scope
of the UDAG project.

*

[xam¥le: When the grant agreement was signed, the developers of
an 0 fice building generated pessimistic employment estimates.
This was due to the fact that no tenants had yet been identi
fied.
At the time of this study, however, the developers had
attracted a major tenant and their revised new employment esti
mates exceeded the grant agreement by 700 percent.

While one-fifth of UDAG projects will do considerably better than ex
pected 1n terms of job creation, about one-third will miss their employment
objectives by at least 20 percent
projects in the sample).

(~ich

is roughly the average for all

This job shortfall most frequently results from

miscalculations made at the

time that

grant agreements are

signed.

These miscalculations occur for a variety of reasons: because it is some
times very di fficul t to make adequate job estimates in advance; because
of overly

optimistic

expectations;

because part-time positions were

originally counted as full-time; or because retained jobs were counted as
new permanent jobs.

Just over one-third of _these projects with at least

20 percent job short-falls have experienced

some

sort of financial prob

lems, including a very few cases of project tenaination or bankruptcy. The
,ollowing examples illustrate why some projects will not fulfill anticipated
~mployment

goals.

*

Exam~le:

Employment in a large-ci~ industrial firm is well be
low he anticipated level and may never equal it. The employ
er's current projection is that new employment will reach only
36 percent of that specified in the grant agreement. Factors
contributing to this condition include: working capital short
age; axcess ive l!lllployee turnover; poorly operati ng equi pment;
and the cancellation of a major contract by I national ffrm.
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*

Example: Due to unfavorable economic conditions. an employer
involved in a small-city commercial project cancelled plans
for expansion of its headquarters facility. As a result. this
project will generate only one-third of the new employment
referenced in the grant agreement.

Discounting

FOf

Substitution.

As discussed above. some UDAG-funded

projects would have been completed in whole or in part without UDAG dollars.
i.e •• they were viable without Federal assistance.

Therefore. some or all

of the new permanent employment associated with these projects would also
have been generated without UDAG funds.

When this is taken into account.

the program will generate 62 percent of the new permanent employment that
was originally anticipated.

l!

Retained Employment
In addi ti on to creati ng new jobs. another employment objective of the
UDAG program is to assist distressed cities in retaining existing jobs that
would otherwise leave. Only about 22 percent of all

UDAG projects funded

through the end of fiscal year 1980 are expected to retain jobs and. accord
ing to UDAG staff, less emphasis is given in their evaluations of UDAG ap
plications to retained jobs than to new permanent employment.

Although

this lack of emphasis is due. in part. to the greater importance attached
to creating new jobs. it is also due to the

problems associated with

1/ The emplo~~ent data are reduced on a project-by-project basis for those
projects determined to have either full or parti al substitution. For
projects with full SUbstitution. all of the jobs are subtracted from
the revised estimates of employmerrr-generated by UDAG since they would
have occurred regardless of the Action Grant. For those projects wi th
partial substitution in which. for example. one component of the project
would have gone ahead without the UDAG. only those jobs associated with
that part of the project are excluded or subtracted.
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knowillg whether

I

job 15 really being retained --

~h:lt

is.

would the job

lIave been lost to the city if tile UDAG project were not funded. Discussions
with many developers Illd penllanent employers reveal that they did not use a
uniform definition when they estimated the level of retained employment
associated wi th their projects.

As a resul t. sOllIe lIisc:lassifications oc

curred. For tile purposes of this analysis. a retained job 15 one that existed
within the distressed

ci~

prior to the UDAG project and that would have

been lost to the city had the UDAG project not gone forward. In other words.
there shoul d be evi dence that an employer woul d IIIOve to the suburbs of a
distressed ci ty, Ilove to a nondi stressed city. or go out of business 1f UDAG
assistance were not provided.

RETAINED EMPlOYMENT GENERATED BY UDAG
Originally
Anticipated
Total
Jobs

Projected

4,189

Percent of
Originally
Anticipated

Projected
(Discounted)

3,214

2.400

77'f.

572>

The projected employment that will be retained when UDAG projects are
fully operational 15 23 percent less than anticipate1 in UDAG project files.
Put another

~y,

77 percent of the original goals for job retention will be

.et. Most of the shortfall can be attributed to the original .isc:lassific
ation of these jobs -- f.e•• serne developers Ind permanent employers label
led certain jobs as retained when. fn fact. they would not have been lost
to thefr distressed

cities fn the
-58-
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UDAG funding.

Only two
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fal1i~g

short of retained employment goals will do so because of decreased

project scope.y
Discounting For Substitution. As is the case with new permanent emp
10j.'1!lent, the net impact of UDAG on job retenti on can be dete rmi ned only
after the effects of substitution have
UDAG's anticipated

been considered.

employment retention

substitution, UDAG projects will

figures,

When compared to

after discounting for

reach 57 percent of their retained job

goal -- a figure comparable to that found for new permanent jobs.
Job Shortfall By Project Type
In total, 61 percent of all originally anticipated new permanent and
retained jobs are projected

(after discounting for SUbstitution) to be at

tained by the time the projects are fully operational. This pe
varies

widely by project type, however.

At one extreme,

the projeCted

(discounted) jobs for industrial projects is 51 percent of that originally
anticipated -- and, for commercial projects, the comparable number is 53
percent.

At the other extreme. neighborhood projects (which produce re

latively few jobs) attain 93 percent of the originally anticipated jobs.
Costs Per Job
The cost to the Federal government of creating new jobs through the
UDAG program is an indicator of how efficient the program is as an economic

1/ The sample contains only 15 projects which are expected to retain jobs
- in their cities.
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development tool.

In turn,

this efficiency can be compared to

similar

figures for other Federal programs that create jobs.
New Permanent Employment.

Using the detailed projections of new perma

nent employment, it will cost 9.284 UDAG dollars

for every new permanent

job created. This is 29 percent higher than the 7.142 UDAG dollars per job
that that were anticipated at the time that grant

agreements

were signed,

and represents an average UDAG cost increase of almost $2.100 per job.
The UDAG dollars-per-job figure increases even more
of full and partial SUbstitution is considered.

lJ

when the extent

Discounting for sUbstitu-

1/ The sampled projects received a total of $116.588.000 in UDAG grants and
- are projected to create 12.558 new pennanent jobs prior to accounti ng
for substitution. This yields the $9.284:1 ratio reported above.
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COST-P£R-JOB CREATED AND/OR
RETAINED BY UDAG

I

Originally
Anticipated

Projected
Percent of
Anticipated
Cost

Projected (Discounted)
percent Of
Cost
Anticipated

New
Permanent
Jobs

$7,142

$9,284

130$

$11,570

162~

New
Pennanent
and
Retained
Jobs

$5,683

$7,392

13~

$ 9,344

164~

tion results in a UDAG cost of $11,570 per job.

This is, on average,

$4,400 higher than had been originally anticipated, and it represents an
increase of 62 percent.!!
Twelve

pe~cent

of the projects examined for this study are not expec

ted to generate any new permanent jobs;
provide for other types of

benefits.~

they were approved because they
If these projects are excluded

from the calculations, the projected ratio of UDAG do11ars-to-jobs de
creases to $10,624 (discounted). This canpares to an originally anticipated
cost of $6,552 per job and is still 62 percent higher than anticipated.
Compari son wi th Other Job-Cost Rati os. One way to assess UDAG I s job

1/ The di s<:ounted new permanent employment estimate for the samp1 e is
10,077 jobs and the total val ue of UDAG awards is S116,588,OOO.

-

2/ Nine of these are "housing only" projects and one is a mix of housing

-

and coonerchl ccmponents. Thi s last project, despite a cOIIIlIl!rcial component, is not expected to create any new jobs.
-61-

creating efficiency is to canpare its cost-per-jol:; figure \ffth those for
other Federal programs that create or save jobs.

These cCl'l1pari sons can

give a rough idea about whether UOAG's costs are high or low ana. thus.
are useful evaluation tools.

Such comparisons are difficult to make. how

ever. and should be viewed with some degree of caution because of (a) sub
tantial differences among programs in design and objectives. and (b) signi
ficant data and/or methodological problems.
Program variation is the biggest obstacle in making

comparisons.

Programs vary. for example. in terms of the types of subsidy given (that
is. whether direct loans. loan guarantees. or outright grants);
vary in the purposes for which the money can be spent.

they also

UDAG does not pro

vide any guaranteed loans as does the Economic Development Administration's
(EDA) Business Development program.

The use of guaranteed loans reduces

program costs per job in two ways: program outl ays occur only when the
guarantee is called (which is in a minority of cases) and the guarantee
tends to reduce financing costs.

Furthermore. EDA's loans are given mostly

for worki ng capital to businesses whil e UDAG grants/1 oans are usually for
construction and are. therefore. more capital intensive.

Unlike EDA, UDAG

also pays for public costs, such as cities' administrative costs and needed
public infrastructure.
Programs also vary in the extent to which Federal funds cover a
portion or all of development costs or costs of creating jobs.
e~d

At one

of the continuum is EDA's Local Public Works Program which involves no

private contribution;

it creates construction jobs through

local pUblic

works projects at an average public cost of over $60,000 per job.

11

EDA's

1/ u. S. Department of Corrmerce, Local Publi c Works Program: Fi nal Report.
- (Washington. DC: U.S. Department Of Canmerce. DecE!rilber 1980), p. 29.
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Busines~
men~

Development Loan program covers, on average, one-half of deve10p

costs while UDAG usually contributes less than one-fourth of project
Finally. Federal programs vary in terms of the areas eligible to re

custs.

ceive program benefits.

For instance, business loans made by the Farmer's

Home Administration go to rural areas which are short of private credit
while the UDAG program gives funds to urban areas designated as economical
ly di stressed.
Data or

methodological

across-program comparisons.

problems also present difficulties in

First and foremost,

cost-per-job data are

not available for all programs, and the data which do exist vary con
siderably in quality and reliability.

Second, different programs

varying requirements (some have nonel

concerning

have

substitution, and no

other analysis of job costs discounts for substitution in the manner done
in this study.

l!

Because of these programmatic and data-re1 ated issues,

any can

pari son between UDAG and other Federal programs is somewhat tentative.
However,

the one program which is closest to UDAG in design and for which

data exist on cost per job is EDA's Business Development program.

To

facilitate canpari son, the cost figures are, in both cases, defl ated

to

1979 dollars and UDAG figures are not discounted for substitution. 2/
When these comparisons are made, the UDAG program's costs appear to canpare

1/ See Abt Associates, Inc., Development of a Crosscut Evaluation System,
- Phase 1: Draft Final Report. (Cambridge, MA: AEt Associates, November
1980.\
2/ Tne doll ar figures have been defl ated by mul ti p1yi ng each by an approxima
- tion to the 1979 Fixed Non-Residential Investment deflator. See p. 16 of
Abt, op. cit.
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favorably Irlth those of EDA, both for new
jobs -- whether new or saved.y

penlla~ ..nt ji);'S

2nd for all

UDAG's cost for treating new penlllnent

Jobs is 12 percent less than EDA's • .mile its cost of creating

~

saving a

job is 20 percent less.

.

JOB COST COMPARISONS: UOAG Ys. EDA
Cost Per New Or
Saved Permanent Job

Cost Per New
Permanent Job Only

EDA

$9739

$8538

UDAG

$8586

$6837

88%

80%

UDAG cost per job
liS a percentage of
EDA cost per job

Total Employment Including New and Retained Jobs.

Total new jobs and

total retained jobs can be added together to Issess the UOAG cost of all
permanent jobs supported by UDAG projects.

In this regard. the undiscount

. ed cost per job is $7.392 while the discounted cost is 9,344 UDAG dollars
per job.

!I

The discounted costs represent 164 increase over the originally

anticipated costs of $5,683 per job•.!I
1/ In addition to the IIlethod 8Ilployed here. In alternative .!Sure of job
creating efficiency is to compare the percentage of total job creation
costs borne by a program. In this regard, UDAG is lOre efficient than
IlOSt other Federal programs. See: Judith Y. May, -Leveraging Performance
of Federal Economic Development Programs.- (Washington, DC: U.S. Depart
aent of Housing and Urban Development. May 1981.)
2/ The sample is projected to generate 15.772 new penllanent and retained
jobs before accounting for substitution, Ind 12.477 jobs Ifter Iccoun
ting for substitution. The UDAG Iwards remain constant at $116,588.000.

-

3/ The percentage difference between anticipated Ind projected ratios does
- not change if only the 70 projects Wlich Ire expected to generate per
..nent jobs are included in the cllculations.
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Characteristics of Employees and Types of Jobs
Most of the permanent jobs created to date appear to be lower level
blue collar and white collar positions. For example, 70 percent of the new
jobs already created are sales, clerical, services, or unskilled laborer
positions.

The~e

positions generally offer wages or salaries close to or

below 80 percent of the area-wide, household median incomes for cities in
the sample. There are variations, however, in the kinds of jobs created to
date by type of project. On the one hand, over 40 percent of the new jobs
in industrial projects are either craftsman or operative positions.

Those

persons hired for these jobs are likely to be skilled and to earn incomes
at or above area-wide medians. On the other hand, almost 50 percent of the
new jobs created so far in neighborhood and commercial

projects are sales

or clerical positions and are likely to be low-paying.
As indlcated above, 62 percent of the originally anticipated new per
manent jobs are projected (discounted) to be attained by the time the pro
jects are fully operational.

For new permanent low- and mOderate-income

jobs, however, the projects are somewhat closer to the original levels -
it is projected that 71 percent of the anticipated low- and moderate-income
jobs (discounted) will

be attained.

Nearly two-thirds of all projected

jobs will have low- and moderate-income wage levels.
The

majori~

of employees hired to date have low- or moderate-incomes

ana just over one-fourth had been previously unemployed. About one in ten
of the new permanent jobs created so far are filled by those who were part
of, or qualified for training under, the CETA program.
included among those previously unemployed.

Just over one-fourth of the

new jobs createa to date are filled by minorities.
-65-

Many of these are

DISTRIBUTION OF NEW PERMANENT JOBS AMONG CATEGORIES
Industri al
Projects

Total
Neighborhood For All
Projects
Projects

Professional
and
Managerial
Jobs

14$

17$

20$

17$

Sales and
Clerical
Jobs

13$

431>

451>

36$

Craftsman
and
Operative
Jobs

40$

a

8$

13$

Service
Worker
and
Laborer
Jobs

33$

39$

2n

34$

1001>

100$

100$

1001>*

Total

I

Commercial
Projects

* The percentages in this table are based on 4,993 new per-

manent jobs in existence in the 80 sampled projects at the
time of the site visits (June 1981).

.I

Construction Employment
In addition to assisting with job creation and retention of new permanent positions, the UDAG program also produces short-term construction em
p10yment.
Projecting the level of construction employment, however, is more
complicated than estimating new permanent or retained employment.

For the

most part, construction jobs are not full-time positions and they are not
expected to last for extended periods.

Rather, construction firms contin

ually hire craftsmen, as the job progresses, for relatively short-term
-66-
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work. The problem, then, is to transform the number of construction workers
employed on a parti cul ar UDAG si te into comparabl e "full-time equival ent"
(FTE) positions,

i.e.,

the total number of full-time positions all con-

struction work would represent.

As examples, two construction workers,

each employed on a UDAG site for four hours per day for a full year, would
equal one FTE construction job; four workers, each employed four hours per
day for 26 weeks, would also equal one FTE construction job.
As of the time that data were collected for this study (June 1981),
the sampled projects had generated almost 9,400 FTE construction jobs,
which represents

three-quarters of the total

originally anticipated.

construction employment

Given that, on average, 79 percent of the con

struction on these projects had been completed as of that date, construc
tion employment so far appears to be on target.
Only 15 percent of the construction jobs created have paid low- or
moderate-income wages.

This low figure contrasts with the comparatively

high (76%) figure for new permanent jobs.

The difference is explained by

by the higher pay scale in the construction trades relative to most of
the new unskilled jobs being created in the UDAG projects. lJ

1/ The use of UDAG funds in a project requires that construction firms pay
Davis-Bacon wages to employees (i.e., the "prevailing wage" in an area
must be paid to construction workers). The data generated for this
studY, however, do not permit any conclusions as to whether project
costs may be increased (and, i f so, by how much) as a resul t of Davi s
Bacon application.
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Tax Revenues
Generated

5

The total amount of local tax revenues generated
by UDAG projects is projected to fall short of
the amount that was originally anticipated by as
much as 40 percent, before allowing for substi
tution, and by as much as 50 percent, after dis
counting. There are several possible explanations
for this shortfall, including: the highly vari
able quality of procedures used to estimate anti
cipated tax revenues by-the city and to review
these estimates by HUD; changes that occur in pro
jects subsequent to their original design that
affect revenues; and the possible inclusion, in
the original revenue estimates, of taxes that do
not go directly to the city (such as state sales
taxes). Additional analyses indicate that pro
perty tax yields directly attributable to UDAG
projects may be less than comparable yields from
other taxable properties. ThiS suggests that
cities may be applying an infonnal, as well as
fonnal, fonn of tax abatement as an additional
means of supporting these economic development
activities.

The contribution of a UDAG project to a City's economic development is
measured, primarily, by the amount of employment and private investment
stumul ated by the UDAG subsidy. There are, however, other ways to measure
its contribution, such as the amount of tax

Preceding page Dlank

69

revenu~s

that each new project

g~nEratES.

UDAG's manddte 15 to help to

way tili sis donE i

$

an~viate

urban distress, and one

by ennanc; 119 the local tax Dase.

Of course, UDhG can

only be given erecti t for such tax base enhancement if the projects

~

t sup

ports would not have been developed without the program.
Taxes Generated by UDAG Projects
At the time that HUD makes a preliminary award of an Action Grant to a
city, the city estimates the amount of taxes that the project will gener
ate.

1/

These figures,

then, consititute the originally anticipated tax

impacts of the project.

During the course of this evaluation, city offi

cials provided the study team with information on taxes generated to date.
In addition,

they

explained and updated,

systematically and in detail,

their original estimates of the revenues to be produced when their projects
become fully operational.2/ The updated projections are compared with the

i/ uni iKe employment ana private investment impacts of eacn uDAG project,
fiscal impacts are not specified in grant agreements.

Y

Revenue projections were made based on the information provided; the
qual ity of these projections vari ed considerably. however, among pro
jects. The quality depends upon such factors as whether the project was
fully assessed and/or fully operational at the time of the site vhit.
The quality of the tax information available from each of the projects
examined in the study was rated by the field stUdy staff. For the anal
ysis presented here. only information from the 40 projects where the
staff rated the information as "very" or "somewhat" reliable is included.
Although these 40 projects constitute 56% of the 71 projects with avail
able information. they will produce only 36% of the projected (discounted)
taxes from the 71 projects. The explanation is that revenue information
for smaller projects has a greater probability of being classified as
"very" or "somewhat" reliable. This, in turn, reflects the fact that
smaller projects were more likely to have been completed and/or assessed
at the time of the site visit.

-70-

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

earlier estimates to determine Whether UDAG projects will, indeed, produce
the originally anticipated amount of tax revenues.
For several reasons, which are discussed below, the UDAG program will
not stimulate as much tax revenue as has been anticipated.

Before taking

substitution into consideration, UDAG projects will generate 61 percent of
the taxes that had been anticipated at the time that grant awards were made;
after subtracting out those projects or project components that would have
occurred without UDAG, it will generate one-half of the

amount that had

been originally anticipated •.!!
Revenues can be divided into property and non-property taxes.

Looking

at these categories separately does not alter the conclusion that the pro
gram fall s short of its originally anticipated tax impacts. After di scount
ing for substitution, 54 percent of anticipated property taxes and 46 per
cent of anticipated non-property taxes are projected to be generated.
Another way to assess tax impacts is to compute the total amount of
local taxes that will be generated for each dollar of UDAG funds expended.
Compared to an originally anticipated amount of 14 cents per dollar, it is
projected (after discounting for substitution) that UDAG projects will gen
erate 7 cents for each UDAG dollar -- 50 percent of the amount estimated at
the time of preliminary award. 2/

1/ Although this finding is based on a subsamp1e of 40 of the 80 projects
-- examined for this study, virtually identica1.findings result if data for
the full set of projects are used.
2/ See Footnote.!! above.
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I
------------------------------r
TOTAL LOCAL TAXES GENERATED BY UDAG PROJEGTS*

I

Projected
Projected (discounted)
Percent or
Origi nally
Percent of
Anticipa;;ed
Anticipated Amount Anticipated Amount

I

I

II

Total Taxes**

!I

~

I **
L

All

$3.3

$504

doli aI's

61%

;;l this table

figures

$2.7
are

presented

See footnote 2, page 2.

50%
in

millions

I.

Explanation for the Revenue Shortfall
There are three possible explanations of why projected tax revenues
will be about one-half of what was originally anticipated.
First, the methods and procedures used to estimate future tax revenues
tend to be highly variable from place to place, and the quality of these
procedures is uneven.

ThiS means that, in some cases, city officials are

inaccurately estimating the amount of tax revenues to be generated for their
cities.

These inaccuracies are often not identifled in the project review

process for

several

reasons.

Un] ike empl Dyment and investment goal s,

revenue goal s are not incorporated into grant agreements betweei1 the city
dnd HUO; therefore, less attenti on is given by HUO revi ewers to revenue
estimates than to other anticipated impacts.

Also, UOAG officials, and

even city officials ",'ho prepare grant applications, are unlikely to have
cempl ete knowl edge of all the potenti al tax consequences of the projects
proposed for funding.
1:0

In addition, HUD does not require applicant cities

provide a thorough account of how estimates are derived.

It follows

from all the above reasons that complete verification is impossiole in
many instances.

lihatever

procedures
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and methods are used to compute
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PROPERTY AND NON-PROPERTY TAXES G£NERATED BY UDAG PROJECTS *
Originally
Anticipated
Property
Taxes **

Projected
Percent of
Amount Anticipated

S2.8

Sl.8

Non-Property
Taxes**
S2.6

Sl.4

54~

Projected (discounted)
Percent of
Amount
Anticipated

Sl.5

5U

Sl.2

46%

* All dollar figures in this table are presented in millions.
** See Footnote 2, page 2.
originally anticipated tax revenues, in the aggregate, the direction of
bias is toward overestimation.
Second, changes lIlay have occurred since the time when the original
computations were made.

For instance, prior to funding, some projects are

SUbstantially modified in scope, but it is not clear that revenue estimates
are always lIodified in concert with such changes.

As another example,

significant increases or decreases in local property tax rates lIay have
occurred since the original estimates were made.
Third, UDAG estimates lIlay contain numbers reflecting fiscal benefits
not actually accruing to the cities.

Estimated property taxes

~

not all

be for the exclusive use of funded cities; they Ilay include tax revenues
which are collected by the city, but transferred to other levels of govern
ment. In some cases, state sales

01'

inceme taxes which will not be bene

fitting the city directly lIlight be included in the original estimates, thus
overstating the city's likely revenues.
-73-

TOTAL LOCAL TAXES PER UDAG DOLLAR
Projected
01"191 nally
Anticipated

iotal Taxes
Per lJDAG
Dollar'"
U

$.14

$.08

57j;

Projected (discounted)
Percent of
Amount
Anticipated

$.07

501;

See Footnote • page 2.

Projected Property Taxes Compared With Cities' Effective-Tax Rates
Another way to estimate property tax revenues is to apply the effec
tiye tax rate (ETR) of a city to the value of all private investment in its
UDAG projects.

!hi s suggests the amount of property taxes that a develop

ment might be expected to pay if taxes were levied at the average rate pre
vailing in the city.

While data are not available to compute these esti

mates for all projects. ETR calculations can be Dade for 36 projects for
t>Jhich U.S. Census of Goverl1llent data are available.1I

For each of these

projects, effective property tax revenues are obtained by llIultiplying the
total private investment by the city's ETR.

TIlese Ire then compared with

the study team's projections of taxes to be generated by the same projects.
The latter are only 50 percent of the estimates derived by the ETR IIlethod.

1/ An effective property tax rate (ETR) for a city is the average property
tllX rate for all types of real property.
An ETR is a nominal tax rate.
adjusted for tax exemption and assessment at less than full .arket value.
T!:e 1976 ETRs. \'hIich ar:e the iIIOst recent available. were used in 'this
&nalysis.

-
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There are several potential explanations for the difference between
the two estimates.

First, not all types of private investment in UDAG

developments may be counted as taxable property by city governments.

How

ever, most of the UDAG investment would be expected to be counted, since
it goes largely for physical structure and nonmoveable fixtures and equip
ment, both of which are usually taxable by cities.

Second, effective tax

rates are inclusive of some taxes which may not have been included when
making projections.

However, the opposite may al so true: projections may

include taxes which were not included by the Census Bureau in deriving
effective rates.
Third, 1976 effective rates may imperfectly reflect 1981 rates (al
though they are probably fairly accurate for 1978 and 1979 (the years when
the UDAG estimates were made for most of the sampled projects).

Finally,

a large number of projects funded by UDAG receive formal tax abatement (16
of the 36 projects were accorded at least partial property tax abatement).
Despite these caveats, it appears that property tax yields directly
attributable to UDAG projects may be less than the yields from other taxable
properties.

The implication is that "informal" abatement may be occurring

as well as formal tax abatement.

The 1arge di fference between "expected"

and projected revenues for UDAG projects is further confi rmation of di s
tressed cities I desires to retain or attract economic activity; formal or
informal abatement is a major means by which cities can encourage private
sector investment to improve their fiscal health or, at least, stem decline.
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PROJtCTED PROPERTY TAXES-GENERATED BY UDAG PROJECTS,
COMPARED WITH EXPECTED PROPERTY TAXES*

Property Taxes, 36
Selected Projects **

Expected, Using
ETR Method ***
$7.0

Projected
$3.5

50$

* All

dol';r figures in the table Ire presented in
\Ii ll'lo.ns •

~*

The set of 36 projects includes all projects where
information on the city's effective property tax rate
(ETR) is available from the U.S.' Census of Sovernments.

*** The "expected" property taxes

to be generated by each
project is computed by Multiplying the private investment
in the project by the city's effective property tax rate
(ErR).
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Housing Provided

6

Until

Nineteen percent of the UDAG projects examined
for this study contain housing elements of one
sort or another. These projects vary consider
ably from new construction to housing rehabilita
tion to conversion of non-residential buildings
for residential purposes. Ninety percent of the
more than 5.000 housing units originally antici
pated in these projects at the time of the grant
agreements will be realized. Since. however. four
of the projects would have been undertaken fully
or in part without UDAG assistance. the number of
units that can be attributed to UDAG is 74 per
cent of the number originally anticipated. The
UDAG cost per housing unit, will be 33 percent
higher than expected.

recently.

the Action Grant legislation included specific

language about "reclamation of neighborhoods."

1J

To date. about one

third of UDAG-funded projects are classified as neighborhood because of
the legislative requirement for a balance of project types. ~

These

1/ The original UDAG legislation (P.L. 95-128. Section 110) included this
... language. The 1981 amendments (contained in "Omnibus Budget Reconcili
ation Act of 1981") deleted this. See Conference Report (to accompany
H. R. 3982) of July 29. 1981.
2/ Legislative amendments in 1981 abolished the requirement of a reasonable
... balance among project types.

77

llrojects are either illdustrial. cOJm1ercial. or housing (or some combina
tion of these) and are designated as "neighborhood" if the benefits of the
Droject are aimed at a neighborhood or its residents.
ex~mines

This section briefly

those projects which are exclusively or partially housing in

nature.l./ Most. but not all. of the housing projects examined in this
study are desi gnated as "nei ghborhood" projects.

These housi ng projects

make up 19 percent of the sampled projects.
Types of Housing Projects
There
by UDAG.

i~_

considerable variety in the types of housing projects funded

Of the 15 housing projects included in this study. four involve

new construction (one of which is for Section 8 rental units). five provide
for the rehabilitation of existing homes and multifamily buildings, five
are conversions of non-residential buildings (a schoolhouse. an office
building. a department store and two hotels) to residential use. and one
offers assistance to home purchasers in the form of lowered interest rates.
The number of housi ng uni ts provi ded or assi sted al so vari es from
project to project.

ihe smallest provides four new sales units, while the

largest involves the rehabilitation of 1.500 houses (3.000 units).

UDAG funds in these projects are most commonly used for site improve
ments or infrastructure. but are also used for a wide variety of other
purposes.

These include land acquisition. land writedown. household relo-

1/ Since the number of housing projects in the sample is small. general
- izations about the universe of all UDAG housing projects. in general.
will not be highly statistically reliable.
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cation, second 80rtgage loans, rental subsidies, rehabilitation subsidies,
and a IOrtgage interest pool for subsidizing home purchase interest rates.
Housing Generated
The 1S housing projects were originally anticipated to produce and/or
assist 5,316 units. Based on data gathered from developers, city officials
and others It the time of thi s stud,y, it is projected that 90 percent of
these units will actually be generated. A reduction in units in one large
project accounts for IIOSt of this change.

!I

In four of the housing projects (those with full or partial substi
tution), UDAG funds were not necessary to stillUlate the development,
purchase or rehabilitation of 840 units.
Ire attributable to one project.

Seventy percent of these units

If these units are subtracted from the·

projected figures, UDAG is responsible for 3,922 units, which is 74 percent
of the units originally anticipated.
Costs per housing unit vary widely from project to project and,
because of the very different kinds of housing activities, an average unit
cost fi gure for these projects is not very useful. However. compari sons
of anticipated and projected costs are -eaningful -- and costs have risen.
Before discounting, the projected UDAG cost per unit is only nine percent
higher than anticipated.

Subtracting those projected units which did not

need the UDAG subsidy, the UDAG cost per unit is

~3

percent higher than

originally expected.

1/ The number of units was revised downward in this project to less than
... one-half of the original target because of higher-than-estimated rehabilitation costs and insufficient demand.
.
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HOUSING G£IlERATED BY UDAG*
Projected
Originally
Anti ci pated Number
No. of
HOlJsing
Units

P2rcent of .
Anticipated
;

Projected (discounted)
Number

Percent of
Anti ci plIted

5,316

4,762

90'1;

3,922

7U.

$2,198

$2,403

109%

$2,913

133%

Public
0011 ars
Per Unit

$2,561

$2,972

116'1;

***

-*

Total
Project
Cost
Per Unit

$15,919

18,586

117'1;

*....

***

UOAG
Dollars
Per
1J1\1t**

Total

..

Data ~re collected on 15 housing projects. Since this number is
small. generalizAtions fram these data about all UDAG housing pro
jects cannot be considered highly reliable.

**

For projects ~th both housing and non-housing components, the
costs presented here include only the costs associated with the
housing compon~nts.

-*

Not applicable.
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Population Served
Most of the housing projects are located in deteriorating or transi
tional neighborhoods.

Only about half of the projects, however, are

targeted to low-income or .oderate-income households.

In eight of the lS

housing projects, there is no specified income targeting and units are
generally priced for middle-income or upper-middle-income households.
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Spin-off
Investment Activities

7

UDAG projects may indirectly stimulate other pri
vate investment activity in distressed cities.
Actual or expected spin-off investment was found
in 48 percent of the projects studied. An addi
tional seven percent of the projects created the
infrastructure or positive investment climate for
potential future investment. Small city projects
are more likely to generate spin-off investment
activity than those located in metropolitan cit
ies; and commercial and neighborhood projects
are more likely than industrial projects to in.
volve spin-offs.

In addition to the private investment directly associated with UDAG
projects, these projects may indirectly stimulate other private investment
activity (new construction or expansion) in distressed cities. A UDAG
project was determined to involve such spin-off investment when: (a) the
investment activity was not located on the UDAG site; (b) such activity
followed the announcement of the UDAG-funded project; and (c) evidence
obtained led to the conclusion that this investment was very much influ
enced by the UDAG award.

Spin-off activities were classified as actual,

.

Preceding page blank
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I
~~pected

ar 90tential. Actual spin-offs involved construction or expansion

a'rea~

undeNay It the tfE of tile site visits; expected spin-offs were

those where specific plans existtd for the Additional investment. Spin
ofts

~2re

classified as potential when the UDAG project involved the

1nstal'atfon of

infrast~Jcture

that could be used by another investor, or

the creation of a strong positive investment climate which could induce

?lIore investment sllIlletillle in the near future.
Actual or expected spin-off investment activit¥ was found in 48
percent of the projects exami ned for this

~tud,y.

An addi ti onal 7 percent

created the potential for further investment.

UDAG PROJECTS WITH SPIN-OFF INVESTMENT ACTIVITIES
Actual
Spin-offs
All UDAG
project~

(naSO)

Metropolitan
city projects
(n a56)

Expected
Spin-offs

Potential
Spin-offs

39~

34~

Sma" city
projects {n a24}

501

Industrial
projects (n a22)

23%

Coll!llercial
projects (n a281

501

lIeighborhood
projects (n"30)

4~

121

171
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No
Spin-Offs

Total

45~

100\

4S

551

100\

171

2l~

100$

231

54$

100$

431

100$

3S

100$
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In 39 percent of the projects, actual spin-offs were found.

* Example:

In a IIedium-sized Northern city, a UDAG was used by
the city to build a pedestrian connector ~stem between a
previously vacant building and a department store. This
once-vacant building had been acquired by the city and leased
to a private developer who, in turn, converted the building
into commercial-residential use. In an effort to take advan
tage of the increased pedestrian traffic resulting from the
connector system, department stores on both sides of the con
verted building, collectively, spent approximately $800,000 in
renovati ons.

Nine percent of the projects had expected spin-offs.

*

Example: In a small Midwestern city, I UDAG was used by the
city to provide water and sewer extensions to a retail Ind
service center that had been ~veloped by a fanners' coopera
tive. Itmediately adjacent to the site of this retail and
service center, plans Ire presently underway by a related
farmers' cooperative to go ahead with the construction of
a food distribution warehouse expected to involve about
$750,000 in private investments.

seven percent of the projects created the potential for additional invest
_nt.

* Exempl e: In a Southern ci ty, a UDAG was used by the ci ty to

construct a water line serving a newly constructed plant that
manufactures wooden parts used in furniture. Although no other
investment activity in the immediate area of the plant could be
attributed to the UDAG-funded water line at the time that this
city was visited, this infrastructure is expected to attract
and service future industries that may construct their plants
somewhere along this water line.

Sma" city projects Ire Klre likely to generate spin-off investment
activity than those located in _tropolitan cities. Sixty-two percent of
the small city projects involved actual or expected spin-offS, compared
to 41 percent of the aetropolitan city projects. An additional 17 percent
of the small city projects created the potential for further investment,
cOqlared to four percent of the IIetropol1tan projects.
AlIIong all of the UDAG projects exami ned for thi s
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stu~,

CClllllercial

~nd

~ighborhood projects

n4ve ~ctual

~Te =ore likely

than industTial projects to

or planned $pin-off inYes~nt activity. The commercial and

and nei~nborhood ca~gories

have 57 and 59 percent, respectively. of their

projects involving these spin-effs, compared to 22 percent of the indus
trial

projects. However, industrial projects are IUch eare likely to

ereJte tfie potential

for future investment (23S of the projects}, than

either commercial {OS} or neighborhood (3S) projects.

•
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Off-Site Effects
on Existing Businesses

8-

UDAG-funded projects have had a secondary impact
on off-site existing businesses in 45 percent of
the projects examined for this study. In the
.ajority of these cases, the impacts were posi
tive. They 1I0st often involved canmercial pro
jects where the canmercial/retal1 sector adjacent
to them benefited through In increase in sales
volume. In a few cases, business activity was
negatively affected by UDAG projects; all of
these cases involved businesses directly compet
ing with those being supported through the UDAG.

UDAG projects may have an impact on the business activity (e.g., sales
employment) of existing local fims located off the site.

Off-site firms

.ay be affected because of their proximity to the UDAG development or be
cause they canpete directly with the UDAG-funded project.

Data on the

nature and extent of such impacts wre obtained from developers. lenders.
city officials. and other interested parties.

It is not possible at this

time. however. to determine the longer-term impacts of UDAG projects on the
business activity of a city as a whole.

For example, it is not known

whether. and to what extent, UDAG projects will result in a shift of
business activity fran one part of a city to another.

87

Off~$ite business activit;)' lias been affected in 45 percent of the

~roj~cts ~xa"i'Iined for this study.

iBpac:ts have occurred.

Although both positive and negative

positive impacts (i.e..

increases in business

activit;y) Ire found in 35 percent of the projects studied. while purely
negative i!lplcts are found in only five percent of the projects.

An addi

tional five percent of projects provide .ixed results (i.e•• both positive
and negative impacts).
In small cities. UDAG projects are associated with off-site business
activity in a little over half of the projects compared-to 40 percent of
those in Iletropolitan cities. This difference between cit;)' types IIlaY. how
ever. only reflect the relative difficulty of identifying and attributing
these impacts in a larger city.

In both IIetropolitan and $IIlall cities.

3bout three-fourths of the impacts are positive.

UDAG PROJECTS WITH IMPACTS
ON EXISTING BUSINESSES

Positive
Impacts

Negative
Impacts

Mixed
Impacts

110
Impacts

Total

All UDAG
projects (n"80)

35"

5~

5"

55'

100'-

Metropolitan
city projects
(n=56)

32"

U

5"

59"

100'-

Small city
proJects (n-24)

42"

8'

4'

46'

100'-
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By far the largest proportion of off-site impacts is associated with
commercial projects.

Three-fourths of the commercial projects caused off

site changes in business activity compared to 38 percent of the neighbor
hood and 17 percent of the industrial projects.
A typical project with positive impacts is a commercial development
where the commercial Ireta il sector adjacent to it benefi ted through an
increase in sales volume.

* Example:

A three-story UDAG shopping mall was built in the
declining retail district of a large Northeastern city. The
stores immediately adjacent to the mall reported increased
sales after the mall's opening, and the nearby stores expect
to benefit from the increase in pedestrian traffic in the area.

* Example:

Several UDAG projects involve the construction of
mu1tl-story office buildings, many of which include parking
facilities. Such a project in a city in the South is expected
to boost the sales of the surrounding commercial/retail sector,
not only because of the net infl ux of office workers, but al so
because the additional parklng facilities make the area a more
attractive and accessible shopping district for the city's
residents.

Projects with negative impacts are those involving

businesses in

competition with UDAG-supported firms.

* Example:

A multi-story office building was constructed in a
commerclal business district where vacancy rates for other,
off-site office buildings were high. The landlords of the
off-site buildings will be hurt if their tenants choose to
rent space in the UDAG-developed building.

* Example: A neighborhood UDAG project to construct a small

shopplng center is likely to cause a decrease in sales for
another older retail center close by.
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Business Relocation
I.
I
I
An important program impact is the extent to
which businesses operating on what become UDAG
sites will be displaced by UDAG developments.
Business displacement is found in one-quarter
I
of the sampled projects. All of the displaced
businesses received or will receive monetary
compensation from the city. In the short run,
I
three-fourths of them seem not to have been
adversely affected by the displacement, while
25 percent of them have experienced negative
effects.
I
I
UDAG-funded developments may cause displacement of existing, on
I
site businesses since these projects often involve the demolition or
I
renovation of business structures. A displaced business is one that must
relocate to continue in operation. Data on displacement were obtained
I
city relocation specialists who are responsible for monitoring and adminis
tering relocation compensation in all UDAG projects. Twenty-five percent
I
of the projects involved business displacement.
Collectively, these projects displaced 81 separate businesses. Most
I
of them displaced three or fewer businesses with the largest amount occurr
I
ing in one commercial development which affected 14 firms. All of those
I
I Preceding page blank
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displaced are small businesses, ranging from one-person enterprises
firms employing up to 30 workers.
prises affected

~re

E~les

of

~pes

to

of business enter

rooming Muses, pawn sflops, restaurants, a furniture

store, beauty salons,

I

costume -aker, a plumber, and a teol and die .anu

facturer.
Metropolitan city projects account for a larger proportion of dis
placement than small city projects: thirty percent of the former resulted
in relocation, compared to 13 percent of the latter. Among project types
commercial projects are .ere likely to cause displacement than others: 36
percent of COlllllercfal projects involved displacement compared

to

26 percent

of industrial and 14 percent of neighborhood projects.
UOAG PROJECTS WITH BUSINESS RELOCATION
Percent of
Projects with
Business
Oi splacement
All UOAG

projects

(ii~80)

...,..
~"'''

Metropol itan
city rOjects
(n'"56
Small city
projects (n-24)

13S

Percent of
Projects with
No Business
Displacement

Total

751

10~

70S

10~

87S

100S

All but one of the displaced businesses have received, or will
receive, eonetary compensation. Compensation was received for leasehold
interests and .oving expenses, and assistance was often prOVided in
finding new locations. Most often, the compensation was funded through
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HUD's Community Development Block Grant (CDBG) program; in some projects,
however, a portion of the UDAG funds was

ea~rked

for this purpose.

In

the one project that did not provide compensation, the business displaced
was a State-owned and operated liquor store.
Some of the displaced businesses

~re,

or will be, adversely affected

by their displacement. A finn was considered to be adversely affected if
it: (a) subsequently went out of business; (b) relocated, but found the new
site less desirable, or experienced a reduction in sales after relocation;
or (c) was involved in

litigation~w1th

the

ci~

because the amount of relo

cation compensation was in dispute. About one-fourth of the 81 displaced
firms had been adversely affected at the time of this study. Two-thirds of
these firms, including the State liquor store, had already gone out of
business.
It is too early to determine the longer-term effect on all ,the di s
placed firms.

Many of the affected businesses have not yet relocated and,

for others, not enough time has passed to judge the impact of the relo
cation on sales. As of this time, however, far fewer displaced businesses
have been adversely affected by UDAG than will relocate and successfully
continue operations on other sites.
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Household Relocation

10

Household relocation is not involved in lOst UDAG
projects. Only 19 percent of the projects exam
ined for this study have caused any household re
location Ind, in all cases, the extent of reloca
tion was anticipated at the time of project
Ipproval. Relocation assistance, usually finan
cial help provided under the Uniform Relocation
Act, was provided in each of these projects to
almost all families who were displaced. Most of
these households have low or .aderate incomes and
pay, on average, about one-third more for housing
after their moves.
One possible reason why so little relocation has
resulted from UDAG projects is that 24 percent of
them are located on urban renewal sites which had
been cleared at an earlier date.

Household relocation is I policy issue in the UDAG program because an
earlier HUD program, Urban Renewal, caused extensive amounts of relocation.
This often created significant local opposition to Urban Renewal and, in
some cases, the opposition blocked or postponed successful completion of
projects.1l
1/ Martin Anderson, The federal Bulldozer (Cambridge,MA: The MIT Press,
- 1964).

.

.
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The extent of relocation that will be caused by proposed UDAG projects
is a sel ection factor used duri ng the UDAG application revi ew process.
Projects 'that will cause minimal amounts of involuntary di spl acement are
more competitive or attractive than those that will

cause extensive

relocation.!! Thi s secti on examines the extent to which funded projects
involve relocation of households and the extent to which assistance is
provided.

HOUSEHOLD RELOCATION
Percentage of projects-causing
household relocation:

19$

Number of households relocated, as originally
anticipated:

430

Number of households relocated, as projected:

448

NUMber of households relocated, as $ of number
anticipated:
Average annual household
relocated households:

in~ome

of

Average financial assistance provided
to ~elocated ~ouse~olds:

104~

$6,600
56,000

The majority of UDAG projects do not cause any relocation of house
holds.

Of the 19 percent that do, relocation was,

pated at the time of the UDAG application.

in all cases, antici

Similarly, the total number of

households actually needing to relocate is only four percent greater than

1/ The current HUD policy is to extend coverage of the UnHonn Act to all
aspects of a UDAG project, including activities which do not receive
di rect federal assi stance. See U.S. Department of Housing and Urban
Development, UDAG Program Regulation: Supplementary Information, Section
570.457.
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originally anticipated in the project applications.

Most of these house

holds (85%) remain in the same city.
The vast majority of households that have been relocated have low or
moderate incomes with the average being $6,600.
financial and personal

assistance

Although they receive

in moving, these households pay an

average of about one-third more for housing after relocating.

lJ

In most of the projects with relocation, financial assistance was
provi ded under the Unifo.rm Act. 21

Renter househo1 ds received varyi ng

amounts up to $4,000 in rental assistance, including security deposits, and
up to $500 in movi ng expenses.
moving expenses.

Homeowners were paid up to $15,000 p1 us

While project relocation costs tend to vary widely, they

averaqe $6,000 per household and account for an average of 2.4 percent of
total project costs.
Other forms of assistance, including referrals, transportation, and
telephone calls were provided for most projects.

In several UDAG projects,

some households were relocated into housinq units which were eligible for
HUD's Section 8 rental assistance payments or into public housinq.
Househo1 d relocation is associ ated with all types of UDAG projects,

11 The difference in rent-to-income ratios before and after relocation
-

waul d provi de a measure of increased burden, but such data are not
available.

2/ Title I of the Uniform Relocation Assistance and Real Property Acquisi
- tion Policies Act of 1970 (84 Stat. 1894) established uniform policies
for the fair and equitable treatment of persons, includinq businesses
and associations, displaced as a result of Federal and federal1y
assisted programs. The responsible Federal agency pays for movinq
expenses, search expenses of businesses, losses of tangible personal
property as a result of moving (or discontinuing a business), including
payments for up to four years or stated maximums to assist in meetinq
higher rents or ownership costs.
-97-

but those which contain !lousing components account for over one-half of
all relocation •.!!

Household relocation is also IIOre 11kely to occur in

llIetropolitan than in small city developments and it often occurs simul
taneously with displacement of businesses.
One factor t!lat .ay contribute to relatively little relocation in the
UDAG program is the frequency with which UDAG projects are located on sites
that were originally cleared under the Urban Renewal program. Twenty-four
.
percent of the UDAG projects reviewed for this study are either fully or
partially li3cated on urban renewal sites. Thus, some household relocation
lIIay have occurred earHer under Urban Renewal than later under UDAG.

As

these available sites decline in number in the future, the extent of
household relocation among prospective UDAG applications ..y increase.

I
I
I
I
I
I
I
I
I
I

••

1/ A single project, which is a neighborhood housing project, fs r!Spon
- sible for 37 percent of the households relocated in the sampled
projects.
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Comparison of Impacts
by Project Type

11

Industrial projects require smaller subsidies
than other UDAG projects in order-to stimulate
private investment, but, in the short run, it
does not appear that they are as likely to stimu
late other positive effects on businesses within
the city as are commercial projects. The cost, in
terms of UDAG funds, of creating new permanent
jobs is somewhat similar for industrial and
commercial projects. Housing developments do not
appear to have many short-run economic develop
ment benefits. These projects may, however, have
seconda~
impacts that could provide long-run
benefits to distressed cities.

The preceding sections on

i~pacts

have examined the extent to which

benefits anticipated at the time of the-grant agreements have been or will
be realized.

This secUon compares industrial and commercill projects on

several leasures of economic development benefits, and separately discusses
projects that produce or subsidize housing.
Until recently, the UDAG program has designated projects as -indus
trial-, -commercial-, or -neighborhood.-!! Projects are designated here by
1/ This requirement has been deleted by the 1981 amendments to the Housing
- and CClCII1lunity Development Act.

99

their

~~imaTY

rh~se

tan be

characteristic oxcept in the case of neighborhood projects.

~1ther

industrial, cOMmercial or housing developments, and are

6esignated as -neighborhood- if they involve housing or are located in a
predominantly residential area or if they primarily benefit a neighborhood
or its residents.

For purposes of this analysis, neighborllood projects are reclassified
as either industrial, commercial or housing.

l!

The small number of hous

ing projects. however. precludes comparison between these and commercial

or industrial projects.
The following are used as indicators of economic benefits:
This
o Projected (Discounted) UDAG leverage Ratio.
ratio provides a measure of the total amount of pri
vate investment stimulated by UDAG at the project
site.
o Total Public Funds as a Percentage of Total Develop
ment Cost. This percentage gives an indication Of
the depth of public subsfdy involved in a project.
o Projected (Discounted) UDAG Cost Per New Permanent
Job.
o Recaptured Funds IS a Percentage of UDAG Funds. To
provide a measure of the value of the future income
to distressed cities generated by the payback of
loans, payment of leases. and -kickers,- the present
value of those payments is estflllated. Thfs figure is
then divided by the UDAG funds expended.
o Percentage of Projects with Relocated Households.
This indicates the frequency of relocation associated
with dev~lopment projects.

1/ The reclassification of projects in the sample resulted 1n 33 cOII'I11er
- cial projects. 31 industrial projects, 10 housing projects and 5
projects that were a mixture of housing and cOll'l11erchl or fndustrial.
Projects fn this last catego~ were excluded from this analysis.
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o Percentage of Projects with Positive Effects on Other
Businesses in the City. This measures the short run
effects Of various project t¥pes on businesses within
the city. Positive effects include increased sales
volume for other businesses. as well as the stimula
tion of new business investment. This is only a sea
sure of the frequency of indirect economic effects.
since it is too early in the life of most projects to
lIIeasure the magnitude of the effects in tenns of in
creased sales. private investment. jobs and taxes.
o Percentage of Projects with Tax Abatements. This
measure provldes a relative 1ndlcator Of how fre
quently cities forego future inccme in order to
encourage development projects.
Industrial Projects. Industrial projects have a auch higher average
leverage ratio than do ccmmercial projects (6.30 as compared to 3.90).
•

In

tenns of the total amount of subsidy required to stimulate private invest
ment. industrial projects require substantially less.

On the other hand.

industrial projects lire less likely. in the short run. to have positive
effects on other city businesses.

The percentage of commercial projects

that cause positive effects on city businesses is twice that of industrial
projects

(79~

vs.

39~).

Using other measures of economic development im

pact. industrial projects compare less favorably with ccmmercfal projects.
Industri al projects are three times more li kely to cause househol d re
location than are ccmmercial projects. and industrial projects generate a
smaller lIIlOunt of recaptured dollars

IS

a percentage of UDAG funds invested.

Commercial Projects. The deeper subsidy found in ccmmercial projects
Ilay be a function of the higher development costs associated with them.
Such costs tend to be higher due to higher costs for well-located sites.
requirements for the provision of parki ng. and hi gher quality bun dings.
Because the deeper subsidy often ccmes in the fonn of a loan. ccmmercial
projects generate a higher amount of recaptured funds.
-101-

T!'>eyare also more likely, however,

to have tax abatements which may

partiaily offset the greater value of recaptured funds.

J.!

The cost of

creating new permanent jobs is somewhat similar for industrial and com
mercial projects ($9,619 and $10,827, respectively).
A1thou9h commerci a1 proj ects requi re a deeper sub s i dy than i ndustri a1
projects, they are more likely to have short-run positive effects on other
businesses.

Unlike industrial projects, the narket effects of commercial

deve10pnents appear to be more likely to remain within the city, at least
in the short run.

Although commercial projects appear to have positive

effects on other businesses more frequently, it is too early in the life
of most of them to determine the actual magnitude of these effects in terms
new jobs, private investment, and taxes.

A tentat.ive finding, therefore,

is that some tradeoff exists between the deeper subsidy required for com
mercial development and other short-run positive impacts that these pro
jects generate.
Housing Projects.

The inclusion of housing projects in the UDAG pro-

gram has been critici zed by some because housing directly provides fewer

economic development benefits than commercial

or industrial

projects.

Although the recent Congressional amendments to the UDAG 1egi s13tion re
move the emphasi s on funding neighborhood projects, housing projects may
be funded if,

·such projects can be fully justified as contributing

1/ Data are not yet available to enable a comparison of (a) the magnitude
-

of the recaptured funds in commerci al pl"ojects with (b) the _agnitude
of the tax abatements in these projects.
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COMPARISON OF ECONOMIC DEVELOPMENT IMPACTS OF
INDUSTRIAL AND COMMERCIAL PROJECTS

Industri a1
(n=31 )
Projected (Di scounted) UDAG
Leverage Ratio

COl1lllercial
(n=33)

6.30

3.90

10%

25%

$9,619

$10,827

Recaptured
Funds as a
Percentage of
UDAG funds.

11%

23%

Proj ects Wi th
Relocated
Households

29%

9%

26%

46%

39%

79%

Total Public Funds
as a Percent of
Total Development
Cost
Projected (Discounted)
UDAG Cost Per
New Permanent
Full Time Job

Projects With Tax
Abatements
Proj ects Wi th
Positive Effects
on Other Businesses
within The City
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to the revitalization of the
jobs. u

communi~ 01'

the retention

01'

creation of

11
Although housing projects provide fewer direct economic develop

ment benefits than cormnercial or industrial projects. they may have sub
stantial secondary impacts.

For instance. a number of cities have used

housing development as a part of an integrated strategy for overall city
economic development.

Some have proposed housing developments to increase

the number of middle-income residents. which. in turn. may increase the
aggregate der.land for goods and services.

This greater demand may. in

turn. increase sales volume for businesses within the city since people
are more likely to shop closer to home than to places of employment. 2/
Most housing projects also generate additional

property tax

revenues.

Housing projects that do not serve to increase the supply of housing within
the community are unlikely to have anything other than short-run economic
development benefits.
the local

economy

However. they may

in the

provide a one-time stimulus to

fonn of increased construction employment.

1/ U.S. Congress. Senate. Committee on Banking. Housing and Urban Affairs.
- Report to Accompany S.1197. May 15. 1981. p. 22.

2/ Karl E. Case. -The Role of Housing in Urban Development Strategies.·
- Cambridge. MA: Urban Systems Research and Engineering. Inc •• November
1980. (Report prepared for U.S. Department of Housing and Urban
Development. )
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IV. Explanations ••
Why Some
Projects Are Not
. Meeting Their
Goals
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Explanations •• Why Some Projects
Are Not Meeting Their Goals

12

Some of the projects examined for this study will
fail to produce expected benefits either because
the Action Grant was not needed for all or part
of the investment to have occurred or because pre
diction errors made at the time of the grant
agreement caused benefits to be overestimated.
, Other projects are experienci ng serious unfore
seen difficulties that may constitute a real
loss of benefits. At this time, about one in ten
UDAG projects has a serious probl em that either
has or coul d substantially reduce its benefits.
The sources of probl ems incl ude changes in the
national economy, the risk inherent in some types
of development and, in one case, a violation of
HUO I S Grant Agreement. To date, the resulting
actual or potential loss of benefits does not
appear large in relation to the overall magnitude
of the UOAG program.
A separate analysi s of constructi on del ays shows
that 15 percent of the 80 projects will fi ni sh
construction at least a year behind the original
schedule. Of these, one has a serious problem
and four have less serious or potential problems;
in the others, the construction delays are not
associated with any as-yet-identified problems
that could lead to a substantial shortfall of
benefits.

A UDAG project may not generate the expected level of benefits for one
or more of the following reasons:

~

~

~

-

~

---
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o Substitution. Based on the analysis described in
Section 2 and subsequently used in the reesti~tion
of projected impacts, the benefits produced by some
. or all project components cannot be attributed to
UDAG since these investments ~uld have occurred
anyway;
o Miscalculation. As noted in the preceding discussion
of impacts, prediction errors made at the time of
grant agreement account for much of the downward re
vision in estimates of projected benefits -- especi
ally for new permanent jobs and fiscal impacts; and
c Unforeseen Problems. Another explanation for the
shortfall in projected impacts is where projects
are encountering difficulties not anticipated at the
time grant agreements were made. These difficulties
are, in most cases, financial -- often resulting from
changes in the national economy.
This section first looks at the numbers of projects not producing all
of their expected benefits, and then isolates the smaller number of pro
jects where the loss of benefits indicates that unforeseen difficul ties
have arisen in carr,ying out the projects as planned.
The

follow~ng quest~ons

are addressed:

o How many projects are falling well short of the
benefits predicted when their grant agreements were
signed?
o What proportion of projects have problems that either
substant~ally reduce or threaten to SUbstantially
reduce their benefits? How many of these could be
considered ·serious" problems?
o What are the kinds of problems encountered and their
most frequent causes?
Numbers of Projects Producing Fewer than Expected Benefits
After discounting for SUbstitution, a minority of projects w111 miss
at least one of their pl anned impacts by 20 percent or more.

The number

of new permanent jobs will be SUbstantially (20 percent or wore) less
than planned in 39 percent of the projects where new penllanent jobs
-108-
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were originally expected.

The originally predicted private investment will

be sUbstantially less in 13 percent of the projects.

The expected fi scal

gains will be substantially short in 3S percent of the projects.

Of the

15 housing projects in the sample. 7 percent will produce substantially
fewer units than

anticipated when

the grant agreements were signed.

THE PROPORTION OF UOAG PROJECTS WHERE BENEFITS WILL FAll
20 PERCENT OR MORE SHORT OF ORIGINAL EXPECTATION. BY
TYPE Of BENEFIT
New
Pe rmanent
Jobs
{n=70 1**

leveraged
Private
Investment
( n"SO )

Fiscal
Gain
{n=saT

Housin~

(!pIS) **

Projected

36$

U

3U

7$

Projected
(di sc oun ted 1*

39$

13$

3S$

33$

*

If fu" substitution were found (see section 21. no benefits
of the project are counted. If partial substitution were
found, the benefits associated with the components of the
project which did not depend on the UOAG are subtracted from
total benefits projected.

** Ten of the SO projects were expected to produce no new
permanen t jobs.

***

Fifteen of the SO projects have a housing component.

Projects With Problems.

Predi cted benefi t shortfall s do not neces-

sarily indicate projects where financial or other prOblems have
threatened to reduce benefits.

reduced or

As noted el sewhere, errors lIIade at the
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PROBLEMS IDENTIFIED IN UDAG PROJECTS
Serious Problems
o Terminated due to lack of private ccmmitments

1*

o Actual bankruptcy or closure

3

o In serious financial difficulty

2

o Project changed so as to greatly reduce
benefits

1

Less Serious or Potential Problems
I)

Cancellation of one or more-project ccmponents

4

o Temporary financi al difficulty or shrinkage

4

o Poor physical design

2

o Major delay in completion

1

* At 'present, about 8.S percent (102 of 1,201) of all
UDAG awards have been cancelled or terminated

time of grant agreement in calculating expected benefits are the largest
single cause of downward revisions in the projected benefits either before
or after discounting for substitution.
It is important, however, to know the numbers of projects in which
there is a real or threatened loss of benefits due not simply to calculation

I
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I!

errors but, rather, to problems in executing the project as planned. If the
number of such projects is large, this could indicate substantial waste of
Federal investment and raise questions about the type of projects selected
for UDAG support. Therefore, an effort has been made to document and clas
sify all actual or potential problems, leading to a possible failure to de
liver intended benefits, encountered among the 80 sampled projects. The
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kinds of actual or potential problems are grouped according

to their rela

tive severity, and the numbers of projects in each category are indicated
below.
About one in ten of the projects examined for this study has a serious
problem that either has or threatens to substantially reduce its potential
benefits.

A somewhat larger number have less serious or potential problems

that will probably reduce their benefits somewhat or could become serious
problems.

However, while some projects are now experiencing financial

problems, they may ultimately be profitable and of benefit to the cities
where they are located.
Some examples of more serious problems are as follows:

* Terminated

Due To Lack Of Private Commitments:
A UDAG was
awarded in 1979 to finance a long-term loan for development of
a large truck service plaza and motel. SUbsequently, none of
of the private investments materialized; a $6 million state in
dustrial development bond issue could not be marketed and an
apparent $7 million in equity and mortgage loan commitments
from brokers fell through. The project was terminated in June,
1981, with no loss of public funds.
A combination of risk
factors such as relatively unknown developers, a problematic
site, and a slumping bond market doomed a project that, if suc
cessful, would have produced 400 to 600 low and moderate income
jobs in a highly distressed city.

* Bankruptcy:

A joint venture, involving an industrial firm,
failed to produce a product acceptable to its principal custo
mer, the Department of Defense; as a result, the company
lost the large 000 contract it had secured prior to receiving
a UDAG and was forced into bankruptcy. The firm's collapse
may have been due to lack of experienced management combined
with DOD's rejection of its product for failing to meet qua
lity control standards. In June 1981, a reorganized corpora
tion was seeking a similar but smaller DOD contract and was
prepared to reestablish production using the previously pur
chased equipment and materials.

* In Serious Financial Difficulty: In 1979, a newly organized
manufacturlng company recelved a UDAG loan to start production
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in one of the most distressed urban areas.
This project pro
mised to produce as many as 300 low-income and minority jobs.
Despite sufficient and growing demand for its product. its
problems are so severe and it is so under-capitalized that
future profitability is far from assured. Problems include
difficulty tn getting asse~b1y line equipment to work proper
ly. excessive employee turnover. an unexplained fire. muggings.
cancellation of a major purchase commitment. and a shortage of
working capital.
As of June 1981. the company's production
volume and employment were far lower than projected. The
owners are seeking either to sell the company or raise addi
tional working capital.

* Project Change Reduces Benefits:

A 1980 small city UDAG was
glven for constructlon of e1ght moderate-income rental apart
ments.
Instead, the developer built four larger condominium
units for the same total investment. These are for sale at an
average price of $50.000.

Less serious or potential problems that could reduce the benefits of
some UDAG projects are illustrated by the following examples:

* Cancelled Expansion: Under the terms of a 1979 small city UDAG

Grant Agreement. a bank committed itself to build new offices
and to create 40 new permanent jobs. This construction repre
sented about 45 percent of the total projected private invest
ment in the project. Later. due to unfavorable economic con
ditions. the bank altered its plans.
Rather than construct a
new building. it has remodeled an existing building to provide
additional space for its staff and will use the remainder of
It has asked the
the construction site for customer parking.
city and HUD to relieve it of any further financial commitment.

* Financial Difficulties:

A downtown commercial and housing
development that received one of the first Action Grants in
1978 is not complete and the constructed portion is in some
financial difficulty. A skywalk component of the project may
The
may never be built due to the lack of private financing.
principal developer has succeeded in renting 100 percent of the
the project's residential units but only 50 percent of its re
tail space; as a result. he is behind in his mortgage payments
and the lenders are contemplating foreclosure.

* Design

Problem: A basic design flaw has substantially reduced
the attractlveness of retail space in a publicly-owned parking
garage funded in part by a 1979 UDAG. There is no plumbing in
the building.
Recently. the city has identified from local
sources the money needed to install plumbing fixtures.
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* Major Delay:

This neighborhood project, originally submitted
in the sj;,rfng of 1979, is not yet underway.
Because the UDAG
staff believed a project of the scope originally proposed was
beyond the city's capacity and al so disapproved ,of the proposed
use of the UDAG funds, they asked for two major changes in the
city's application and ultimately funded only a much smaller
"first phase" of the development. Further delays have resulted
from difficulty in securing legally binding commitments and
from a major reorganization of the city's community development
function. It is still uncertain when the project will proceed.

Reasons For Failure To Produce Full Benefits
Aside from projects where benefits were
due to unrealistic

overestimated

initi ally

calculations, the actual or potential failure of a

UDAG project to generate expected benefits can be traced, inmost cases,
to one of three broad factors: (1) changes in the national economy; (2) an
unusual degree of risk inherent in a particular project; or (3) violations
of the spirit or letter of the Grant Agreement.
Economic Conditions.

Changes in the national economy are a major,

but not predictable, source of problems in some UDAG projects.

High

interest rates have caused cancellation or postponement of some UDAG pro
ject components just as they have affected other, unsubsidized real estate
development plans. Recessions in the auto industry or other business sec
tors have reduced, at least temporarily, the job creation potential of
some UDAG investments.

In many cases,

the loss of

project

benefits

due to national economic condi tions may be temporary.
Risky Projects.

Although there is some risk of financial failure

associ ated wi th any investment, thi s ri s1< may be above average for real estate development in distressed cities.

Those responsible for awarding

UDAGs, like other investors, must assess the probability of failure and determine whether it is acceptable.

In reaching this decision,
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they must

.aho weigh \lihetl'lel' 'ief':t 1I19n potential benefits are associated with some
of the riskiest proposed projects.
Based on analysi s of the projects examined for tIli s study. several
$Ources of financial failure are potenti411y identifiable in !ldvance and.
therefore, can be considered explicitly when UDAG "ward decisions Ire
made. Among the identifiable sOlJrces are:
new products or new production technologies;
with a project site.

inexperienced

.anagement;

Ind problems associated

However. these illay or lIIlay not be the llIajor factors

in determining Whether projects succeed or fail.
Grant Agreement Violations.

In It least one case. either the spirit

or the letter of the UDAG Grant Agreement apparently has been violated.
leading to a reduction in benefits.

In such instances. I tightening of

Agreement language and/or earlier. closer 1Il0nitoring of projects might
avoid

~

loss of benefits.

The failure of a number of UDAG projects to produce the intended
benefits is reason for concern.

Just how serious that concern should be

depends partly on how the loss of benefits compares in magnitude to the
overall benefits achieved by the program and on what steps cln be taken to
remedy or avoid such problems.

To date. the numbers of projects with

serious prohl ems do not appear large given the risks sometimes Issociated

.with development in

distressed cities.

Nor does the loss of benefits

appear large in relation to the overall IIagnitude of the program's bene
fits for these cities.
Projects Behind Schedule
Because the projects examined in this stUdy are at vlrious stages of
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realization, a final accounting of the numbers that will fail to produce
their expected benefits is not possible. A further indication of emerging
problems in some projects is provided by looking at construction progress.
At present, 15 percent of the projects have fallen one year or more behind
their original constructi on schedul es al though some of these are fully
built.

Another 16 percent are between 3 and 12 months behind original

construction schedules.

Five projects, however, were cempl eted at least

one year ahead of schedu1 e.

Del ayed construction does not necessarily

liean that a project has failed or wi 11 fJil to produce all of the p1 anned
benefits; but, at the very least, it suggests a reason for cost overruns
and a delay in generating the expected gains in jobs, housing, and other
benefits.
The major reasons for construction delays of three months or more
incl ude administrative probl ems, changes in financing, changes in design
or scope, and various uncontrollable factors such as weather or health.
Administrative problems include: problems in assembling sites; arranging
for relocation; and negotiations among the parties over project tenns.
The other types of problems encountered are so varied that it is difficult
to generalize about the sources of delay.
Of the projects which are one year cr more behind schedule, one was
also found to have a serious problem as described earlier in this section
and four were detennined to have less serious or potential problems.

In

the remaining seven projects, construction del ays are not associated with
any as-yet-identified problems that could lead to a substantial shortfall
of benefits.
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Distribution -Who Gets UDAG Awards?
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In general, the most distressed UDAG-eligible
cities are more 1il<ely than others to receive
UDAG awards and doll ars. However, this is not
as true for small as for metropolitan cities.
The greater targeting of awards to the most di stressed metropol i tan cities appears to result
from a 1arger share of applications being sUbmitted by thi s group of cities rather than from
a higher success rate for their applications. In
the case of small cities, however, the most distressed group has a better success rate than less
distressed ci ties of getti ng its applications
funded.
Those states and regions which have received a
large share of UDAG funds also contain large proportions of the total eligible population livlng
in distressed metropolitan cities.

II
,I
,,

I

I

I

,•
,
I

,
I

I

The UDAG program bases city eligibility on whether a city meets cri
teria of economic distress.

Yet the program relies on the capacity and

initiative of the eligible cities and private investors to put together
competitive projects and apply for the grant.
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An

important issue,

thuefore, concerns the di stribution of IJDAG funds wnich resul ts from thi s
combination of Federal targeting and local initiative.

The primary selec

tion criterion for awards, as set forth in the program regulations, is the
"comparative degree of physical and economic distress among appl icants;"
'therefore, one way of addressi ng thi s issue is to see whether the most
economically distressed of the eligible cities benefit most from the UDAG
mechanism for economic development.
To address thi s issue, thi s section exami nes the di stributi on of
program benefits to cities, calculated in terms of number of UDAG awards,
total UDAG award dollars, and UDAG dollars per capita.l/

The distribution

of awards is evaluated separately for metropolitan and for small cities,
since UDAG separates cities into these two groups when making funding
decisions.

Eligible metropolitan cities compete only with other eligible

metropolitan cities and eligible small cities compete only with other
eligible small

cities.~

Before cities can be ranked in terms of their comparative degree of
physical and economic distress, their basic eligibility must be estab
lished.

A city's eligibility for UDAG assistance is measured by an index

l/ The data used for the analysis in this sectlon are maintained by the
- Office of the Assi stant Secretary for Community Pl anni ng and Development,
Offi ce of Management, Data Systems and Stati sti cs Divi sion. Data on
UDAG awards and award dollars do not include any information from
cities classified as non-distressed but with "pOCkets of poverty."
Also excluded are those grants which have been terminated by UDAG.
2/ Metropolitan cities include cities of 50,000 population or larger, cities
- under 50,000 population which are central cities of an SMSA, and urban
counties of 200,000 population or larger. Small cities are cities under
50,000 population which are not central cities of an SMSA. Twenty-five
percent of the total annual UDAG allotment is set aside for small cities.
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composed of six indicators:

the percentage of the city's housing stock

built before 1940; the percentage increase in per capita incane from 1969

to 1977; the 1970 percent of population at or below the poverty level; the
rate of popul ation growth between 1960 and 1978; the rate of growth of
retail and manufacturing employment between 1972 and 1977; and the most
recent average annual unemployment rate. 1/ The eligibility threshol d on
each indicator is the median value for all metropolitan and small cities.
Cities receive a qualifying point for each indicator on which they exceed
the distress threshold.

~

If determined to be eligible for UOAG assistance, cities are given

"impaction" scores which are the weighted sum of the standardized scores
of percent poverty, percent pre-1940 housi ng, and percent popul ati on 1ag.
Weights are .3, .5, and .2, respectively, as set by the Congress.
on these scores, cities are ranked according to relative impaction.

Based
The

city with the impaction rank of "1" is the most distressed metropolitan
city.

1I

For small ci ti es, the impacti on ranks are converted to percentil es

The last of these indicators is used for metropolitan cities only.

2/ To be eligible for UDAG, metropolitan cities must meet three of the six
- thresholds if their percentage of persons in poverty is at least one-half
of tbe threshol d or must meet four of the five standards other than
poverty if the percent in poverty is less than one-half the threshold.
If the percentage of poverty is greater than one and one-half the median
for all metropolitan cities and the absolute per capita income is below
the medi an, the ccmmunity must meet onl y one other di stress factor.
For small cities, eligibility is determined in a similar but slightly
di fferent manner.
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and cities ill the fint j)ert;entile are the 1II0st l!ht\"~Sli:ed cities, .nile

cities in the lOOth percentile are the least

~istressed.ll

For purposes of this analysis, ttl\! l'lInked lists of iletropoi1un
illd

small eligible cities are divided into five groups or "quintl1es"

lif distress.

For instance, E!lst St. Loui s, the 1I0st distressed of the

w.etropolitlln cities, is at the top of the first quintl1e (Ql) of lIIetropo
Hun cities.
eli~1ble

Huntsville, Alabama, the least distressed of the L'OAG

metropolitan cities, is at the bottom of the fifth quinti1e (Q5).

The variation in distress between East St. Louis lind Huntsville is very
great, although both are classified as distressed lIIetropo1itan cities and,
therefore, are eligible to receive Action Grants.
City Distress and Receipt of Awards
II larger share of UDAG awards goes to the Illost distressed group
of eligible metropolitan cities than

to the least distressed group.2/

From the beginning of the UDAG program through June 1981, 37 percent

of all UOAG awards went to the most distressed quintile of eligible llll!tro-

1/ In addition to the "impaction" rankings of eligible cities, UDAG also
- uses another index -- referred to as the "distress" index -- to rank
ci~ies in terms of economic need.
This latter index relies on dif
ferent indicators than those used in the impaction index. They are:
percent increase in per capita income, rate of population growth
between 1960 and 1978, end the rate of retail and ~anufacturing
lllIployment between 1972 end 1977. Cities rank somell+lat differentl y
dependi ng on which of these two indexes is used. For the purpose of
this analysis, the impaction index is used as the sole seasure of
economic distress.
21 If award dollars, rather than numer of awards, ere analyzed, the
distribution is similar; the lIlOre distressed groups of cities receive
~re dollars than the less distressed.
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politan cities, while only eight percent went to the least distressed
quintile.
Although the most distressed metropolitan cities receive more bene
fits, on average, than those that are less di stressed, a small group of
the most distressed metropolitan cities has not received any awards ..lJ
Twelve cities, or 17 percent of all of the cities that are in the most
di stressed qui ntil e, have never received an award as of June 30, 1981
These cities tend to be relatively smaller metropolitan places;

Y

with the

exception of Mayaguez, Puerto Rico, none has a population much above
50,000.l! Although none of these cities has received awards, seven have

made appl i cati ons and another five have appl i cations in progress.

Oi s

cussions with local officials in these cities revealed that the most fre
quent reason for their lack of success was an inability to obtain finn
commitments of private investment fran developers.4/
Al though there are a few very di stressed metropol i tan ci ties wi th no

1/ Two-thirds of' all the el igible metropoli tan ci ties have received awards as
- of June 1981.
2/ If distress is viewed in tenns of eligibility points, 15 percent of all
- metropolitan cities earning six eligibility points, the highest nUmber
possible, have never received UDAG awards.
3/ The cities are: Augusta, GA; Harrisburg, PA; Atlantic City, 1U; Asbury
- Park, NJ; Anniston, AL; Harlingen, TX; Edinburg, TX; Mayaguez, PR;
Easton, PA; Passaic, NJ; Pine Bluff, AK; and SteubenVille, OH.
4/ One city which had applied but had failed to receive any UDAG award,
- indicated that its primary economic development activities have in
vol ved seeki ng econanic development projects that i nvol ve no Federal
contribution.
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DISTRIBUTION OF UDAG AWARDS AMONG CITIES
BY DEGREE OF DISTRESS

Group of
Eligible Cities

Metropolitan Cities
Number of Percent of
Awards
Awards

Small Cities
Number of Percent of
Awards
Awards

01 (Most Distressed)

236

37%

136

30%

02

188

29%

86

19%

03

97

15%

79

18%

04

70

11%

71

16%

05 (Least Distressed)

49

8%

75

17%

640

100%

447

100%

Total

awards, the pattern overall

indicates a stronger tie

for metropolitan cities than for small cities.

About one half of the

small city awards go to the two most distressed
two-thirds of the awards to metropolitan cities.
di stressed one-fi fth (Ol) of
share of Action Grants.
received about

small

cities

to economic distress

quintiles compared to

In fact, only the most

received a di sproportionate

The remaining quintfles of small cities have

equal proportions, despite their varying levels of dis-

tress.
The greater targeting of UDAG awards to metropolitan cities than to
small cities may be explained either by the pattern of UDAG applications,
by the UDAG selection process, or by both factors in combination. As
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shown on the previous page, metropolitan city applications are more likely
to come

fram the more distressed cities.

Thirty-seven

percent of them

come from the most distressed quintile while only eight percent are from
the least distressed quintil e -- a 29 percentage point difference.

By

contrast, applications are almost as likely to cane from the less dis
tressed quintiles of small cities as fran the more distressed quintiles.
There is a difference, therefore,

between

small and metropolitan

cities in terms of where applications are originating; the less distressed
metropolitan cities, are in effect, selecting themselves out of the award
competitions to some extent.

Thi sis not the case for 1ess di stressed

I
I
I
I
I
I

I

small cities.
A second ki nd of targeting may occur when the UDAG staff decides
whi ch appl ications shoul d rece ive awards.

Evidence for thi s exi sts when

more distressed cities have greater success than less distressed cities in
the UDAG competition -- that is, when the liKelihood of getting an award
is higher for every application they submit.
Among metropolitan cities, the less

distressed are just as success

ful in getting their applications funded as are the more distressed.
Fifty-eight percent of all appl ications coming from the most distressed
c iti es culminate in awards, whil e 54 percent of all appl i cations comi ng
from the least distressed cities are successful.

In small cities there is

a noti ceab1e difference in the success rates of the most and 1east di s-
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tressed groups.

Fifty-two percent of all applications clJlling from the

most distressed small cities, clJllpared to only 37 percent of applications
coming from the least distressed cities, culminate in awards.
_CESS RAlES
BY OEGIlEE OF DISTIlESS

••,---------<
III

54

'8
8

....,.Q•
...."...."

In conclusion, the most distressed small cities are not more active
than their least distressed counterparts loItIen it clJlles to submitting
applications, but they are more successful

in receiving awards.

ThlS

contrasts with the metropolitan pattern where more distressed cities apply
more often but have no greater success rate than less distressed cities.
Because awards and award dollars go to particular economic develop
ment projects and not to di stressed populations, they are more direct
measures Of program benefits than are per capita award dollars.

Neverthe

less, the latter does provide one indication of the breadth of UDAG's sub
sidy to a city.

Using this indicator, the findings are similar to those

for UDAG awards or total award dollars:
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per capita dollars to metropoli-
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PER CAPITA UDAG DOLLARS
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tan cities increase with greater levels of economic distress •.!.!

The per

capita figure is two and one-half times greater for the most distressed
quinti1e of cities than for the least distressed qUintile.
While UDAG awards are made only to distressed cities, it is possible
that most of the program benefits may go to the less distressed eligible
ci,ties.

To address this issue, the top ten metropolitan cities, both in

tenus of total award dollars and dollars per capita, are snown below.
Only one city appears on both lists -- St. Pau1.21

Even so, most of the

cities in either group are in the top two distress quintiles -- eight of

II An analysis of this relationship was not possible for the 10,000 small
- cities because of the lack of computerized data on population.

21 The ten metropolitan cities

-

~ith the highest total dollar amounts are,
with one exception, all above 300,000 in population. The cities with
the highest per capita awards are, with one exception, all below 100,
000. While this might suggest that all smaller metropolitan cities
receive higher per capita UDAG dollar amounts than larger metropolitan
cities, this is not true. When all eligible metropolitan cities are
examined, there is net a strong relationship between the city's popula
tion size and the per capita UDAG dollars received.
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the ten cities with the highest per capita dollars and seven of those with
the highest total award dollars.

Furthermore. 31 percent of the eligible

THE TOP TEN METROPOLITAN CITIES:
TOTAL UDAG AWARD DOLLARS AND PER CAPITA AWARD DOLLARS

City

Quintile
of
Distress

Detroit. MI
New York. NY
Chicago. IL
Ba1 timore. MD
Boston. MA
St. Paul. MN
Los Angeles, CA
San Antonio. TX
Minneapolis, MN
St. Louis, 140

Ql
Q2
Q2
Q1
Q1
Q3
Q3
Q4
Q2
Ql

Total UDAG
Dollars
(Millions)
$76.9
$76.3
$55.5
$45.2
$45.2
$43.2
$42.3
$41.5
$31.8
$30.7

City
Duluth. MN
Wi 1mi ngton. DE
Charleston. WV
New Brunswi ck. NJ
Bay City, MI
Texarkana, TX
St. Paul, MN
Po rt1 and, ~lE
Superi or, WI
Johnstown, PA

Qui ntil e
of
Distress
Q2
Ql
Q1
Q3
Q2
Q1
Q3
Ql
Q2
Q1

UDAG
Doll ars
Per Capita
$322
$315
$210
$180
$178
$166
$164
$163
$157
$134

metropolitan population is in those ten cities with the highest award
dollars and 30 percent of all metropolitan award dollars have gone to
these cities.

Therefore, the big winners among the metro pol itan cities

are among the most distressed and contain a large proportion of the UDAG
eli gi b1 e popu1 ation.
Most of the top ten small cities, in terms of total award dollars, al
so have very high per capita figures.

11

Five of them are in the top 25

1/ The ten small cities with the largest UDAG dollar amount (in millions)
- are: Hamtramck, MI -- $30.0; Commerce, CA -- $12.7; Muskogee, OK -
$11.7; Peabody, MA -- $10.0; Chelsea. MA -- $8.0; Dayton, KY -- $8.0;
Quincy, IL -- $6.9; Woodlawn, IL -- $6.4; Montezuma. GA -- $5.8;
Monrovia, CA -- $4.1.
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p2rcent of the small city distress rankings but the other five' have
lower levels of economic distress.

Hamtramck, Michigan, in the Detroit

SMSA, has the largest UDAG award of any city -- $30 million dollars,
which converts into $1,346 per capita.

Commerce, California, in the Los

Angeles SMSA, has the second largest award -- $12,693,000, or $1,269 per
capita.

l! Unl ike Hamtramck, which is one of the most distressed small

cities, Commerce is among the least distressed.

Both Hamtramck and

Commerce, as well as several of the other small cities with large awards,
are located within metropolitan areas with other distressed cities •.£/
State and Regional Breakdown in UDAG Funds
The top ten states, in terms of program benefits, have each received
in excess of 77 million UDAG dollars, with most of this money going to
metropolitan cities.

In fact, 66 percent of all the metropolitan city

award dollars through June 1981 has gone to these states.

The distri

bution of metropolitan award dollars is very similar to the distribution
of eligible metropolitan population: two-thirds of the nation's populatign
living in eligible metropolitan cities (and over three-fourths of the
population living in the most distressed cities) are in these ten states.
The regional breakdown in metropolitan UDAG dollars, which is shown
on the map below, also reflects where most of the UDAG eligible population

1/ Woodlawn, IL with a population of 321 and an award of $6,433,000
has the highest per capita award -- $20,040.

Y

Despite the fact that some small cities have received a large amount of
UDAG dollars, the average metropolitan ci~ award is two and one-half
times larger than the average small city award: $2.46 million com
pared to $.99 million.
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THE TOP TEN STATES: TOTAL UDAG AWARD DOLLARS AND
METROPOLITAN AWARD DOLLARS
Total UDAG
Award Dollars*

State
New York
Michigan
Massachusetts
Cal i forni a
?ennsyl vani a
Ohio
Illinois
Texas
Minnesota
New Jersey

$202.6
174.6
155.7
146.3
130.2
116.9
110.0
88.0
86.2
77.0

State
New York
Michigan
Massachusetts
Cali fornia
Ohio
Pennsylvania
Illinois
Minnesota
Texas
New Jersey

Metropolitan UDAG
Award Dollars*

$161.0
131.4
124.8
114.7
111.1
100.0
83.8
76.4
76.3
59.7

* All dollar figures in this table are in millions.

is found.1J

Sixty-four percent of the eligible population in metro pol i

tan cities (and over 77 percent of those living in cities ranked in the
top two distress Quintilesl are in the Northeast and North Central re
gions; these regions received 67% of the metropolitan award dollars.
The West, by contrast, has 15 percent of the eligible population in
metropolitan cities (and only 4 percent of the popUlation in the most
di stressed ci ti es); i t has received 11 percent of the awa rded funds.
The South has 22 percent of the eligible population and a comparable
share of the UDAG dollars awarded.

1/ The regional breakdown in total UDAG dollars is very similar to the
- metropolitan distribution. The Northeast region has 32 percent, the
North Central, 33 percent, the South, 24 percent, and the West, 11
percent.
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VI. UDAG and Local
Economic
Development
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~ntroduction

to UDAG and
lead Economic Development
The UDAG program provides two basic economic development tools to
lecal governments: (1) the funds with which to subsidize economic develop
ment projects; and (2) the staff expertise to assist local officials in
putti ng together the components, terms, and financi ng of such projects.
The extent to whicn cities have these tools independently of Federal
programs such as UDAG is, of course, an important question relating to the
need for and impacts of the UDAG program.

This section begins to address

this issue of local government capacity to promote economic development by
providing some preliminary answers to the following questions:

II

1. How often are proposed UDAG projects consistent with
cities'economic development plans or strategies?
2. Are proposals conceived independently of UDAG, as a
means of fulfilling a local development need, or are
they primarily ideas for obtaining available Federal

aid, regardless of their relationship to local needs?
3. What is the potential contribution of UDAG to cities'
capacity to stimulate private economic development
through experience with new tools and techniques, new
administrative arrangements, better business
government cooperation, and through future recapture
and reuse of UDAG funds?
4. How many cities would have the capacity to undertake
UDAG-type negoti ations and "deal-maki ng" without
assistance from the UDAG staff in Washington?
These questions are addressed in Sections 14-17.
11 It is beyond the scope of this evaluation to assess local goverllllents'

financial capacity to undertake economic development projects.
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UDAG and Local Economic
Development Strategies

14

The large majori~ of UDAG projects fit into a
preexisting city economic development strategy or
formal plan, refl ecti n9_ the fact that UDAG pro
vides city officials wide latitude to use the
program in varied ways. The remainder Ire nei
ther related to nor in confl ict with loca' devel
opment plans or priorities. In cities wi th no
preestablished strategy, but also occasionally in
cities with consciously developed strategies and
priorities, a minority of projects (about one in
four) are essentially ad hoc responses to oppor
tunities that are not cen"tril to any plan: such
opportunities are pursued because they do not
confl ict with other priorities and are seen to
offer a net econOOli c 9a into the ci ~. About
one-fourth of the observed UDAG projects are lo
cated on Urban Renewa' sites.

Cities pursue I

diversi~

program is designed to
the Federal

of development objectives Ind the UDAG

provide them with sufficient latitude to Idapt

funds to varied local situations. Unlike .any other Federa'

programs, UDAG al'ows wide eli scretion:

(l)

to support virtually Iny

type of new private development, provided its benefits can be demonstrated
in tenllS of tile program's objectives i and (2) to structure the Federa'
subsidy in whatever way -- loans, grants. infrlstructure, land writedowns,
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etc. -- they

de~ermine

to

~~

most

appropr~at~.

Such latitude helps to ex-

plain why no instances 'Rere identified, in any of the 70 cities studied.
projec~

of a direct confl ict between a UDAG

and a city's development plan

or strategy.
At hast three-fourths of the UDAG projects in metropolitan cities
ara consistant with a preexisting city economic development plan.

Tha

remaining one-fourth of metropolitan city UDAGs are neither related to nor
in conflict with these cities' development plans or priorities.

In small

c i ti es. about two- thi rds of the observed UDAG proj ects confo rm to an
existing development strategy -- although most of the small cities do not
possess formally drafted development plans or priorities -- and a minority
apparently has no such plans.

In cities with no preestablished strategy,

but also occasionally in those with consciously developed plans, a minority
(about one in four) of UDAG projects are essenti ally ad hoc responses to
opportunities that are not central to any strategy.

Such opportunities

are pursued because they do not confl ict with atner priorities and are
seen to offer a net economic gain to the city.
The foll owi ng exampl es illustrate the range of si tuations where UDAG
has been used to implement carefully formulatec local plans for:

* Industrial Development:

An Eastern port city has been trying
to revive its harbor area since the 1950s. It has spent Urban
Renewal money to acquire and clear waterfront land. COBG funds
to modernize piers for the fishing industry and for relatad pub
1ic improvements, and an EDA grant for a harbor project. Its
1979 UDAG award was used by the city to corstruct a seawall and
prepare the site for a $6 million frozen fish paCKaging plant.

* Downtown Redevelopment:
by flooding

111

A city ldlose downtown was davastated

1972 subsequently determined that the rebuilt

area must be service-oriented, with a hotel as a principal
component. The city at t.he time had no Class. A hotels.
-138-
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Redevelopment efforts produced a new pub 1i c square and covered
pedestri an mall s. The ci ty' s 1978 UDAG award was used to
finance construction of a Class A hotel on the new public
square.

*

Neighborhood COl1lllercial Retention: A 1arge Western city has
pursued a multi -part economl c development strategy. one com
ponent of which is an effort to retain small neighborhood
businesses and customers which might otherwise gravitate to new
suburban shopping malls. Also. because city land area is 99
percent developed. it has limited opportunities to attract
major new employers. Instead. it has concentrated on attract
ing smaller businesses. To impl ement both components of its
development strategy. the city has established under its
control an SBA Small Business Investment Corporation. Al so.
most of the city's UDAGs have been used to assist small neigh
borhood businesses.
For instance. a 1978 project employed
a UDAG to stimulate construction of a small neighborhood
shopping center.

* Neighborhood Revitalization:

A large city is experiencing
significant household displacement due to revital ization of
some older neighborhoods. In one of these areas. its develop
ment strategy canbines adaptive re-use of an arsoned zone with
efforts to control di spl acement. Its 1980 UDAG project in the
neighborhood is a unique and innovative effort to subsidize
rents in 40 rehabilitated apartments in order to maintain a
mix of income levels in the neighborhood.

In cases where projects do not refl ect a formal local

pl an. they

generally can be interpreted as being consistent with the cities' broad aim
of encouraging desirable private investment.

For example:

*

Commercial Developmert:
One Northeastern city's 1979 UDAG
application took shape after a national supermarket chain
announced plans to close its two city stores. However. only
when approached by a private developer who proposed to con
struct a shopping center. including space for the chain store.
did the city take action to retain one of the two outlets.
Thi s city. which has received ten Action Grants. appears to
have no carefully conceived economic development plan but
rather pursues development projects. including UDAGs. as oppor
tunities arise.

*

Nursi ng Home Constructi on: A small ci ty suffers the speci al
dlsadvantage of belng located in two counties. neither of
which has incorporated it into its economic development plans.
Moreover. the city has few attractions for industry and few
development opportunities.
A private proposal to build a
-139-

nursing n~e h~r~ l~d. ;ro 1~60. to the ci~t's fir~t ~uAG; the
Mayor ~~ys of ~hE a«ard; 'F~r ~he f!rst time !n 20 or 30 years
years, the UOAG h~s gi¥e~ us scme d~stlny of our QWn instead of
of being a ?art of scrnebo~ else's."

*

I~dustr1«j D~veloDment: A very small Miowestern city had little
economic aevelop~nt plannIng ~apacity prior to 1978. In that
year, 10cal bankers started to ~ormulate an industriai develop
ment program and asked t".e regional planning council for advice
on Federal aid available to the city. Coincidentally, a
developer approached tha city for help in building fl food
products processing plant. The resulting UDAG not only created
new private investment but also enabled tile city to establish
its first economic development program and to hire a half-time
development director.

UDAG and Urban Renewal
The re13tionship of UDAG to HUD's

ea~lier

Urban Renewal program

1J is

a particular aspect of the seneral relationship between UDAG and cHies'
economic developme'1t strategies.

CHies have used Action Grants- to stimu

late development on fonner Urban Renewal sites "that, in some cases, had
been vacant for years.

Of the UDAG projects examined for thlS study, about

one-fourth involve Urban Rer.ewal land; eight of the 19 projects funded
in 1978 (UDAG's first year)

wer~

en Urban Re'1l!wal sites. Here, the cities

had previously enployed Urban lle'lewal to acquire, clear, and prepare sites
they considered desirable for redevelopment.

J!

However, tlte hnd had then

From 1949 to 1974, the Urban Renewal progri!m was the Federal govern
ment's major financial tool for stimulating comprehensive private and
public redevelopment of physically blighted areas in cities. The
program's character !Olli fted from i!IIlph~sl s 1n its urly years on sllml
clearance to a greater emphasi 5 on rehabilitation and, after 1957, on
improving housing lind economic opportunities for lower-income persons.
Representative analyses are those of Martin Anderson (The Federal
Bulldozer, Cambridge, MA: The ~lT Press, 1964) and Heywood t. sanders
{"Urban Renewal and the Revitalized City: A Reconsideration of Recent
History·, in Donald Rose'1thal, Urban Revitalization, Beverly Hills:
Sage Public&tions, 19801.
-140-

1
1
I
1
I
I
I
1
1
1
1
1
1
1
I'
1
1
1
I

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

remained idle or underutil1zed until UDAG's later subsidy finally allowed
city-sponsored projects to proceed.

The combination of the two subsidies

__ Urban Renewal and UDAG -- thus produced private investment on what.
for some tille. had been regarded' by these cUi es as key redevelopment
sites. Because they complete programs begun under Urban Renewal. these
UDAG projects can be classified as part of cities' economic development
strategi es.
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Origination of
UDAG Project Proposals

15

Host development ideas receiving UDAG support
are conceived prior to any thought of UDAG; but
about one out of four projects is viewed from the
outset as requiring or being appropriate for an
Action Grant subsidy. More than half of the de
velopments were first conceived by their private
developers or by another major private partici
pant. Typically. the first person to identify a
project idea as a candidate for UDAG funding is a
city official. These patterns suggest that most
UDAG projects are not merely ideas for obtaining
public subsidies but rather development plans
conceived independently of UDAG. Most projects
require UDAG staff-suggested changes before they
are considered acceptable for funding.

Over half of the development ideas that ultimately become UDAG pro
jects originate with the private sector.

However, city officials them

selves are the original source of a sig'lificant proportion of the develop
ment proposals.

In metropolitan cities, about one in five UDAG projects is

first conceived by city officials; in small cities, about twice this pro
portion arise inside City Hall.
Wherever development ideas arise, most (at least two-thirds) precede
any thought of UDAG. This was as true in 1978 as it was in 1979 or 1980.
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Cr

i:'1€

first

othar

ha;-:j~ a~0U~ C~~ ~I'ojec;:

con~;ptiofl

as arprovl.. ~:;"te ror'"

in f0U"- was
Jr"

{equiring~

times out of five. t:l:? f,;·,;t w:'so .. tv identify
potential UOAG project

a ci1:y official.

\;'0.:;

appar~~t.ly

il

viewed from

JC'AG Sllbsldy.

Four

de,,€lopment iJea as a

This patter'i suggests that

most projects funaed through UDAG are not merely Ideas for ottaining public
suo:;idies but rather del'elopment idads conceived indej:enaently and judged
f;rst locally and la"er by
Three-fourths

Hun

of the

principally by city staff.

to

~equire

svccessful

subsidy.
UOAG applIcations are

prepared

However, some citIes (both sma11 and metro

pol itan) rely on consultants or even developers and others to draft their
applications.

Small cities are more "ke'y than metropolital" cities to

use conslJ1tants in this ,ll'ocess.

.At least one-third of the small cities

make some use of cO'lsul tants, and about one out of five rel i es on a consul t
ant to draft its application.
Once an application is submitted to HlJ9, the UDAG staff ,n Washington
often asks the city for major revisions in creer to produce a final project
proposal meeting UDAu's flJnding requirements. About one-half of

t~e

success

ful appl ications SUDMitted by metropolitan cities and about two-thirds of
those subm,tted by small citIes require changes prior to fundi'lg. Typically,
these changes are negotiated betwee'l UDAG staff, city official s, and private
parties to the proposea project wi thin the 60 days between submission and
HUD's decision on funding.
In two out of every

~hree

instances, officials of small chies think

that these changes improved tne projects from their oerspect1Ye.

However,

only one in three metropolitan city officials th,nks .hat the changes made
the projects better from their viewpoint, with two-thirds of them uncertain
-144-
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or negatively di sposed toward the changes.

Official s of lIletropoli tan

cities Ilay be less favorably disposed toward the intervention of the UDAG
staff than $ITIall city official s because of their greater capacity to nego
tiate such projects themselves and/or their stronger negotiating positions.

-145-

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Cities' Plans to Use
Recaptured UDAG Funds

16

UDAG projects that include loans, lease arrange
ments. and provisions for city profit participa
tion wi1l generate, for some cities, significant
new income to finance future community develop
ment activities. Of the 70 cities included in the
study. about three-fourths have received at least
one UDAG that allows them to recapture and reuse
their Action Grant funds. Of these. four out of
five have a mechanism to reuse these funds either
planned or in place. In most cases, this ~chan
ism involves the use of recaptured funds to cap
italize city-controlled revolving loan funds for
commercial, industrial. or (in a few cases) hous
ing and neighborhood development.

One feature of the UDAG program that may assUme greater importance in
future years is its potential for local recapture and recycling of Action
Grant funds to subsidize additional community development activities.

Re

captured UDAG funds include loan repayments, lease payments and. where
applicable, city participation in profits generated by UDAG-subsidized in
vestments.

The last of these forms of recapture occurs when the project

grant agreement includes a ·kicker· provision. One of the intended purposes
of a kicker is to allow private investors in UDAG projects a reasonable
rate of return, while protecting against excessive or ·windfall" profits

.

-_.
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TEN~INOLOG1:

KICKER AND

RECAPT~R£

Kicker: !\ pro'il si;)n in some UOAG grant agreements givi ng
terms under _~ich the city will share in dny net income
or net cash f1 ow from operat; 0'1 or sal e of UDAG
subsidized private develo¥~ent. For ;nst~nce a kicker
might take the form of ~ specified percentage of the pro
ject's net cash flow to be paid to t~e city above and
beyond any loan repayment.
Recapture: Recovery by a city of its Action Grant in
vestments, generally with interest, taking the form of
loan repayments, lease payments, or kickers.

fourteen percent of all the projects examined for this study include
kickers.

Few kicker prov; sions were included in earlier projects.

have become more carnnon in more recently f:mded projects.

They

These kicker

provisions tend to be uniquely written to fit the circ:Jmstances of a
particul ar project.

Some -exampl es of tne v"ri ea previ si cns encountered

lire:

* Example: A city will receive 30 percent of the net income from
a oarking garage constructed lIith UDAG suosidy.

Because

*

Example: A city \lrin receive 12 percent of any annual net cash
flow (all income less Y'eal estate taxes, debt service, and
operating expenses) from a newly developed hotel and commercial
space.

*

Examole: A shopping center developer will pay the city 50 per
cent of annual net cllsh fl ow frem 411 sources.

r,~st

of these projects

~r2

nnt ¥ery far along and their future pro-

fiiability cannot be predicted acc:;rateiy, i t is uncertain whether the
cities' profit participation will lie, in vety !lany cases,
-148-
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source of recaptured funds. All indications are that the largest proportion
of recaptured funds

~i11

result from loan pay backs or lease payments rather

than direct profit participation.
About 30 percent of UDAG funds awarded through FY 1980 were loaned by
the cities to private developers.

Through the end of FY 1980, about 40

percent of all UDAG projects provided for recapture of funds through loan
paybacks or lease payments. The proportion of all projects including loan
or lease arrangements has increased from 30 percent, in FY 1978, to 35 per
cent, in FY 1979, and 62 percent, in FY 1980.

Over one-half of the pro

jects exami ned for thi s study used UDAG funds for de vel opment loans; and
three-fourths of the 70 cities included in the study had received at least
one UDAG involving future recapture of Action Grant funds.
For some cities, the magnitude of recapture is such that this wi1J
soon become a significant source of new income. For instance, one city-of
340,000 people has five UDAG projects that, over a period of 20 years or
so, will produce recaptured income with a combined present value of nearly
$1 million.

Cities may use such recycled funds for any activity eligible

under Title I of the Housing and Community Development Act of 1974, as
amended.l! Thus, recapture adds to cities' financial capacity to undertake
other economic and community development projects of their choice, and to
reduce their future dependence on Federal development assistance.

1/ E1 i gible activities are those which address the needs of 10w- and
- moderate-income persons, elimination of slums and blight, and cities'
urgent needs and may take the form of public works and facilities con
struction; property acquisition and demolition; relocation assistance;
rehabil itation of structures; and provi sion of public services.
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ti!pitaHze r~'1oivill!l lQ~n funds fr,r ;~l"thl. 'i:lQustrf"l,

casez} hcui'lng <ina

1ll!!ig!Jbcr~(lcd

r~cap~red

the main categories of planned use for

Commercial or Industrial
cities with

~echan15ms

have set up or definitely plan to

chl projects.

Pools. More

l~an

p1~ce

planned or in

what several call -.ini-UDAS"

ae~;)w

ui!;;l!lopmen-;.

est~blis~

p?o9ra~s

to

tH'

{'in a few

4r-e ~scriptior.s

of

funds.
~~an

40 percent of the

r~c~ive

?aybacks or kickers

revolving loan funds to support

to aid small industrial or

e~er

TYDiclilly, t!lese f'Jnds cOIlDine UDAG paybacks with IilOney

from other sources; IIl1d,

often, th-;y rare admini;tered by a separate

nonprofit development corporation.
.. Exampie: One $llIa~l cit)' win evellwally receive paybacks total
l1ng $1 million pius interest from Its UOAG projects. The money
will be turned g¥e~ to a nonprofit development corporation
controlled by 10c<l1 government and ilrivate interests .mere it
will "be comb; ned wi til ether fUll:1s frc-rn S3A and the state job
development acthcrity and used f~r ~cnnomic development activi
ties. The project sE;i~ci.ion ~riteria wil1 be IlOdeled after
UDAG's.
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l"evo vi"g fund i!st1lb1i .shed .ith l'lOI'e,y from CDSG ;loa EDA. The
fund is !lana;e:! by I 11Oill:H'ljfi:. 01 tj-coiltrolled capital corpo
Tiltion l!il':ich ....o1";,.s to to!.:t'i~ pTi'lilte lending \tith p'JbHc ilro
;rams to fi nance smal1er i Ildustri:>l <lnd c=ercial development.
Projects ire selected !Jsir.g job creation il1d l~verage criteria
'Jery simlhr to UOAG's; the loai1 ean be for no lllOre than one
fourth of all funds or one-half of ai 1 borrowed funds. Loan
limits ~rl! S300,OOO or lip to $600,OCO 'In arus targeted for

development.

*

Example: Another tHy,

~hi.::h lias lost !lill1:f thousartds of llIapu
in j"ecent years, has cllcsell to emphasize loans
for industrial ;;le'fe'opment in its rl!CycHng of UOAG funds.
Individual loans lilay not exceed 1S00,COO lind tile 31a~imum cost
per job cr~ated has been set at $5000.

f&ctur''lg

job~
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Housing and Neighborhood Improvement Loan Funds.

A few cities have

definite plans to reuse UOAG "payments only or primarily for loans to
rehabilitate housing or support neighborhood revitalization.

*

Example: UOAG loan repayments received by one West Coast city
will be placed in a revolving loan fund established as part of
the ci ty s COSG program. Loans are Ilade from thi s fund for
housing rehabilitation.

*

Example: In a Midwestern city, both loan payments and tax incre
ment receipts from two UOAG projects will be used to help pay
off housing bonds issued by the city to acquire housing for
Section 8 substantial rehabilitation.

Other Revolving Loan Funds.

Other cities plan to use recaptured UOAG

funds for loans supporting unspecified economic or cOl1lllunity development
activities.

*

Example: One Eastern city will
tund from proceeds of a UDAG
money: wi 11 be used to benefi t
according to city officials.
tured funds will be to service

establish an economic development
project lease and kicker. The
1ow-i ncome and mi nod ty persons,
However, the first use of recap
debt on general obligation bonds.

Finally, about one-fifth of the cities expecting or receiving loan
paybacks or other income from UDAG projects plan to use their recaptured
UDAG funds not to Ilake loans but in various other ways:

for grants, in

fras tructure improvements, costs rel ated to the UDAG projects themsel ves,
or other

unspecified economic

or cOIlII1unity
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Local Capacity to Initiate
Economic Development

17

·Since the UDAG program began in 1978, most of the
cities included in this study have experienced an
increase in local administrative capacity to pro
mote economic development. Experience with the
UDAG program 1tse1f has improved that capacity in
somewhat over 40 percent of the cities; for the
other sixty percent, however, UDAG is not per
ceived as having had this impact.
Economic development specialists in four out of
five cities visited believe that the principal
role of the UDAG staff is to provide advice and
guidance to local governments on how applica
tions can be made more "competitive" and pro
jects "better." Forty percent of the metropol itan
cities look to the UDAG staff in Washington
to play the "heavy" in negotiating the tenns
and conditions of projects with the private
sector. Thirty percent of metropolitan cities,
but only 17 percent of small cities, appear to
have a "strong" capacity to make feasible econ
omic development deals with minimal or no UDAG
staff assistance. The majority of the remain
ing cities have some "deal-making" capacity but
do need some assistance.

This section evaluates the current administrative

capaci~

to promote

economic development of the cities whose projects Ire examined in this
stu~,

the changes in that capacity since early 1978, and the estimated

153

~ith

no

other

~deal-maKlng· ~r

The Current Economic

assistan~e fr~

~'el~Dme~t Ca~&r.ity

the UOAG staff,

of City

Gov~rnments

!there llvai lab1e. to r.t.irnulate llnd support econ0lll1 c deve 1'Jpment acti v1
ties. These incllloe:

Federal and lute !JO\ferment eeoncmic develop

lIent grant programs {based on e115ibflity) j sUite llnd local government
special

purpose

bon:ls

!illdU5~rfa'

rsyenue llnd tax increment bonds);

loan pools and revolving funds (SUCh as from UuAG project paybacks);
financial incentives sue!, ilS land wri tedowl1S, tax

ab~teme~ts.

payments

in lieu of taxes, etc,; and the provision of 'technical assistance to
business~s

a

in applying for direct loans or loan guarantaes available from

number of Federal and state gove"nr.:ent prog"Il111S

aeveiopment

support economic

lnvest~n~.

Howeller, the administNthe
those tools effective1 y is
1)

\t'h;cll

eapl:ci~

4 f~nc~ion

of local governments to use

of:

organizat~onal

arrAngements which institutionalize
the responsibiiity for ~ccnomic development actiYi
ties;

2) a professional staff ikill!d in acquiring (i.!••
grantsmanship) anj using the tools Qppropriate to
the needs of the c~nity ~nd of specific situa
tions;
3) a constructive, cooperative relationship between
local govern~ent officials ana the private sector.
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Based on the infonnation obtained from city development officials.
lenders and private developers. a detennination was IIade of whether the
current administrative capacity to support economic development in each
ci ty vi si ted for thi s study is ·strong". ·lIIOderate". or ·weak".

A ci ty

is classified as having a ·strong" economic development capacity i f the

following conditions are met:

(a) the organizational responsibility for

carrying out economic development activities is clearly define<!; (b) it
has a staff skilled in the use of economic development tools (as evidenced
by the effective use of them in the past); and (c) a high level of coopera
tion exi sts between the city goverll1lent and the private sector.

To the

degree that these standards are not met. a city I s economi c development
capacity is assessed as either "moderate" or "weak".
As woul d be expected, there is a significant difference in economic
development capabilities between metropolitan cities and small cities.
Whil e nearly one-half of the metropolitan cities are considered to have a
"strong" administrative capacity, this is the case in less than five per
cent of the small cities.

At the other end of the scale, just under 40

percent of the small cities are judged to have a "weak" capacity as com
pared to about 17 percent of the metropolitan cities.

The basic explana

tion for this pattern is that the larger the city, the greater the resources

.

available to establish and maintain the capacity for undertaking economic
development activities.

About 40 percent of metropolitan cities and almost

60 percent of small cities have "moderate" capacities.
The Trend in Administrative Capacity Since January 1978
Between 1978 and 1981, just over 70 percent of the metropolitan
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cities lind dpproxilllately

l)ll~illllf

of the $IIlal1 :::1tiu included in this

study strengthened their ability to foster economic deve1opment.

For

.example, sOl1\ewhat over one-haH of the cities either created new offices
or added new staff positions concerned with
~ith

~onomic

development or

helping to solve business problems; a larger number have undertaken

l!fforts to attract nel>' busi ness or industry to the community.

Accordi n9

to city officials. there is increasing cooperation in the working relations
between city government and business in over 90 percent of both metropol itan
and small cities. Jj This latter trend was generally confinued by r!pre
sentatives of lending institutions contacted in a number of cities.

Over

the last three years. about one-half of the cities have used. for the first
time, at least one of a variety of economic development tools.
UDAG's Impact on Trends in Administrative Capacity
The impact of the UDAG program on the cities' administrative
capacity to promote economic development was estimated for each of the
cities included in the stuclY.

The following are illustrative of the

ways in which UDAG has strengthened

capaci~:

o The creation of new offices or staff dealing with
economic development can be attributed to UDAG in

1/ A 1980 HUD survey of 564 business executives of fil'llls I headquar
- tered or solely located in IIlE!tropol1tan cities found that 59 percent
perceive cooperation be'bleen business leaders and their city govern
meflts over the past five ,years to be ·very· or ·somewnat close.· How
ever. 33 percent describe these relationsh1ps as ·not very close· or
-not close at all·, and the remainder are unsure. Most urban business
leaders would prefer that local government. rather than other levels
0,1 government or the private sector. take the lead in organizing local
economic dev!lopment.
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about one-fifth of the metropolitan cities and
over one-fourth of the small cities.
o The first use of at least one ·economic develop
.ent tool" (such as a local or state bond issue)
was associated with a UDAG project in about one
out Of six metropolitan cities and in over 40
percent of the small cities.
o

In about one-sixth of the cities, the first time
the city took a lead role in negotiating a land
development deal was in connection with a UDAG
project.

Based on thi s type of infonnation, it is estimated that the UDAG
program has had an impact that ranges from ·some· to "major" on sl ightly
1I0re than 40 percent of both metropolitan .and small cities.

In the major

ity of cities, however, the program seems to have had little or no impact

I
I
I
I
I
I
I
I
I
I
I

on administrative

capaci~.

Cities' Perce tions of the Most I ortant Roles Pla ed b the UDAG Program ta
neve 02,n9 ew ro ects
Providing advice and guidance to city officials at all stages of the
process is seen by 80 percent of

bo~h

metropol itan and small cities as the

most important role played by the UDAG Central Office staff in developing
projects for funding.

This help ranges from what is needed to make either

a planned or submitted application lIore ·competitive" (reflecting the
changing but often unpUblished priorities of project selection established
by the program staff) to how a project can be llIade "better" following
IIrel iminary appl ication approval.

1/ These findings are based on the opinions of city officials (in each
- city visited in the study) who were llIost familiar with the develop
.ent of UDAG projects.
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Going a step further,

one-third of metropolitan cities and one

si.<th of small cities see the most important role of the UOAG staff in
Washington to be its direct involvement with both city officials and
private sector participants in "deal-making" negotiations.

Some cities

lack the sophisticated financial knowledge or skill to negotiate or put
together complex or mixed-use

projects and look

to

the

acknowledged

ability of the UOAG staff for assistance in such situations.
cases, there

is

simply no "dea l-maki ng"

In other

abil i ty at the city 1evel •

An especially interesting finding of this study is that almost 40
percent of metropolitan city officials believe that the most important
role pl ayed by UOAG staff is that of being the "heavy" in driving hard
bargains with private sector investors and developers to maximize a pro
ject's financial benefits to the city.

ThiS relates to situations where

there is to be a payback of funds to the city either in the form of a loan
and/or the taking of an equity position.

Some officials say that negotiat

ing the terms and conditions of these loans and "kickers" is a role whiCh
they themselves do not want to play for fear of alienating a developer or
of killing a deal.
That "deal-making" and "playing the heavy" on the part of the UDAG
staff seem to be of less importance to small cities than to metropolitan
cities may well be accounted for by the fact that 75 percent of the small
cities studied had received only one Action Grant award and thus have had
no continuing contact with the program.

In contrast, metropolitan cities

visited averaged (median) 4 awards per city, with just 15 percent having
received only one award.
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The Capacity of Local Governments to Design and Carry Through Feasible
Economic Development Projects Without any "Deal-Making" or Other Assistance
from UDAG
This evaluation of a city's ability to make its own deals with no
assistance from the UDAG staff takes into account the current quality
of the city's economic development capacity, the trend in that capacity
over the last 3-1/2 years, the nature of the city's present reliance on
the UDAG staff in project development, the number of UDAG projects awarded,
and the opinions of local officials on this sUbject.
In making this particular judgment, it is assumed that there will be
continued availability -to cities of Federal funds, using an eligibility!
di stribut i on fonnu1 a eannarked for economic development, and that c i ties
can make their own "deals" not subject to HUD approval
limited set of guidelines.
WhiCh invo1 ve

up-front,

but within a

For a city to be able to make UDAG-1ike deals

1egally bind i ng

comrn i tments

from

the

private

sector, it must have funds to use for infrastructure, writedowns, re10cation, loans, interest subsid i es, rebates, direct grants, or whatever is
needed to leverage private investment.
About 30 percent of the metropo1 itan cities and 17 percent of the
small cities studied are jUdged to have a "strong" capacity for making
their own deals without UDAG staff support.

Another 55 percent of metro

politan cities and 42 percent of small cities are judged to have a "moder
ate" capacity in this regard.

These findings suggest that the majority of

cities have some level of "deal-making" capacity, although only a minority
appear able to negotiate, on their own, UDAG-1ike deals with the private
sector.
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Options for
Program Improvement

There are several opti ons fo r improvi ng the UDAG
program. First, to insure that UDAG subsidies
are awarded only when absolutely necessary, pro
gra~ officials could: seek additional outslde ex
pert opinion about local real estate and market
conditions; strengthen the process by Iotlich HUD
Area Office economists participate in project re
view; and/or require documentation from private
lenders that sufficient private funds are not
ava il able.

18

Second, to increase the probability that projects
will be financially viable, program officials
coul d: expl icitly consider financial feasibil ity
when sel ecti ng projects; and/or strengthen early
monitoring of projects to detect emerging prob
1ems.
Third, to improve the accuracy of the impact estimates used to rank projects for selection, pro
gram officials could: refine the employment esti
mating procedures to correct the more common cal
culation errors; provide cities with more guid
ance on how to estimate revenue impacts; develop
al ternative methods to suppl ement the presently
used leverage ratio as a criterion for selection;
and/or, possibly, use one or more combi ned bene
fits indices for project selection purposes.

I.
I
I
I
I

Fourth, to alter the di stribution of funds among
cities, it is possible to either increase the
amount of targeting to citi es with the greatest
need or, alternatively, to encourage as much

-

-

Preceding page blank

163

I

I
I•

participation as possible among eligible cities.
There are several _ays to accomplish the fonner
gOlll: give greater \tllight to economic distress in
project selection; reduce the eligibility list;
and/or concentrate technical assistance on highly
distressed cities which have received few or no
awards. To accomplish the alternative goal, it
is possible to: place a limit on the Imount of
awards or funds going to anyone city; Ind/or
offer technical assistance to a~ city with few
or no ewards.
finally, In additional way to strengthen the pro
gram would be to .nc~urlge cities to recycle re
captured UDAG funds into sLtlsequent UDAG or UDAG
type projects, thereby diminishing, by some
amount, dependence on Federal funding and, as
well, increasing the city's own inves1lllent in
new projects.

This section has two purposes: (1) to assess the programmatic implicaperformance relative to the purposes established by Congress. The follow
ing discussion is not intended to address those proposals for change that
woul d al ter either the purposes or

IlIIj or

features of UDAG: for instance,

proposals to fold Action Grants into CDSG or to substitute for UDAG a new
economic development block grant to states. Nor will this discussion con
tribute directly to broad philosophical debate over the proper Federal
role in local econcmic development.
CSSLIlIl!

Instead, the alternatives considered

I continuation of UDAG within its present legislative IIIndate.
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Implications of Evaluation Findings for Program Improvement
In sUl1lllary, this evaluation has addressed the following issues -mich
are central to the WAG progrll1l:
(1) The need-for-subsidies issue.
(2) The realization-of-benefits issue.
(3) The benefit-projection issue.
(4) The distribution issue.
These are briefly reviewed below.
Need for Subsidies. Are WAG funds going-only to projects where they
are needed to produce the private investment? With regard to this quest
ion, it has been shown that at least two-thirds of UDAG projects coul d not
-have occurred without the Action Grant.

In these instances, distressed

cities benefited from increased private investment, new jobs or jobs saved,
and added revenues that, at best, would have been delayed and, at worst,
never would have materialized.

This positive finding .ust be weighed

against the discovery of partial or full substitution of UDAG funds for
private or other public funds in one out of five projects examined.!! The
implication is that improved review of project proposalS lIIight avoid some
instances of substitution, thereby redirecting funds to projects where
subsidies are needed.

Options for reducing substitution are considered

in Subsection Abelow.
Realization of Benefits. Will the projects selected for UDAG support
produce substantial and lasting economic benefits for distressed cities?

1/ For 15 percent of the projects, the evidence regarding substitution
- is inconclusive.
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Concerning this question. it has been shown that .ost projects will produce
tile bulk of the intended benefits, but that initial forecasts of scme
categories of benefit tend to be high -- .cst often because of illproper
calculations

Of"

forecasting difficulties.

However, about one in ten of

the projects examined has a senous problem that either has or is likely
to substantially reduce its benefits.

TIlis finding implies

more careful consideration of the financial

viabili~

II

need for

of proposed projects.

After award, improved 1lI0ni tori ng coul d hel p identify and respond to emerg
ing problems and avoid further investment of UDAG funds in non-viable
projects. Options for 1l1Proving the chances that projects selected will
be viable are presented in Subsection B.
Benefit Projections.

Are projects being selected on the basis of

reasonably aecurate orojections of benefits? It has been shown that ini
tial forecasts of some categories of benefit tend to be high -- often
because of miscalculations or lack of guidelines about how benefits
shoul d be measured.

Inaccurate benefit esti1llltes can lead to less than

optimal use of the available dollars and becomes a greater problem as the
competition for funds increases.

Options for 1lllproving the accuracy of

benefit forecasts are offered in Subsection C.
Distribution.

Are UDAG funds distributed amonq cities in a way that

is consistent with the purposes of the program? UDAG is intended for cit
ies that are, in the words of the legislation, ·severely distressed.·
However, the Congress has not specified the distribution of funds within
the group of eligible cfties.

HUO say, therefore, choose to increase the

concentration of funds toward the .ost severely distressed llIetropol1tan
and small cities and/or to increase participation by cities that. regard-166-
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less of the degree of econani c distress, have received few awards in the
past.

It has been shown that the more distressed of the eligibl e cities

receive a greater share of awards and dollars than less distressed cities
and that there is 1ess concentration toward severe distress lIllOng small
cities than among metropolitan cities.

The latter difference probably

results, in part, fran the relatively poorer quality of applications for
the 25 percent of UDAG funds reserved for small cities.

Greater targeting

increases the proportion of total benefits received by the cities most in
-need but tends to reduce participation by other eligible cities that are
less distressed.

Options for altering the distribution of funds among

cities are discussed in Subsection D.
Options for Program Improvement
The foll owi ng four sUbsecti ons present groups of options addressed
to each of the questions raised above.

An additional option that deals

wi th several

areas of progrCITI improvement is presented in the fi nal

subsection.

These options are not meant to be IIlltually excl usive or

exhaustive.
A.

Insuring that Subsidies are Needed.
Option 1:

seeking Expert Opinion.

Option 2:

Strengthen the Area Economist's Review.

Option 3:

Obtain Letters of Rejection from
Lenders.

At present, the UDAG staff in Washington attempts to guard against
substitution by requiring written assurances from private developers and
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,.
cities that l!'lch project is contingert on tile !,Cl,;;O"l Grallt, hy conducting
j~$

own analysis of the projects' financing (sometimes in,luding inquiries

tG

local

lenders), and

sometimes

by offering stiffer terms

"kicker" requireme'1ts) to test the intentions of developers.
cases, an otherwi se fun dab le project may

be

(such as

In doubtful

hel d over to the next fundinq

l"ound to see whether the developer will proceed with other financing.
UDAG's small staff relative to the number of applications processed in
~ach

fU'1ding round, combined with the very brief (effectively 30 day) time

period ;n '1Ihich staff can review, refine, and -evaluate project proposal s,
are major constraints on the ability to screen out projects where substitu
tion is 1i ke 1 y to occur.
awards

Current procedures have not al ways prevented

that were not needed or where at least one component of a project

would have proceeded without subsidy.

Therefore, various options for

improving the review for substitution should be considered.
The options discussed below all involve the review of project propo
sal sand incl ude c'!a'lqes i1 and 2' that wou1 d imorove information and
analysis and one (31 that would involve a procedural test

for possible

substit.Jtlon.
Option 1: Seekinq Expert Opinion.

UDAG staff could make qreater use

of Jutslde expert opinion in its review of project prooosals for potential
suostitution.

This coul d be done routinely for all applications or only

fer those projects that are aifficult to analyze.
are rele'tant.

Two kinds of expertise

One is intimate knowledge of a local real estate market.

The second is broad national experience with the appraisal of a particular
~y~e

of

de~e1opment,

I
I
I
I

•I
•I
I
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I

I
I

I

e.g., industrial.

I
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In some cases. useful information can be provided by a quick phone
call to verify the reasonableness of specific figures in the applications.
In other instances. detailed study of a project's development cost esti
mates and projected cash flow my be required to generate a useful assess
ment.

Given the extrenely tight schedule for reviews. it 101111 be almost

essential to identify appropriate expertise in advance and to have pro
fessional consul tants not personally involved in any UDAG applications
on call.
Option 2:

Strengthening the Area Economist's Review.

Applications

are currently reviewed for market feasibility in the office of the HUD Area
Economi st; the resul ts of these analyses are then transmi tted as part of
the complete Area Office review and are available to UDAG staff when they
begin to intensively analyze proposed projects.

It appears that UDAG staff

have not relied heavily on the Area Economist's review. and project revi
sions sometimes render some parts of the review irrelevant to the final
form of the proposal.

The Area Economist's review might be refocused to

include the gathering and analyzing of information useful in evaluating
substitution.

A substitution analysis by the Area Economist could consider

surrounding land uses and values. determine the availability of comparable
sites (both within the city and in the suburbs). and examine the val idity

-

of market studies done for the developer. This type of analysis would not
only aid UDAG staff in evaluating substitution but also help in assessing
risk of failure (see Subsection B) and in negotiating terms of the awards.
Option 3:

Obtaining Letters of Rejection from Lenders.

In

some

Federal business loan programs. the method of documenting need for subsidy
is to require letters from private lenders rejecting the Federal applicant's
-169-

I
I
request for a private market rate loan.
l'n~ach,

Following a sOlr.e",nat similar ap

HUD could require that, when the UDAG :.Iiil be lls.ad

<IS II

development

;oan, the private developer first seek to borrow from one or more private
lenders.

Letters would be obtained from these lenders stating that a loan

at "he required loan-to-value ratio llnd at the required interest rate ,is
~Ot

llvailable and indicating the

te~s

under which a loan would be available.

Tilese letters would be submitted '<lith the UDAG application.

Two problems

with this option are the time and paperwork burden created and the possible
unwil iingness of some 1enders to make pub 11 c the i "formati on on tems

improving Consideration of Financial Viability.
E~plicitly

I

Option 2:

Strengthening Early Monitoring.

I

Considering Financial Feasibility
in Project Selection.

financial failure ..ith new investment in economically distressed cities.
It follows, therefore, that HUD will not use the same standards for determ
ir.ing acceptable risk that a private lender would use.

Nevertheless.

certain proposed UDAG projects carry a higher probability than others of
financial failure for reasons unrelated to their location in distressed
The present study shows that financial difficulties have caused a

loss of benefits in enough cases to make thi s a focus of concern.

The

probability of financial failure is based on such identifiable factors as
inexperi enced management, new production technology, and the extent to
~ich

I

Option 1:

One rati onal e for the UDAG progrlll1 is the greater probabil ity of

cities.

I
I
I

I

they will or will not offer.

s.

I

profitability is contingent on events or other investments not under
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control of the developers.

Also, projects whose future profitability is

very sensitive to changes in the national economy May carry a greater-than
average risk of financial failure.

Such risks are often signalled by the

unwillingness of a private lender to make a loan as an indication that,
wi th the UDAG subsidy, a project promises to be e viable inves1ment.
However, in some cases, lenders are also the developers, the develop
ment company is a lender subsidiary, or the lender will be a major tenant
in the project.

Also, where a lender is making a relatively small con

struction or first mortgage loan or where a large percentage of the Joan- is
government-guaranteed, the 1ender's ccmmi tment shou1 d not be the sol e de
termi nant of feasibil ity because its exposure in the project is too small.
In short, there are several instances where HUD cannot interpret a lender's
willingness to loan as indication of a project's market feasibility.

To

reduce its reliance on this method of assessing feasibility, HUD should
seek alternatives.
Option 1:

Explicitly Considering Financial

Feasibility in Project

Selection. Improvi ng the assessment of feasibili ty may be accompl i shed
by some of the same methods used to insure that the UDAG subsidy is needed.
These would involve improving the information available to reviewers on
project financing and expected profitability and strengthening the analy
sis of that information.

As noted above, the Area Economists currently

assess the market feasibility of each proposed project.
strengthening these analyses

and

insuring

Various means of

uniform quality should be

examined, including additional training, the development of a handbook or
gUidelines, and improved communication between the Area Economist and UDAG
reviewers as proposal s are being revi sed and considered.
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A1 so as noted

above, it may be possible for HUD to increase its :.Ise of outside expertise
;n assessing both substitution and feasibility.
It may be possible to estimate the probability of flnancial

failure

:rom characteristics of the proposea projects based on standard investment
"nderwriting criteria.
f,sk is

li~ely

A professional, systematic approach to analysis of

to be cost-effective,

more than paying for itself by reduc

illg the llDAG dollars wasted on non-viable projects.

In addition, i t would

be useful to compare the characteristics of the 100 or so projects that
have been terminated, and of other projects that have not produced a sub
stanti a1 portion of benefits expected at time of grant agreements, wi th
those of successfully compl eted projects.

Another useful step waul d be

-::0 detennine whether a 1arger proportion of deeply subsidi zed projects

than of other projects fail to produce all or part of their expected bene
fits.

At present, the UDAG staff does not formally estimate the ccmbined

subsidy from all public sources including other Federal grants, public
loans and loan guarantees, local or state sponsorship of industrial reve
nue bonds, tax anatements, ana land writedowns.

The combined total of all

pub11C Subsldies, as a proportion of the project investment, gives a better
indication than the size of the UDAG alone of the degree to which the
private sector considers the project to be viable as well as the potential
return from a UDAG-suoported project.

ThUS, the depth of subsidy may prove

to be a useful indicator of viability and of the probability of failure.
Option 2:

Strengthening Early Monitoring.

The Area Office has pri

mary responsibility for monitoring UDAG projects in progress.
UDAG

progr~

Because the

is relatlvely new and the number of active projects is growing,

the monitoring function is still evolving.
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Area Office personnel to devote sufficient tille to this function and the
burden is increasing.

Given the potential illportance

of IIOnitoring for

early identification of projects in financial trouble (as well as other
problems. such as violation of the grant agreement>. further study is
desirable to determine the most beneficial approach to project monitoring.
One useful step would be to quickly provide Area Offices with information
on changes in projects that occur before and Ifter award, so that they do
not lose touch with project status and have an opportunity to cOlllllent.
Another would be to give Area Offices training and written guidelines on
how to IIOnitor effectively.

If early IIOnitoring is to be beneficial. it

must be followed by effective action to resolve emerging problems.
C.

Refining Projections of Benefit.

Option 1:

Refining Employment Estimates.

Option 2:

Providing Cities with More Guidance on
How to Estimate the Revenue Impacts of
Proposed Projects.

Option 3:

Developing Alternate Methods of Esti
mating leverage.

Option 4:

Developing and Using One or More Bene
fits Indices in Project Selection.

..

Accurate projections of impact are essential to selecting those pro
posed projects likely to provide greatest benefit to distressed cities.
Any errors that cause relatively weaker project proposal s to be sel ected
over stronger ones not only produce inequities among cities but Ilay also
reduce the credibility of the selection procedure.
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As the number of

app1icat'lill1S rises in relation to available funds, 'the
~i:terrnine

l',,~,.d

fllcreases to

not only whether proposed .,rojects Het t!l,llSlh)',<l c1'iur'!,a of

¥",oJecti!d b;:l'll!fj t but 3150 to rank. them accurately relative to one llflotller.
r<lll options distllssecl in this subsection deal either with improving the

iltllllbers used to predict impacts or with illlproving the use of those numbers
in rSDKing projects for selection.
Option 1:

Ref)ning Employment Estimates. Many instances have been

found Where, at the time grant agreements were signed, calculation errors
lIave resulted in lIlisestimation of the

nlllllbers of new -penaanent jobs

likely to be created or jobs likely to be retained by a proposed project.
When

e~rors

cf calculation were .ade, they usually resulted in predictions

of greater benefits than projected.
to convert part-time or seasonal

One source of error was the fal1ure
jobs to their full-time equivalents.

In other cases, jobs were counted as "retained" when they would not have
been lost to the city without the UDAG.
can ba achieved by

p~oviding

Improved estimation of jobs impact

cities Ind private oarties with better

!luidel1nes for developing employment projections and by pllcing greater
~phasis

on the checking and refining of job numbers by UDAG staff during

the application review period.

National or regional benchmark figures

are

avail~ble

-:~

average number of jobs created

lilO;"!!;

or can be developed for particular industries indicating
~er

dollar of new invesbnent.

However,

study is necessary to determine whether such benchmarks are useful

in checl:ing the

realism of employment projections for UOAG projects.

tllture enforcefllent of grant agreement provisions specifying the numbers
of jobs to be created or retained by a UOAG project woul d further increase
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both the incentive and the need for precise jobs projections.
Option 2:

Providing Cfties With More Guidance on How to Estimate

the Revenue Impacts of Proposed Projects.

Currently, the amount of error

in projecting the fiscal impacts of proposed projects is so large that
these estimates are not very useful in selecting projects for award.
Property tax impacts have been estimated wfth reasonable accuracy, but
other revenues have not.

In fact, rel atfvely little attention has been

given by HUD to the methods citfes use in projecting fiscal impact.

As a

result, there is room for improving the accuracy of these projections.
Cities should be given a uniform straightforward

~ethod

to follow, and the

application form should indicate prominently that only city, not state or
Federal, revenues are relevant to project selection.

In developing a

uniform method for revenue projection, consideration should also be given
to estimating separately the revenue which woul d otherwise have been lost
in projects where a UDAG award induces business retention.

While this is

not additional revenue to the city, it woul d be lost to the city without
the UDAG, and this is another type of fiscal

benefit.

Finally, the

variation in revenue impacts over time due to temporary tax abatements
or other factors must be recognized in developing a projection lIethod.
Option 3:

Developing Alternate Methods of Estimating Leverage.

The

esta:mated ratio of private investment to the requested amount of UDAG
dollars is a major criterion for project selection.

However, the 'lever

age" ratio is a flawed indicator of the UDAG's illlPact on private invest
lIIent for two reasons.

First, where other public capital subsidies are

involved, it is usually unclear what proportion of the private investment
can be attributed to any single component of the total subsidy.
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In these

eases, the lev;erage ratio iIIfhUls tlle :'ole of \l!;ft.G
fits.

Second,

~ere

the UDAG is 50ught partly

so

jll

t~~t

~l:~erating

bene

4 p~ivate firm can

'ililIploy industrial revenue bonds totall1ng up to $20 million, the leverage
1s exerted by the combination of benefits jointly and not by the UDAG
alone.

Because HUD's practice has been to restrict UDAG amounts in such

proj\!cts to between five and eight percent of total project cost, the
Ilcrmally computed priYate-dol1ar-tO-UDAG ratio is quite high, but also
~isleading.

ratio

liS

weaknesses of the

The conceptual

presently-used leverage

an indicate!' -of- UDAG-generated benefits f11ustrate the need to

find alternate atays of calculating leveraged investment and to use lIore
than one measure in ranking propOsed projects for selection.
Option 4:

De.~loping

and Using One or More

Benefits

Indices in

Project selection. Given the quantitative nature of IlOSt of the measures
of predicted project benefits, it is possible to develop an index combining
the individual measures.

The weight given to each type of benefit (jobs,

fiscal impact, etc.) in calculating index scores would reflect its relative
importance in ranki ng projects for selection; ., ternate weights coul d be
used for some project types (e.g., tllose with housing components).

The

diversity of project proposals and the i.portance of non-quantifiable
facters in the selection process work against rigid use of such a formula
approach.

However, the advantage of this type of index would be greater

consistency -- both real and perceived -- in the use of selection criteria
re1a~d

to projected benefits.
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D.

Altering the Distribution of Funds Among Cities.

Option 1:

Giving Greater Weight to Distress in
Project Selection.

Option 2:

Reducing the Eligibility List.

Option 3:

Concentrating Technical Assistance on
Highly Distressed Cities With Few or
No Awards.

Option 4:

Placing a Limit on Awards or Funds
Given to Any One City.

Option 5:

Offering Technical Assi~tance to Any
City With Few or No Awards.

Within terms set by the Congress, UDAG can be either a targeted
program for the Jlost highly distressed cities or a program that ignores
variations of distress among eligible cities.

If the program is to be

targeted, awards or funds should go disproportionately to cities with
the greatest relative distress.

On the other hand, if the goal is to

encourage as Jluch participation as possible among all eligible cities,
targeting of program awards is not as illlportant.

Therefore, depending

on which goal is preferred, different options are suggested.
It has been shown that the cumulative distribution of UDAG funds
to date favors the cities that are aore distressed.

More distressed

Iletropolitan cities receive a larger proportion of Action Grants, on the
average, than less distressed cities, but the difference is related to
the fact that the

former submit more applications than the latter.

Applications from the Ilost distressed cities do not have a better than
average chance of being funded by UDAG.

Even so, there is stll 1 a wide

range in the number of awards and dollars received amonq cities of similar
-177-

levels of economic distress. with some cities havir'Jg recew!i!d no grants.
Among small cities. the most distressed group also

recei~es

a greater

share of awards than others. and applications from this group have a some
",hat greater chance than others of bei ng funded.

However. the overall

distribution of awards among small cities is not as highly skewed toward
the most distressed places as it is for metropolitan cities.
If even more targeting is the goal. Options 1 2. and 3 are suggested.

Option 1:
lection.

Giving Greater Weight to Economic Distress in Project Se

The UDAG staff could give greater weight to distress or impaction

rankings. relative to other selection criteria. in choosing which projects
to fund.

For instance. if all the selection factors were quantified. then

the di stress factor coul d be assigned a greater ,weight than any of the
other se1ecti on factors.

At present. the probabil ity that an appl i cati on

will be funded is no greater for the more distressed metropolitan cities
than for other cities.

l!

Another way to insure that the most distressed

cities receive a larger share of funds would be to set aSlde a predeter
mined fractlon of the total appropriation for these cities, and allow
them to compete for awards as a separate group.
Option 2:

Reducing

the Eligibility List.

By

reducing the eligi

bility list, those cities which have the lowest levels of economic distress
...oul d become ineligible. except through "pockets of poverty" appl ications.
One way of doi ng thi sis to increase the number of di stress threshol ds
which must be met by an eligible city from the currently required three to

1/ Among small cities. the ~ost distressed one-fifth of those eligible for
- the program has a higher rate of application success than the less
distressed eligible cities.
-i.78-
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four (or five).
Option 3: Concentrating Technical Assistance on Cities with Few or
No Awards But High Levels of Distress.

A third way to increase targeting

of funds toward the most distressed places would be to provide concentrated
advice and technical

assistance to that minority of highly distressed

small and metropolitan cities that have received few or no awards.

This

option would require a reallocation of staff time or other departnental
resources.
If, on the other hand, a preferred goal

i~

to increase the extent of

participation in the UDAG program by all eligible cities, regardless of
distress level, the preceding options should not be pursued and the follow
ing should be considered.
Option 4: Placing a Limit on Awards or Funds Given to Any One .City.
A 1imi t on the number of UOAG awards or total doll ars goi ng to one
city is a somewhat arbi trary but admi ni stratively inexpensive mechani sm
for preventing some cities from receiving excessive numbers of awards or
UOAG dollars.

This limit could take the form of a ceiling or cap on the

amount of UDAG dollars per capita going to anyone city.

So that the cap

affects the future distribution of program awards without severely penaliz
ing past success, this limit could take the form of an annual ceiling.
Ar.y such limit is arbitrary and, of itself, does not contribute directly
to increased participation by cities that, in the past, have submitted few
applications or have received few, if any, awards.

This option, therefore,

should be considered along with the next.
Option 5:
Awards.

Offering Technical Assistance to Any City With Few or No

A program of technical assistance that is open to !!!l. eligi
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bire eity, especially those with few or no awards, ':«luld lIelp to reduce the
pre$cnt variation in program benefits across all
E.

ellgibl~

cities.

Encouragement of Recycling Recaptured Funds.
This last subsection addresses several of the areas of potential im

provement discussed previously.
Option:

Encouraging Cities to Recycle Recaptured UDAG Funds

Subsequent UDAG Projects.

in

One distinctive feature of the Action Grant

program has been its emphasis on local recapture of funds loaned to pri
vate developers and the recycling of these funds for other community de
velopment activities.

Among cities expecting recapture, the most frequent

plan is to supplement or capitalize a revolving business loan fund.

HUD

shoul d consi der encouragi ng ci ties that are recapturing funds from past
UDAGs to commit them to future UDAG or UDAG-type projects.

Such a change

would be consistent, in spirit, with the currently proposed regulation
change making commitment of funds by the applicant city (although not
necessarily recaptured UDAG funds) a factor to be considered in sel ecting
projects.

As one possibility, HUD could advise and assist cities not

already doing so to use recaptured funds to capitalize revolving business
loan funds.

Alternatively, HUD could count a city's contribution of recap

tured UDAG funds to a newly proposed UDAG project as one positive factor
in its sele;tion process.

Or, HUD might actually require cities receiving

large flows of recaptured funds to use these in support of any future
UDAG projects.

Cities with many UDAGs and high rates of recapture could

be required to malee a greater contribution of recycled funds per project
than other ci ti es.
several things.

The 1atter two forms of recycli ng waul d accompl ish

Fi rst, the mount of HUO's contribution to each of the
-180-
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projects would be reduced,

thereby enabling the Department to support

additional projects at the same funding level, while making the high
recapture cities more nearly

self-sufficient.

Second,

recycling would

encourage cities to use recaptured funds for projects that meet the speci
fic objectives of the UDAG program.

Third, it wou1 d encourage cities to

take a more active role in monitoring and managing future UDAGs to insure
that any emerging problems are identified and dealt with promptly.

The

higher the share of the local subsidy, the more cities could be expected
~to~assume

greater responsibility for negotiating, selecting, and adminis

tering UDAG-type projects to stimulate new private investment.
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For a set of projects, the cal cul ation of the proportion of the total
dollars that were unnecessary (i.e., Ul can be

obtdined

~y

the

following

formula:
U=

(where T = total UDAG funds in project grant agreElllentsl.
Ll is excluded fran the fonnula because, in these cases, all of the
UDAG was necessary, even though

stimulated by the UDAG.

some of the private investment was not

For example, in a project that involved a housing

co-operative and a condominium conversion, the UDAG was fully expended on
the condOMinium and was necessary.

The co-op, however, was contingent

upon neither the condominium nor the UDAG.
For the 80 projects examined in the field study, U is calculated as
foll ows:

$1

= $10.29

$2

= $ 4.05 million

million*

,

L2 = S 2.57 million
L3 = $ 2.74 million
T

u=

= $116.59

million

S 1 + 52 + L2 + L3
T

$19.6 million
= ~~..,......,.,..........,..,- = .17

$116.6 million

* One project accounts for $8.825 million of 51 or 45 percent of total
unnecessary funds in sampled projects.
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This paper is Part I of a series of reports commissioned by HUD's Of
fices of Community Planning and Development and Policy Development and
Research. A preliminary discussion of program goals, impacts, measure
ment techniques and problems, and key program issues (e.g., substitu
tion) is offered in the context that actual program impacts are imposs
ible to assess because of the newness of the UDAG program. Reported
are the results of analyzing projected primary impacts for 235 projects
for which contracts had been signed as of the end of fiscal year 1979.
Projections were made using data supplied in original grant applica
tions, adjusted for changes made between time of appl ication and time of
award. Since the data represent p1 anned activity, the analysis can be
considered representative only of potential program impacts. No policy
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• The Urban Development Action Grant Program: A Preliminary
---.£'""v"'a....l·uatlon Deslgn. Cambrldge, MA: Abt Assoclates, July 1980. (Re
port prepared for U.S. Department of Housing and Urban Development.)
Second in a HUD-commissioned series on the design and implementation
of an evaluation of the UDAG program, this report provides a somewhat
theoretical discussion of evaluation methodology. Focus is on the
issues of substitution, economic and social displacement, indirect and
multiplier effects of subsidized development, and the potential fiscal
impacts of projects. The report provides the methodological framework
on which a study of the UDAG program might be based.
• The Urban Development Action Grant Program: A Comprehensive
cambridge, MA: Abt Associates, March 1981. (Re
port prepared for U.S. Department of Housing and Urban Development.)

---'£~v~a~luation Deslgn.

Building upon an earlier paper (see previous entry), this report
provides a detailed description of how to implement an evaluation of
the UDAG program -- either the entire program, individual projects, or
groups of projects. Five categories, and the means by which to measure
impacts withi n each category, are di scussed: investment, employment
and income, housing and residential location, local fi scal effects,
and local government capacity to perform economic development. The
evaluation design emphasizes survey-based methodology.
• Questionnaires for UDAG Evaluation. Cambridge, HA: Abt Assoc
July 1981. (Report prepared for U.S. Department of Housing and
Urban Development.)

-~f~a~te~s:,
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~ cemp ihti on of propcsad ria w coll :actio'1 j n,';r J,~,"n~s j?S igneo
to prv.iot i~fo~ation necessary for answering ques.io~s rega~aing the
impacts ~f ,'dividual UDAG projects or groups of projects. Tne cate
gories of impacts mirror those identified in the third report of this
series {see previous entry}, and assume a survey-based evaluation
methodo] ogy.

Tnl $ i s

A~t ~ssociates,

Inc. The Urban Develooment Action Grant Program:
A Preliminary Assessment or Impacts and Issues. Cambrldge,
MA: Abt Assoclates, 1980. (Report prepared for U.S. Department of
Housing and Urban uevelopment.)

This stuay addresses a broad range of the possible impacts of UDAG
(e.g., investment effects, employment, housing, fiscal impacts, historic
preservation, displacement, minority participation, and land use
impacts) as well as the substitution issue and multiplier effects.
Data files on 235 UDAG projects were analyzed. Data were compiled
from grant applications, grant agreements and quarterly progress reports.
The study concludes, that because of considerable time lags between
grant application and actual achievement, it is too early to make a
fair assessment of UDAG's actual impacts. Estimated impacts based
on grant application data are presented.
Bi rch, David L. "The Job Generation Process." Program on Neighborhood
and Regional Cha'1ge, M.I.T., Cambridge, MA 1979.
This paper analyzes changes in employment by size and age of firm and
by region. It employs data covering four-fifths of private sector
employment in four different time periods {from 1969 to 1976}. This
paper concludes that small and independent firms created more than
half of all 'le\Ol jobs ilnd that larger corporations are more likely than
small firms to redistribute their operations, through expansions in
growing areas and through contractions in declinlng areas. Thus, it
)S differential branching, not p~ysical migration, that causes many
of the regional differences in job growth, especially in manu
facturing. Since small and independent firms are also inherently
riskier, it is difficult to develop an effective strategy of net
new job creation util i zi ng thei r growth potenti a1.
"Increasi ng UDAG I S Econ~i c Development Impact."
Washington, DC: U. S. Department of Housing and Urban Development, un
dated.

61 ai r, John.

This paper compares UDAG grants to UDAG loans and concludes that the
stimulus for economic development generated by UDAG could be maximized
if cities borrowed against the present value of future loan repayments.
Alternatively, the UDAG office could structure a modified tandem plan
for buying and selling such loans.
Byrne, Robert M.; Porter, Doug':!s R.; and Baker, Elizabeth D. "Urban
Development Action Gr~nts: An Investment Solution." Urban Land,
Vol. 39 {June 192~:,
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This article reviews the UDAG program's goals and achievements. It
describes the Urban Land Institute's role in the promotion and assess
ment of UDAG through pUblications, conferences, and the use of a panel
of experts to review and comment on program issues.
Case, Karl E. "The Role of Housing in Urban Development Strategies."
Cambridge, MA: Urban Systems Research and Engineering, Inc., November
1980. (Report prepared for U.S. Department of Housing and Urban
Deve1opment. )
The role of housing as a component of economic development strategy is
examined. Among the issues discussed are the rationale for including
housing in economic development activities, housing impacts of existing
federal programs (UDAG, EDA, FmHA), and relative employment impacts of
public assistance to residential, commercial and industrial development.
This study finds that different types of projects generate almost
equal numbers of construction jobs per dollar. If housing is in short
supply, the secondary employment effects of commercial -or industrial
projects are reduced. The longer term economic impacts of housing
projects are very much dependent on local employment and housing market
conditions. If the resident pOpulation and/or local income are increased
as a result of housing investment, the local economy -- and employment
-- improves since people are more likely to shop closer to home.
Clink, Elnora, Cathleen Finn, and George Reige1uth. Program Design
and Program Results in Federal Economic Development Programs:
A D1Scussl0n of Issues. Cambrldge, MA: Dalton-Dalton-Newport,
Inc., January 1981. (Report prepared for U.S. Department of
Housing and Urban Development.)
This study attempts to determine the extent to which the stated
designs of economic development programs conform to actual
experience. After briefly describing the characteristics of
UDAG, EDA, and FmHA programs, the report then traces the pro
grams through the predeve10pment stage, project conception, and
initiation. It then examines the effects that selected aspects
of program design have on the achievement of program objectives.
Crawford, Everett, and Jusenuis, Carol. "Economic Development
Policies to Reduce Structural Unemployment." In The National
Commission for Employment Policy, Sixth Annual Report.
Washlngton, DC: Natl0nal Comm;ss10n on Employment Policy,
December 1980.
This report focuses on how Federal programs to improve the
employment prospects of unemployed persons (who are economically
and educationally disadvantaged) coul d be more efficiently
coordinated with Federal economic development programs designed
to assist distressed regions. It reviews current pUblic and private
economic development programs, and the issues involved in (as well
as the barriers to) effectively coordinating economic development,
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~~ployment

and "raining

prc~rams.

Finally. several recent demonstrations, designed to o.ercome the
barrie~s, are reviewed.
Farnham, Paul. "The Targeting of Federal Aid:
Public Policy 29 (Winter 1981): 75-95.

Continued Mlbiva1ence."

This paper examines the process by which HUD categorical grants
for urban and ~uT~unity development were transformed into
coou1'unity development b!ocl:. grant progrimls. In addit10n the
paper focuses on the debate that has occurred over the
implementation and renewal of this legislation. It then
examines briefly the benefits and costs of targeting,
i.e., administrative and compliance costs at all levels of
government and the loss of flexibility at the local level.
Gi st, John R. "urban Development Action Grants: Design and
Implementation:" Urban Revitalization, pp. 237-252. Edited
by Donald Rosenthal. Bever!y Hl1 Is, CA: Sage Publications,
1980.
This paper addresses the design and operation of the UOAG
program.
T~e issues addressed include: the regional distri
bution of ~DAGs; the program's ability to target funds to
the ~ost distressed areas; the ability to attract private
investment; and the types of projects that UDAG has funded.
The author concludes that UDAG is similar to the Urban Renewal
Program 10 the kinds of activit1es undertaken. With respect
to the targeting of funds to distressed cities, the author
conciudes that the intent of Congress -- to use the level of
aistiess as tne primary selection criterion for UDA~ awards
-- is basically met during implementation. The author also
concludes that the UOAG program's claims about successful
leveraging of private funds are questionable. Finally, the
author reports diffic~lty in assessing the legislative requi renent regard1 ng a "reasonab1e bal ance" of funds among
industrial, commercial and housing project types.
Gottschall<, Peter T. "Regi onal All ocati on of Federal Funds." Pol i cy
Analysis, 7 (Spring 19811: 183-197.
study provides an empirical analysis Of the regional alloca
tion of federal funds. Federa~ spending was found to vary with
the sta,e s unemploywent rate, average real income, and level
of urbaniza.ion. H~lding these factors constant, the Snowbelt
states s,i11 received a smaller net fl ow of federal funds
than compara~le Sunoeit states. Within the Snowbelt region
(inclucing Northern New England, Southern New England, the
~id-Atlantic, and Great Lakes States), there were differences
in am~u~ts of federal funding. Tre Great Lakes states received
T~is
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the smallest net flow of funds, liotlile the Northern New England
states received a relatively large flow. Northern New England,
however, is considerably poorer than the other three subregions,
as measured by the incidence of poverty or mean incomes.
Greer, Nora Richter. ·St. Paul and the Uses of UDAG.· AlA Journal,
70 (Harch 1981): 82-84.
This article examines the use of UDAG funds in St. Paul for
projects ranging from neighborhood rehabilitation to hotel
renovation to development of an industrial park. The
projects have boosted property and sales taxes, retail sales,
and have had a spin-off effect of creating additional new
employment. The article also recounts the origin of the UDAG
program during the Carter Administration, its environmental
impacts, and the Reagan Administration's proposals for UDAG.
Jacobs, Susan S. "Assessing UDAG as an Urban Economic Development
Policy. Paper presented at the meeti ngs of the Eastern
Economics Association, April 1981.
II

This paper reviews the UDAG program and outlines a framework
for assessing effectiveness. In addition to those specific
impacts Which can be measured in time, the author suggests
that the program's value should be determined by its ability
to achieve Federal goals in establishing urban economic develop
ment policy.
Jacobs, Susan S. and Roistacher, Elizabeth A. "The Urban Impacts
of HUD's Urban Development Action Grant Program." In The
Urban Impacts of Federal Policies, pp. 335-365. Edit~y
Norman Glickman. Baltimore, MD: Johns Hopkins University
Press.
The authors discuss the issues behind targeting of assistance
and the urban impacts of UDAG, including different types of
potential substitution. They then examine available data for
the early months of the program (through OCtober 1978) for the
various impacts that can be expected, suggest some alternative
strategies, and point out areas where the results from practical
research would be useful to policymakers.
Jacobs, Susan. " A Preliminary Assessment of UDAG Program."
Washington, DC: U.S. Department of Housing and Urban Development,
March 1981.
Thi s prel imi nary assessment of UDAG as a Federal tool for
urban economic development discusses UDAG program character
istics and program experience in the context of the program's
stated objective of helping to alleviate economic deterioration
in declining areas. It suggests a framework for assessing the
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effectiveness of UDAG and utller development ?re9r~?~, The
report ,oncludes that early evide;lce indicates that UD,".G is
achieving i~s narrowly-defined objectives but that these
objectives need to be reevJluated from a broad public policy
perspectiv~ 1n view of their potential implications for aggre
gate productivity and growth.
Katzman, Martin T. "The Case Against Bailing Out Distressed Cities."
Policy Studies Journal, forthcoming.
According to the author, regional and area develop~ent strategies
are less effective than policies that target benefits directly
to the poor. It does not follow that because poor people live
in distressed areas that the local institutions of those areas
(public and private) should benefit from a redistribution of
funds. An area development strategy tends to reward nonproduc
tive busi~esses and governments. Moreover, such a strategy
often requires a complexity of competing objectives and selection
criteria, and thus makes implementation subject to favoritism for
special interests. Finally, the capital subsidy is not an effec
tive instrument, because firms in distressed cities are not
necessarily hurt by prooiems of access to private capital. More
over, a negative income tax would be a more effective way to
provide benefits to the poor than area-wide economic development
and job creation strategies.

In a broader review of the lodging business in New England,
the role of UDAG is touched upon briefiy. The author cites a
General Accounting Office staff interview with three large
institutional lenders concerning their investment criteria
and judgements. One interviewee said that he, if given the
choice, would avoid any involvement with goverl1'l1ent in joint
financing a project. Another stated that UDAG MaS being used
to push ·crazy de<lls" wi th financing at 100% cost. The third
lender saw UDAG as "the gravy;" a project was evaluated on its
merits and UDAG was irrelevant to the investment decision.
~~,

Judith V. "Leveraging Performance of Federal Economic Develop
ment Programs." Washington, DC: U.S. Department of Housing and
Urban Development, May 1981.
This paper examines the leveraging performance of four different
federal economic development programs: Title I Public Works
and Development Facilities under the Economic Development
Administration, HUD's Urb~n Development Action Grants, EDA's
Business DeYelop~~nt Progr~, And the Farmers Home Administration
Business and jnGu;tr,~1 Loan ~~~r~? The author describes the
'*19; -
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four different programs in terms of objectives. $trategi~s and
of private and public investment. She describes the
difficulty in comparing the leveraging perfonnance of the four
programs. She then presents and compares the findings of separate
analyses of each of the four programs that were conducted by other
evaluators and analysts. The findings are grouped into two measures
of leveraging perfonnance: private investment leveraged by each of
the federal economic development programs and total (public and
private) investment per job created or saved.
definl~l~ns

Myers, Phyllis. -Examining UDAG's Record.- Urban Land 39
(October 198Q): 25-28.
This article was based on a study conducted by the Conservation
Foundation to determine the effect of UDAG projects on urban
envirornnental conservation. The author states that UDAG probably
funds r.~re rehabilitation projects than any other government programs;
however. the UDAG program gives only limited attention to assess
ments of environmental impact. In only half the projects studied.
the City governments called for environmental impact statements.
The conclusion of the study is that UDAG should expand and improve
consideration of envir~nmental issues in the review of project
applicat~ons.

Myers, Phyllis. UDAG and the Urban Environment. Washington. DC:
The Conservation Foundation. March IS81.
This study was conducted by the Conservation Foundation to
~ssess the effect of UDAG projects on the urban environment.
Specifically, this paper examines the importance of Environ
mental Impact Statanents and Section "106" review (impacts
on buildings listed on or eligible for the National Register)
in UDAG planning and review. In 1979. local controversies
arose in several communities over issues of environmental
quality and historic preservation, causing delay in project
implemertation. A major research question of this study 1s
the extent to which these issues are identified and resolved
early 1n the UDAG p1 anning process. and whether the local
controversies were exceptions or indicative of a more general
problem. The study reports that procedures in place during
this study for local environmental assessment and 106 review
did not generate the information concisely or early enough
to be used by UDAG staff in reviewing projects for preliminary
approval. The study concludes by observing that recent trends
in UDAG legislation and regulations. as well as new procedures
for State Historic Preservation Officers and the Adviso~
Council on Historic Preservation. emphasize early identification
of key issues and a streamlined review process.
MYers. Phyllis, ed. Urban Conservation and Federally Assisted
Economic Deve'opmert in Cities: Putting It Together.
-193-

This r~port includes papers presented during a ~oni'e.-em::e
sponsored by urban conservation groups to discuss the lmpact
of UDAG on preservation and rehabilitation activities. The
papers have ihown that UDAG's impact is generally positive.
However, 40% of commercial projects involved major clearance,
lacked consideration of potential re-use and appeared to
threaten the city's economic and architectural make-up.
Controversial projects were characterized by a lack of survey
information about historic buildings in the communi~. The
preservation-oriented projects compared favorably to the
more conventional de@olition-oriented projects in terms of
private investment leveraged and jobs created. The report
recommends more attention to conservation concerns in
project planning and more federal influence to encourage
preservation planning b~ cities.
Nathan, Ric~ard P. and Webman, Jerry A., eds. Urban Development
Action Grant Prog~am: Papers and Conference ProceedIngs On
Its f1rst Two Years ot Operatlon. PrInceton, UJ: PrincetOn
Urban and RegIonal Research Center, 1980.
government, b~siness, and research representa
tives met for two days in November 1979, to discuss the
nature and effects of the UDAG program. In a format of talks,
workshops, and papers, the conference focused on the operation
of the uOAG program, and the ways in which the program can
best be assessed and imprJved as an effective economic develop
ment tool. This volume presents edited proceedings of the
conference, an analytical paper on the UDAG program and a
Distingui~hed
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and Hagstrom, Jerry. ·Preservationists Oppose
Use Of HUD Action Grants." National Journal

..,

""' ... 11

~evelopers Ove~

(June 7, 1980): 933-935.

The article describes a growing controversy between preserva
tionists and downtown developers over the re-use or destruction
of ~istoric buildings. In addition, the article discusses the
role of U~AG in the controversy. Ctties referenced include
Pittsfield, Charlesto~, Louisville, and Detroit.
Raffel, IL "Industrial 00licy <lod Regional Policy." (draft)
Washington, DC: U.S. Economic Development Administration,
Novernbe,' 1980.
This paper discusses the interaction between industrial Ind
~gional policies as tools to aid the revitalization of the U.S.
~conomy.
In particular, the paper indicates that reliance upon
one policy direction may ~ot produce the positive adjustments in
~194-
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the 2COn~j necess4ry to respond to competitive pressures stemming
from aifferent sectors of the U.S. ~con~y and from foreign sources.
The paper uses data from EDA, flllHA, and UDAG.
Rich, Michael J. WHitting the Target: The Distributional Impacts of
the Urban Development Action Grant Program." Evanston, IL: North
western University Center for Urban Affairs and Policy Research,
1980.
This paper is a quantitative analysis of the extent to which UDAG
has been targeted to the most distressed cities according to its
legislative mandate. In addition, the paper examines the kinds
of projects supported by the UDAG program. The model incorporates
the six categories used by HUD in determining cegree of distress
and tests each for relative importance in UDAG's allocation of
funds. The paper concludes, however, that population is relatively
more important than any of the distress criteria in predicting the
allocation of UDAG dollars. Moreover, ~en population is normalized,
(i.e., w~en distribution of UDAG dollars is reported on a per capita
basis), smailer and medium sized cities fare better than larger cities.
Rutgers University Center for Urban Policy Research. The Fiscal
Impact of Economic Developme~t Programs: Case Studies of
the Local Cost-Revenue Imp11catlons of HOD, EDA, and FmHA
PrOJects. New Brunswlck. NJ: Rutgers UnlverSlty, November 1980.
Washlngton, D.C.: (Report prepared for U.S. Department of
Housi~g and Urban Development.)
This paper is a quantitative analysis of the primary and secon
dary fiscal benefits that flow to local jurisdications which
have received Federal economic development assistance. Eleven
cities in New Jersey that have received UDAG, EDA, and FmHA
assistance are used as case studies for the development of
c~plex measures of cests and benefits. The paper concludes
that overall, both primary and secondary fiscal benefits
exceed the costs of generating these benefits. This is
especially true in declining communities which are relatively
poor.
Satterthwaite, Ann. "Is It the New Urban Renewal?" Preservation
~ 19 iDecernoer: 1979): 1.
This article reports on the October 1979 meeting of the National
Trust for Historic Preservation at which four case studies of
UDAG-funded projects threatening historic buildings or neighbor
hoods were prese~tea by local preservation and neighborhood
groups. The article contends tnat conventional review processes
were ignored ~lije the four case study projects were streamrolled
through. Overall. the article concludes that UDAG threatens
hi stadc presl!rv<!~;{:" i fFDr~s .
. 1 '15-
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Through the ~se of interviews with a number of government officials,
this article presents the pros and cons of the UDAG program. All
of the interviewees have been involved with the program at either
the Federal or local level. Both the arguments for creating the
program {f.e., the Carter Administration's position) and the argu
ments for ending the program (i.e •• OMS's recent position) are
presented.
Stevenson. Eric. "A Developer's Guide to Urban Development Action
Grants." Real Estate Rev;ew, 10 (Winter 1981): 80-86.
This is a brief summary of the major features of the UDAG
program. The article includes discussions of the criteria for
sel ecti on of UDAG projects, the applf cation process, the
selection procedure for a grant. and the types of projects
and methods of financing UDAG projects. The role of Industrial
Revenue 80nds is also emphasized.
Todd, William R. Rev1ew of Urban Development Action Grant Program.
Washington, OC:-U.S. Department of Rousing and Uroan Development,
Office of Inspector General, 1980.
This report attempts to determine the adequacy of the policies,
procedures, and systems in effect for processing and approving
applications ~nd for executing grant agreements in the UDAG
program from October 1977 through June 30, 1979. The review
found that delays in execution of grant agreements and araw
down of approved UDAG funds indicate a need to implement
procedures to strengthen the project selection system. The
review also recommends improvement in fil~ control and documen
tation.

This report details UDAG activities during FY 78-79 in order to
provide preliminary information to the Congress (in its reauthor
ization review) regarding long-term issues. as well as the balance
to be ~ought among differant types of projects and appropriate
funding levels. Issues addressed are eligibility requirements,
types of projects aided, projects' impacts. and the mixture of
public and private funds.
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U.S. Congress. House Aporopriations Committee, 3u~~ey~ ard investiga
tion Staff. il. Report to the Committee on Appr!)}:r'~tio:1s, ii.S.
HOI;se of Representa'tl ves, on the Urcan Deve1 Cfjment Ac;;lon Grant
Program. APril- 1980.
This r~port is based on a review of tne UDAG program that was
requested by the House Appropriations Committee in June 1979.
It addresses the general issues of program regulations, program
practices, expenditure rates, and program.impacts. The metho
dol~gy i~cludes fie'd staff visits to an unspecified number of
projects in ten states. Over one ~undred interviews were
conducted with HUD, state. and local officials and with bankers,
contractors, representatives of community organizations, and
private individuals. Staff found that UDAG stimulates economic
development in some cases and in others assists "already acting
market forces," and recommended bal ance in project types and
more encouragement of neighborhood revitalization projects.
Overall, t~e report concl~des that UDAG works well in industrial
and commercial areas but not as well as in conservation of viable
residential neighborhoods.
U.S. Congress.

House Committee on Government Operations.
of Dennis J. Dugan, Chief Economist of U.S. General
Accountlng Oft~ce, Before tne $ubcommlttee on Internatl0na1
Relations and Human Resources. May 1979.
Stateme~t

This testimony reviews the
It includes information on
of leveraging, ana program
reviewed; grant sites were
and HUD officials and some
fact sheets for each grant
files and economic impacts
and by GAO.

impact of UDAG for selected projects.
the number of jobs created, the extent
beneficiaries. Seventeen grants were
visited, and interviews held with city
developers. The testimony includes
awarded. It also includes grant pro
as calculated by HUD. by grantees,

U.S. Department of Housing and Urban Development. The Action Grant
Information Book. Washington, DC: USDHUD, September 1980.
This pamphlet provides a brief description of the eligibility
requirements for UDAG funding and the process involved for
gaining a grant.
U.S. Department of Housing and Urba~ Development, Ac~ion Grants:
Revi:a 1 izing and Conse-vlng Cities. Washington, DC: USDHUD,

.,.-grm.

This pUblication describes examples of UDAG's projects
developed to revitalize central business districts, older
neighborhoods and industrial areas.

-197-
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U.S. nE9artment of Housing and Urban Developme~t, ~UQ ~n;~e~
Boo~ No.1:
Urban Develo ment Actior Grant Pr~g-a~ For
Sma,l Clt1es. asnlng on,
an a egl0na,
Ofnce. 1980.
This boo~lct uses a question and answer format to describe
criteria for small city participation in the UDAG program.
HUD offices are listed and UDAG awards for some small
cities are described.
U.S. Department of Housing and Urban Development.
Urban Development Action Grant Program. Washington, DC:
USDHUD, 1977.
This pamphlet provides a brief description of the UDAG program.
It includes information on the criteria for metropolitan
city eligibili~ and selection and a description of the
application and award process.
U.S.

Departmen~ of Housing arc Urban Development,
uroan Development Action Grant Program: First Annual
Report. Washington, DC: Government ?rlntlng Dfflce,
1979.

This report provides an overview of UDAG program background,
a review of progress made in the program's first fiscal year,
a description of the project selection process, and a descrip
tion of the results of an analysis of proJect application data
(236 projects awarded through FY 1978) and the responses fr~n
a January 1979 survey of city officials that had received
UDAG alia rds.
U.S. Department of Housing and Urban Development, Urban Development
Action Grant Program: Second Annual Report. Wash; ngton,
DC: Government Printlng 6fflce, 1980.
This report examines all UDAG projects awarded grants for the
two years FY 1978 and 1979. Information is provided on project
locations and Characteristics, potential impacts, and progress
toward achieving those impacts as of the end of fiscal year 1979.
Some data on projects (including financial characteristics
and potential impacts) are derived from a sample of 235 projects
with signed grant agreements.
U.S. Department of Housing and Urban Development, Urban Development
Action Grant Program: Third Annual Report. washington, DC: US
DHUD, 198"
This report examines all UDAG projects awarded grants as of
FY 1980 to assess project characteristics and planned impacts.
Analysis 1S ~resented on a sample of 546 projects with executed
grant agree~rts.
-198
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U.S. General Accounting Office. Criteria for Partic'oa~lon in
~rc~n Development Action Grart Prcgram Should ~e qatl~etl.
wasl'l1 n::iton, DC: OSGAO 1980.

-

A review was made of the six major criteria used by HUD to measure
urban 1istress and cities' eligibility for UDAG participation. The
study found that data on which criteria are based are old and/or
unreliable, that (for some criteria) time frames and assumptions
are questio~ab1e, an3 that HUD's method of determining a city's
el igibl1ity does not copsider severity of distress for most of
the criteria.
U.S. General Accounting Office. Improvements Needed in Selecting
and Processing Urban Development Action Grants. Washl ngton. DC:
usGAo, 1919.

Tr.is early study eva1~ated UDAG grant approval, rejection, and
no1dover decisions with reference to program's objectives and
criteria for grant approval. Eighteen selected program grants
from the 1978 fundl ng rounds were reVl ewed. The study found
deficiency in documentation and a lack of relationship of some
grants to program objectives and suggestea the necessity for
improvement.
"l\

UDAG Example: Tile Radisson Wilmington Hotel." Urban Land 39
(June 1980): 5-8.
Thls articie descrioes a successful UDAG project -- the Radisson
Wl1mington Hotel. It reviews the background, project design,
primary actors ;n the development process, and development issues.

Urban Land Institute. findings of the Special Advisory Panel for
the Urban Development Action Grant Program. Washlngton, DC:
Orban Land !nst1tute, 1980.
A panel of experts in development, financing, and public policy
met for two days in December 1979 and reviewed 15 representative
UDAG projects. The issues examined were the relationship of
UDAG to other local efforts at economic reVitalization, the
l~ecessity of UDAG funding for project development, the role of
UD.G in atr.racting private sector funds, and the types of pUblic
obj~ctives met by UD~G.
The Panel concluded that UDAG is
accomplishing its objectives and is worthwhile for both the
public and private sector. The major danger to the program is
"bureaucratization," wInch would endanger its principal advantage:
"fast delivery in a high risk enterprise." The Panel also
urged a delicate balance between UDAG deal making and city initia
tive and s~ggested that present policy of providing loans instead
of grants raised concerns. It suggested SOge possible improvements.

-199-

~~ban

Land Institute. UDAG Partnerships: Nine Case Studi!s.
Urban Land Institute. 1980.

t~:

~ashi~gton.

Wine Case studies. representing a range of UDAG-eligfble Ictivities,

are presented. Some cases describe how raal estate development deals
between the public and private sectors can be structured.

Webman, Jerry A. ·UDAG: Targeting Urban Economic Development.· Political
Science Quarterly 96 (Summer 1981): 189-207.
This article analyzes whether UDAG is successful in attracting new
private investment into declining urban areas. A study of impaction
shows that more distressed cities did receive disproportionately more
UDAG Grants than the less distressed cities. However. the pattern is
reversed for the private investment that UDAG leverages. Less dis
tressed cities received more private investment than more distressed
cities. The author concludes that UOAG mus~be~considered as one of
a number of available types of aid to distressed cities. By encouraging
shifts in inves~nent ~ng areas, UDAG can speed the transition of dis.
tressed areas to new -- if reduced -- economic functions. If UDAG indeed
shifts investment to distressed areas where it would not otherwise occur,
then UOAG can play an important rate in this adjustment process.
Weicher, John C. Government Urban Policy and the Lender. Washington,
DC: The Urban Institute, 1979.
In the context of an overview of HUD's programs designed to carry
out Federal urban policy, the author briefly discusses some
characteristics of the UDAG program and compares and contrasts
the program to the 01 d urban renewal program.
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