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Urban Development Action Grant Program

January 1982

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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FOREWQRD

Soon after becoming Secretary of HUD, I directed Steve Savas,
my Assistant Secretary for Policy Development and Research, to com-
duct a major evaluation of the Urban Development Action Grant (UDAG)
program. A study was necessary because there was no systematic
information on how well this program was doing its job, which would
enable me to reach an informed decision whether the program was
worth keeping.

The UDAG program is designed to stimul ate the economies of
distressed or declining cities. It does this by providing 1imited
subsidies for a wide variety of eccnomic 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 Tocal revenues, the HUD team conducting this study examin-
ed intensively a representative samplie 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
consul fed with a blue ribbon panel of real estate, financiat 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 recommendations for correcting them.
I have already instructed the Office of Community Planning and
Development to implement 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 solidiy-based answers to important questions.

Samuel R. Pierce, dJdr.
Secretary of Housing and
Urban Development
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The first UDAG award was made just oHvar three yeirs 808 $+%, o though
opressen §8 relatively young, a suffizient aumber 2F nrgiec2s has resched
5 1S pesriag ewmpletion to permit praliminary Judgments vagueding the pro-
3=so'5 vaiue. Yo reach such Judgwents, an in-heocsz study “Esm intensively
g.anined 3 reprasentative sample of 80 industrial, commercisl, and nsighbor-
2~od UDAG projxzts in 70 cities (representing proportionately more of those
smapleted or nearing completion). The study team obtained detailed informa-
Tign from the major pubiic and private actors involved in the proposai and
~2view of the BD projects, carefully examined HUD's project files, and in-
goscted the project sives. Hempers of the team also shserved HUD's process
four reviewing project appiications znd analyzed HUD's computer files having
informgtion o a1l UDAGC awards. Finally, the study team consulted with
& olus ribdon pane) of real estate finance and development experts regarding
the issues of substitution and the project review and selection process.

The Need for UDAG

Prior to assesgsing program impacts, it is essential to know the extent
t3 which private {nvestment in UDAG-supported oprojects really depends on
the Federal subsidv., If i1t does not, then ihe grant is meraly substituting
for private or non-Federal public {nvestment.

A vetailed review of UDAS project documents by a panel of real estaie
finznce and development experts, combined with information obtained first
hand at project sites by the study team, leads to tne conclusion that the
majority of UDAG projects clearly required the Federal grant in order to
proceed. In 54 percent of the cases, the private investment, jobs, taxes,
and other benefits associated with these projects would not have appeared
without UDAG support. This 1s true for a variety of reasons, including
extraordinary site development costs and the need for improvements in
public infrastructure to facilicate private {nvestment.

Some projects, however, would have gone ahead efther in part or in
their entirety without the UDAG subsidy. In 13 percent of the projects,
rart of the project did not depend on the UDAG subsidy; therefore, partial
substitution occurred. Full substitution of UDAG funds for private or
non-Federal publiic funds occurred in another eight percent of the projects.
in these cases, there is conclusive evidence that the same projects would
have besn undertzken without an Urban Development Action Grant. Fer 15
percent o the projects, thes evidence on substitution {s {ncoaciusive.

- YDAG funds awarded to erojects with conclusive evidence of eitner
zartial ar full substituiion reprosent one of every six dollars expended.
7o essess the pregram’s impacts, therefore, the benefits associated
with thesg unnecessary doilars are subtracted {"discounted”) from the

aggregated benefits of the program as 3 whole.

The Benefits of UBAG

Most of the pragram  fmpasiy 3h3t were anticipated at the time

ik
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Summary and Recommendations

The Urban Development Action Grant (UDAG} program is assisting dis-
tressed cities and urban counties fin promoting economic development.
UDAG subsidies have stimulated additional private investment, Jjobs, and
taxes that would not have occurred in these places in the absence of the
program and, generally, this has been done effectively. However, tihe
UDAG program has certain deficiencies that have prevented it from being
even more successful. In some instances, for example, Federal funds have
been awarded for projects that would have been completed without the UDAG
subsidy. In other cases, origimal estimates of anticipated benefits
were overstated. Given the program's underlying strengths, these deficien-
cies can be reduced or eliminated, and the program made more successful,
through various administrative changes suggested in this report.

This evaluation of the Urban Development Actfon Grani program
addresses four important issues:

Need for UDAG. Are UDAG funds used only where needed to
stimuTate economic development?

Benefits of UDAG. Are the benefits that are intended for
economicarly distressed cities -- of new private
investment, jobs, tax revenues, and housing -- being
realized or 1ikely to be realized?

Distribution of Funds. Are UDAG funds going to the
cities with the greatest need for economic development?

Local Economic Development Capacity. What role does
TDAG play in building cities capacity to undertake eco-
nomic development? How many cities have the capacity to
put together UDAG-type development projects without UDAG
staff assistance?




difficulty.

On a second employment dimension, the number of constructisn jobs
cs3ociatad with UDAG projects s very cliose %o that origmnaily predicted.

Housin%. The amount of housing being delivered through the UDAG
cvagram 15 basically the same as that anticipated, with three-fourths
sf the units directly attributable to or dependent on the UDAG subsidy.
$DAG costs per unit are projected to be one-third higher than expected;
and fewer units than expected are likely to be priced within the reach of
Tow- and moderate-income houszholids.

Taxgs. Total tax revenues that result from UDAG projects are pro-
jected to fall short of original estimates by as much as 40 percent or,
after accounting for the effects of substitution, by about 50 percent. Un-
fortunately, exact estimation of the shortfall {s precluded by the incom-
plete or poorly calculated original estimates of new vevenues and by the
nharent difficulty of projecting the net fiscal {mpacts of planned real
estate and industrial developments.

Spin-offs., In neariy one-haif of all projects, UDAGE has been the
catalyst for spin-off private fnvestments such as other construction that
is not part of the UDAG project.

0ff-site impacts. About 45 percent of a1l UDAG projects have had off-
site affects on existing businesses. Most of these are positive -- for
instance, increases in sales volume in stores adjacent to UDAG-supportad
projects. In only a few cases is there evidence of adverse impacts.

Relocation. Compared to HUD's earlier Urban Renewal program, UDAG
has produced relatively little dislocation of households or businesses;
and, alt of the dislocation that has taken place was anticipated when
grants were awarded. Displacement of households has occurred or wil)
occur in 19 percent of the 80 projects examined for this study, resuiting
in the relocation of just over 400 households. Most of those reiocated
have low- Or moderate-fncomes ind pay, on average, about one-third more
for housing after relocation than before. Most remain in the same ¢ity
and raceive substantial financial and other relocation assistance.

Some displacement of existing busfnesses has also taken place in one
sut of every four projects. All of the relocated businesses received
gr will receive financial compensation fram the cities, and the majority
heve not bgen adversely affected by their displacement.

Diffarences Among Types of Projecis

The UDAG program has funded three distinct types of projects: {ndus-
trial, commercial, and housing developments., Industrial projects require
smaller subsidies than the other types n order to stimulate private in-
vestment but, in the short run, they are not as likely to stimulate as
many positive, swecondary offecis on other businesses within the community

iv
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Urban Development Action Grants were awarded are being achieved and, in
addition, certain secondary off-site and spin-of{ benefits sre being gener-
ated in & large number of cases. Private Investment and housing impacts
are closest to being on target; employment dmpacts are less so; and tax
revenue impacts are farther from target. Except for tax revenues, the
axjority of positive benefits being achiaved can be attributed directly
to the award of an Actiom Grant.

Private Investment. Private {nvestment benefits are bdeing substan-
tially realized. UDAG projects are, 1in fact, generating wore private
d01lars than had been anticipated when grant awards were made, aithough
a Targe amount of this is due to project costs being higher than expected.
After discounting for UDAG dollars that were not needed, the amount of
private jnvestment falls a little short of the original level. It was
anticipated tnat for each dollar of UDAG gfven to a project, 6.3 private
dollars would be fJnvested; actually, the number of discounted private
dollars ver YDAG dollar 1s 5.5.

One half of the projects examined for this study favolve adaitional
public funds besides UDAG; thus, the private investment is being stimulated
by both UDAG and other public monfes. In the program as a whole, for every
public doliar (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 substantfally reduce the mumber of awards to projects that do not
need UDAG funds &s an fnvestment stimulus. If these changes are made,
it 15 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 {s producing the majorily of the new jobs
that were promised when projects were {nitiated. Before discounting for
dollars that were not needed, 77 percent of the anticipated employment
is, in fact, generated. After discounting, this figure decreases to
52 percent of the original empToyment goal, at an average cost of 11,570
UDAG dollars per Job. This cost is 62 percent higher than originally
expected. Even so, although inter-program comparisons are difficult 'to
make, 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
Development Loan program, and are considerably less than the costs of
creating public Jobs through the Local Public Works programs. Furthermore,
§¥ program modifications were to eliminate fnstances in which UDAG funds
are spent when not needed, the number of Jjobs attributable to the UDAG
program would be 14 percent higher and the cost per job would be eight
percent less than s currently the case.

Apart from those cases where funds were not needed, job shortfalls
are most often due to poor calculations made at the time grants were
awarded. In about nine percent of the projects, however, Jjob creation
has been reduced by 20 percent or more because the project is in economic

§it



providing both funds and economic development expertise. As such, it is
important to know the extent of city governmenis’ capacity i¢ promote
iocal economic development both with and without the techaical resources
of the Federal govermment.

UDAG and Local Development Strategies. The Jlarge majority of
UDAG projects appear to fTit into cities' economic development plans,
Yargely 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 ¢ity's economic development priorities. However,
a2 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 receive UVDAG support are first conceived in the
private sector, and a larger percentage are conceived prior to any thaught
of UDAG. Most successful project applications 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. OFf the local officials who deal with
UDAG, two-thirds of those in the 24 small cities included in this study,
but only one-third of those in the 46 metrcopolitan cities, see this input
as beneficial from their perspective.

Reuses of UDAG Funds by Local Governments. Three-fourths of the stud-
jed cities have received at Teast one UDAG award with a recapture provision
which allows them to reuse some of the funds for future community and econo-
mic development activities. Four-fifths of these places have a mechanism,
gither planned or in place, to use this money, with most planning to capi-
tatize city~controlled, revolving loan funds for commercial, 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 citfes' future capacity to undertake addi-
tional development projects and to reduce their Federal dependence. Very
few UDAG projects, however, have yet recaptured funds; therefors, the
extent to which this potential will be realized is not presentiy known.

Local Government's Capacity to Stimulate Economic Development. A
majority of cities TncTuded in this study currently possess at Teast a
moderate amount of economic development capacity. About one in four of
the metropolitan cities, and one in six of the smal] cities, have a strong
capacity to put together UDAG-type projects without staff support from the
UDAG office in Washington. These judgments assume that Federal funds are
avaflable. They consider the city's current administrative capacity, the
trend in that capacity since 1977, the extent to which the city presently
relfes on UDAG staff for assistance in shaping projects, the number of
UDAG awards received, and the opinions of Tocal development officials on
this subject.

In about 40 percent of the cities, the UDAG program has altered their
long-run capacity to stmulate aew aconomic development. UDAG has helped

wi
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45 are commercia) projects. The cost, in terms of UDAG funds, of ¢reating
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 secondary
fmpacts that provide long-term benefits to distressed cities.

Projects with Problems

When projects do not achieve all of their anticipated impacts, this
is most often due to over-estimations of benefits made at the time awards
are given. In additfon, the UDAG program cannot take credit for bene-
fits that are assocfated 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 al) of the original goals {s that some
projects, once initiated, experience unforeseen financial difficulties that
reduce the lsvel of program benefits. As of June 1981, about one in ten
projects faced a serious financial or other problem that has or could
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, {n one case, a violation of HUD's grant
agreement. Neither the number of projects with serious problems 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 analysis of construction delays shows that 15 percent of
the sampled projects will finish construction at least a year behind the
original schedule; reasons for construction detays vary, including adminis-
trative problems and changes in financing or project scope.

Distribution of Funds

While the UDAG program bases a city's eligibility to participate
on whether it meets the program's criteria of economic distress, the
program relfes on the capacity and initfative of cities to submit appli-
cations for awards. The resulting distribution of funds tends to favor the
more economically distressed of eligible places, although this is less so
for small as opposed to large cfties. Among the large cities, over 60 per-
cent of all UDAG awards and dollars go to the most distressed communities;
this targeting, however, {5 due primarily to the larger number of UDAG
applications submitted by the most distressed group of cities rather than
from any competitive advantage {n the application process. The less
distressed large cities, fn effect, select themselves out of the UDAG
competition to a certain extent by applying less often. The distributfon
of UDAG awards and funds across states and regions ciosely corresponds to
the distribution of the population eligibie for the program.

Local Economic Development Capacity

UDAG projects are cooperative ventures between the private sector,
Tocal gqovernment and the Federal govermment, with the Federal government

¥
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award decisions are made; and early monitoring
should be strengthened to detect =zmerging prob-

jems.,

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 egquivalents and be
consistent with national or regfonal 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 investment should be

developed,

vifd




to enhance Yocal capacity in the follaowing ways: by stimulating the first
use of some development tool; by creating new offices or staff positions; or
by providing an initial opportunity to engage jn UDAG-type negotiations. In
the other 60 percent of the cases, UDAG appears to have had little 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 §s generally very success-
ful and compares favorably with other programs. As a development tool,
UDAG is providing primary and secondary benefits to distressed localities
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 policy and program
changes are in order to strengthen YDAG. In general, these can be accom-
plished through regulatory modifications under the existing statute.

The following reconmendations are made:

1. The UDAG program should be continued.

2. To be true to its mandate, the program should sharpen
1ts focus on economic deveiopment.  This means piacing
primary emphasis on industrial 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.

2. 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-
iicants 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 feasibility when projects are selected. Dis-
crepancies between Headquarters and Area Office
evaluations should be reconciled before project

vii
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more jobs and a larger local tax base. A ¢ity's eligibility is based
ypon the age of‘its housing stock, its per capila fncome, poverty anc
unemployment rates, and population and job lags/Tosses.

Under the UDAG program, grants made to JTocal govermments are useg
as incentives to stimulate private sector economic activity. Each one-
time grant, in an amount mutually satisfactory to HUD and the local
parties, is tied to a specific private investment. Several possible uses
can be made of an Urban Development Action Grant. It can be used for:
{a) below market rate 7loans to a developer; {b) land write-downs, demoli-

tion, relocation costs, on-site Improvements, and similar subsidies to

} UDAG's Intended impacts on Distrassad Cities
Publc: Improvaments/ Infrastuctuns
Subaces
‘-I‘—“"“’ 1
Jobs
Grants City Housng Chy
HUD Go Develcper Popxiation
L——an H.n-ymmu——l Qther
Economuc
Thxas Eftacts
Local
Busreas
Community
-4 -



reduce a developer's costs; (c) public {nfrastructure or other public
improvements adjacent to a project site; or (d) a combination of these
incentives.

An appiication for an Action Grant s generally prepared Jointly by
city officials and the developer{s}, and {s submitted to HUD by the city.
A1l applications are reviewed by the UDAG staff in the Washington headquar-

ters of HUD (utiifzing comments 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
‘targer, cities wunder 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
"held over” from previous rounds are reviewed. Because funds are Yimited,
oniy some of the appIiéations are approved and grants provided.

In an attempt to assure that only acceptabie and viable projects are
funded, the UDAG program places a heavy emphasis on the application review
process. To further assure viabflity, no funds are transferred from HUD
to the local government until a set of legally binding commitments is
signed by the city, the developer{s), and the lenders(s), assuring that the
private investment in the project will be made.

In 1ts first three years of operation {i.e., through June 1981), the




UDAG program received 2,188 appiications. A total of 3,201 awards have been

TERMINOLOGY:  GRANT AGREEMENT

A grant agreement spells out the responsibilities of each
of the parties 1{nvolved in a UDAG project: HUD, the
ctty, the developer{s) and the lender(s}. This contrac-
tuai relationship assures HUD that the private commit-
ment to develop a project fs firm. For f{nstance, HUD
agrees to provide funding for particular purposes,
while the developer agrees to fnvest a specified amount
in the project and to create a certain number of jobs.
The grant agreement is signed by HUD and the city fol-
Towing HUD's decisfon to approve the project. The
agreement {5 not enforceable, however, until supple-
mented by a set of legally binding commitments signed
by the city, the developer(s) and the lender(s).

made, which fncludes 1,099 projects at varfous stages of completion (this
{ncludes some projects which are already fully comstructed) and 102 pro-
jects terminated after award. The remafning 987 unfunded applications
were efther withdrawn by the cfty or rejected by the UDAG reviewers.

To date, slightly over $2 billion has been awarded. The average
award has been $1.86 million. Projects are classified as findustrial, com-

mercfal, and neighborhood. l/ The number of projects funded to date has

1/ These are UDAG desfgnations that have been used for adminfstrative
purposes fn order to meet the statutory requirements of balance ameng
the three types. This requfrement was rescinded in the 1981 amendments
to the program. Although many projects are wm?ti-component and thus
are difficult to classify as, say, simply “commerctal,” these UDAG
designations usually provide an accurate {though sometimes oversimpii-
fied) portrayal. The “{ndustrial® and “"commercifai” categories are
self-pxplanatory. The “neighborhood” _category {ncludes residential
projects, but also fncludes some projects which are primarily or entire-
1y {ndustrial or commercial.
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been split fairly evenly among these three types; however, commercial
projects have received 50 percent of all UDAG funds. The average award
for commercial projects has been about twice the value of industrial and

neighborhood awards.

Why this Study?

Since the Urban Development Action Grant program is relatively new,
information on real program jmpacts has tended to be anecdotal and incon-
ciusive. Consequently, ¥n March 1981, HUD Secretary Pierce requested a
systematic evaluation. Although several studies of UDAG had been carried
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

which valid dJnferences can be drawn about the program and its effects.

Issues Addressed

This study examines the following important and controversial program
issues:

0 The Substitution Issue. In how many local econgmic
development projects receiving subsidies under the
UDAG program would the private {nvestment 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 werely substitute for private
or other pubiic investment?

o The Impacts Issue. Are the benefits intended for eco-
nomically distressed cities -- of new private invest-
ment, jobs, revenues, and housing -- being realized
or likely to be realjzed?

o The Distribution of Funds Issue. Are funds going to
cities with the greatest need for economic develop-
ment? and
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UDAG PROGRAM HIGHLIGHTS

Population Coverage

o Thirty-five percent of the U.5. pogu?ation 1{ves in UDAG-elf-
gible communities; of this group, 70 percent 1ive 1n metro- |
polftan cities, and 30 percent live in small cities.

Reviaw ang Awards

o There are four metropolitan city funding rounds and four small
city funding rounds sach year.

o The annua! number of awards has increased from 236 in FY 1978
to 285 §n FY 1975 and 416 4n FY 1980.

o In 2 given funding round, one-half of the appiications consider-
ad have been new and one-half have been "held over® from pre-

yious rounds.

o Fifty-five percent of a1l appiications eventually have resulted
{n an sward.

Projects
2,188 project applications were received through June, 1981,
1,099 projects received awards and were not terminated:
364 were commercial projects; total award: $1,013 million
354 were industrial projects; total award: $513 mfilion
381 were neighborhood projects; total award: $512 million
102 projects were terminated after award.
987 projects were withdrawn or rejected.

Funds Awarded

o Total funds awarded through June 1881: $2.04 billdon
o Average project award: $1.86 miilfon
o0 Averzge commergial project award: $2.78 m11i{eon
Average {ndustrial project award: $1.45 milifon
Average neighborhcod project award: $1.34 milifon
o Average metropolitan city award: $2.44 nillion
Average small city award: $ .99 willfon

o Largest single award [to Hamtramck, Wich.): $30 mfllion
Smallest single award (to Dowagiac, Rich.): $35 thousand

-8-



o The Local Economic Development Capacity Issue. What
role does UDAG play in local economic development
efforts and in building cities' capacity o undertake
such activities? How many cities have the capacity
to put together UDAG-type development projects with-
out UDAG staff assistance?

KEY UDAG DATES

October 1977 UDAG program established; annual
authorization set at $400 milidon.

June 1978 First UDAG projects received pre-
Timinary awards.

December 1979 Legislation amended; annual authori-
zation increased to $675 miliifon.

July 1981 Legislation amended; annual authori-
zation decreased to $500 millioen.

Components of the Study

This study.has five major components.

Issue ldentification. To initiate the evaiuation, a comprehensive

Jiterature review was conducted to Jdentify the most {Important UDAG
program issues. The dssue list was modified and suppiemented 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 {nformation 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, metropolitan projects and small eity projects are represented in




SOME PREYIOUS RELEYANT STUDIES OF UDAG

U.S. General Accounting Office. Improvements Needed
in Selecting and Processing Urban Development Action

Grants (19737-

Fembartl d k. g

o Richard P. Nathan and Jerry A. Webman {eds.) Urban
Development Action Grant Program: Papers and {onfer-
ence Proceedings on iis First Two Years of Cperation
{1580},

¢ U.S. Congress. Congressional Budget Office. Urban
Development Action Grants: Initial Program Experience,
Issues and Uptions {(193U).

o U.S. Department of Housing and Urban Development.
Yrban Development Action Grant Program: Third Annual
Report {1581].

0 Urban Land Institute. Findings of the Special Advi-
sory Panel for the Urban Development Action Grant
Program {1980]. i}

¢ Abt Associates, Inc. The Urban Deveiopment Action
Grant Program: A Comprehensive Evaluation Uesign
{August 1987).

o U.3. 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.

i

the sample in roughly the same proportion that UDAG funds -- not projects
-- are split betiween the two categories.l/ Second, since the program has

svgived considerably since its first year of operation, especially in terms

1/ Through June 1981, 22 percent of UDAG funds have been awarded to small
T c¢ities. Thirty percent of the sampled projects are in small cities.
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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.

¢ Primary data collection.
o Discussion guides designed and pre-tested.
o Sample of 80 projects selected.
0 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 collection and analysis.
o Use of UDAG computerized data base.
o Analysis of the universe of UDAG applicatiens.
o Analysis of the universe of funded projects.

IBE (AN ME KN 5N 0N ME BN By EE N e Eae e

The intentional overrepresentation of metropolitan projects and more

recently funded projects assures that the sample represents the progran as

1/ 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-
gram.

-11-




it has evolved to date. The oversampling of orojects at or near comple-
tion provides 2 large percentage of sampled projects where actual impact
information -~ rather than projected impact information -- could be ob-
tained; alsc, more accurate projections can be made for nearly completed
projects than for projects far from completion.l/

The 80 projects are Tocated in 70 cities in 29 states. As shown on
the accompanying map, the vast majority of the projects in the sample are
Tocated in the 16 states with the largest amount of UDAG funds received
during the three-year period between June 1978 and June 1381; cities loc-
ated in these states received 77 percent of the total funds awarded during
that peried.

A wide variety of activities was undertaken in the sampied 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.
Prior to these visits, the UDAG files for each project were thoroughly
reviewed, The file review enabled the team to identify major project
actors, to determine 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.

While on site, the study team directly observed the project and its

surrounding neighborhood. In addition, in-depth discussions were held with

i/ 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 B0 projects is slightly larger
than};Eg median investment in all UDAG projects funded through September
30, . .

-12-
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COMPONENTS OF THE ‘80 UDAS PROJECTS EXAMINED FOR THIS STUDY

Type of Component Number
Street construction, paving,

curbing, gutters 31
Industrial duildings (new and rehabflftated) 28
Water, sewer and utilities 26
Retail buildings (new and rehabilitated) 23
Parking (including lots, ramps and garages) 23
Site preparation by pubiic agency 22
Equipment ({ndustrial) 21
Dffice buildings (new and rehabilitated) 21
Land acquisition by public agency _ 20
Relocation {business) 20

Beautification (including tandscaping,
parks, streetscaping, pedestrian

malls and plazas) 16
Hous{ing 15
Relocation (residential) . 15
Shopping malls * 8
Hotels and convention centers 6
Equipment (commercial) 5
Nursing homes 3
Other 12

Total Number of Components 3
(Total Nunber of Projects) {(80)
-13-




¢city development officials, developers, lenders, parmanent employers, and
othé:;' 'Ee:y p-arﬁci p'a—n'i:s:i/ These were structured by discussion guides, which
h;d been pretested” at’ ‘thiee non-sample sitesi”. Discussions with a wide
range of project actors -- each with different roles, perspectives and in-
te‘rests -~ were atmed at eliciting 2 complete aq_{ -objective plcture of each

prolect. In many cases, consistent information was 6b1;ainéd_?rom different

- " -

F
- B v - .

persons but, in others, apparently contrat_ijictbry facts iere "provided. In
Location of the 80 Sample Projects

k1

o T - ' N -
[ 0
- . oy
Y - v R
.o L5
. ¥ Gy

1/ Across the 80 sites, discussions were held with a i:ota'i of 600 indivi-
T duals other than HUD Central 0ffice and Area Office staff.

~14-
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the tatter, team members Judiciously probed for further information and
expianations in order to arrive at a reasonable conclusion. Following the
site visits, this information was sytematically analyzed to address each of

the basic {ssues 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 {ssue. The panel utilized
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, 2nd also met in groups to discuss individual projects.

Participant Observatian. To learn about the UDAG appiication review

process, members of fhe study team observed two complete funding rounds
-- one small city and one metropoiitan 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 UDAG applications received through June 1981, and (b) the universe

of all projects funded through June 1981,

-15-




Organizetion of This Report

The study’s findings on the extent to which UDAL (uynds were fiecessary
are presentad in Part 11. If a project would have proceeded withoput
UDAE, the jJobs, taxes and other impacts generated cannot be safd to have
bzen stimulated by 4t. Part I1I, which presents the 4mpact findings,
takes inte account whether those f{mpacts can be attributed to UDAG.
dhile Parts 11 and 111 address the extent to which UDAG's purposes are
being accomplished, Part IV examines why some projects are not producing
as |many benefits as sxpacted.

Although only cities which are officially designated as "distressed"”

arg eligible 4o receive UDAG funde, thera it 8 wide rance of cever{ty af
dfstress among these c¢itfes. Part V examines the extent to which UDAG
funds are targeted to the more distressed eligible cities.

Part VI examines the relationship between the UDAG program and local
economic development, focusing on such issues as UDAG': {mpact on cities'
economic develcpment capacity, potential use by the cities of recaptured
UDAG funds, and the process by which UDAG proposals are developed at the
Tocal level. Finally, options for program d{mprovement are presented in

Part Y1l. -

~16-
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Substitution - -
Is UDAG Necessary?

The primary goal of the Urban Development Action

Grant program is to induce economic development
fn distressed cftiss and yrban counties by stimu-
lating private fnvestment that would not other-
wise have occurred. In the majority (642} of
gcases, this goal has been reaiized: 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
f{nvestment while in another 13 percent, they
were needed only for 2 portion of the private
sector's undertaking. The evidence fs 94nconclu-
sive in the remaining 15 percent of the cases.

The amount of unnecessary 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 funding.

An Urban Development Action Grant §s intended to be used when it can
can be demonstrated that 1t s a necessary catalyst for economic develop-
ment fn a distressed city. In spite of the fairly severe economic problems

faced by such cities, some development projects will proceed without a UDAG

" Preceding page blank .



TERMIHOLOGY: SUBSTITUTION

Substitution occurs in a project when Federal Funds
23y jor some portion of an Investment that the pri-
yate sector or state or local governments would
have paid for in the absence of UDAG funding.

"Sut for™ 4s & shortened versfon of the statement,
“but for® the UDAG, this Eroject would not be buflt.* k
A project that weets the "but for® criterion would
be contingent upon UDAG funding, without an Action
Grant the project would not be built,

According to the Wydler Amendment, two conditions
must be met: (a) UDAG funds should not substitute for
or replace other non-Federal funds, and (b} the pro-
ject would not be built “put for" the UDAG award.
Any project that fails efther of these tests, 1in
whole or 1n part, 15 reforred to in ¢this study as
having full {or partial) suhctitution.

*The "but for™ criterfon is found {n the UDAG program
ragulations at Section 570.451 (1)(3)} and 570.453{u}.

subsidy as an inducement. For other projects, however, UDAG {s a neces-
sity dbecausz of the high risk and/or axtraprdinary development costs
associated with these types of places; in these cases, development will

not occur without UDAG. Often, the dividing 1ine between these two types

of projects 15 thin. .

During the program’s early months, UDAG reviewers did not emphasize
the guestion of whether an Action Grant was necessary to ¥nduce the pri-
vate fnvestment in funded projects. By early 1979, however, this question

was routinely addressed. In Decamber 1579, the Wydler Armendment 1/ required

1/ P.L. 96-153, Section 104 (the Wydler Amendment) amended Section 119 of
the Housing and Community Development Act of 1974,

-20-



such review. Thus, UDAG must determine on which side of the dividing line

gach proposed project falls.

Addressing the Substitution Issue

Substitution occurs if the UDAG 1s unnecessary (f.e., if it is mere-
1y substituting for private or non-Federal funds}. The substitution issue
has three aspects:

f1} Would a project have had the same scope without
UDAG?

{2) Would a project have done ahead at the same

tocation (i.e., within the same city) without
UDAG?

{3) Would a project have proceeded at the same time
without 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 loca-

tion and at the same time without UDAG). In contrast, if a project at the

same Tocation 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 retajl 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 ail)
of the project would have gone forward without UDAG. For exampie, with an
Urban Development Action Grant, a muliti-component project with a hotel,
office building and parking garage would be built, but without the UDAG

only one component, such as the offfce buflding would be constructed.

-21-




Location. For most projects, the Tocation issue is adoresses iy detar-

mining whe*her the project would have proceaded fn tha s2me distressed
city without UDAG. In a handful of cases, hewever, the UDAG project fis
designed to contribute %o an explicit, Tocation-specific city economic
development goal, such as the revitalization of the Central Business Dist-
rict or the development of an industrial park. For these few projects,
the appropriate location question 1s whether the project, w»ithout UDAG,
would have proceeded in the same neighborhood or area of the distressed
city.

Timing. When examining timing, the gquestion is whether the project

would have proceeded at the same time «- or with a delay of less than a
a year -- without the UDAG. The one year time frame was selected for ana-
1ytic purposes; it is not based on any legisiative or regulatory specifica-
tions.

Study Approach

Two interdependent approaches are used to assess the substitution

issue for the projects studied. The first involved visits t¢ each project

by members of the study team. Prior io these site visits, the team obtain
ed extensive information from the UDAG project files and often discussed
the projects with UDAG staff reviewers. At the project site, team

members probed for information that would provide a broader perspective
on the project beyond that obtainable from merely reading the files.

The site visits included 17nspections of the projects. In addition,

discussions were held with a wide variety of project actors -- including
developers, 1lenders, and city development officials, among others. First-

hand information was sbtained on a variefy 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 with 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 files and information
gathered on site, in conjunction with their knowiedge of and experience
in real estate development, to arrive at an independent assessment of
substitution. In this 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 making a final judgment on the substitutfon

question.1/

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 substftution 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 will 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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THE INDEPENDENT PANE.
OF REAL ESTATE INVESTMENT EXPERTS

Jean [. Felts, (New Orieans, LA} Vice-President, waguespack, Dupree
and reiis. Ws. Felts has had extensive experience in appraisail review
of indus4rial and commercial real estate developments and carries the
professional designations of CRE and MAI. She 1s also a member of
the Urban land Institute, the Real Estate Board of New Orleans and the
Louisiana Realtors Association.

James A. Graaskamp, {Madisor, WI) Professor and Chairwan, Department
of Raal Estate and Urban fconomics, the University of Wisconsin. Or,
Graaskamp is also the head of Landmark Research, Inc. He has written
numerous books and articies on real estate {nvestment. He nas 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 inciudes
the profeszional designations of: SREA, CRE and CUPU.*

William K. Xinnard, {Storvrs, CT) Professor of Finance and Real Estate,
University of Connecticut. or. Kinnard has received numerous academs¢
and professional awards. He has writien numerous books and articles
on real estate and, in addition to being a certified Realtor, Dr,
Kinnard carriers the designations of SREA, MAI, CRE, ASA, CML.”

Robert 7. Kist, (St. Louis, MO) Midwest Regional Yice-President, the
Equitable Life Assurance Society of America. Mr. Kist is also a member
of the Governing Council of the American Institute of Real Estate
Appraisers and is also a member of the Board of Directors of Downtown

St. Louts.

Richard D. Marshall, (Newark, NJ} LLB, Professor of Management, Grad-
uate School of Management, Rutgers University. Mr. #arshall has been a
Senior Investment Analyst and Senior Mortgage Lcan Appraiser for the
Prudential Life Insurance Company of America. He is the author of many
articlies on real estate investment. He {s a member of the Board
of Directors of the Trust for Pubiic Land and the Rutgers University
Minority Investment Company {among others}. He s a certified Review
Appraiser of the HNatfonal Association of Review Appra¥sers and an
associate member of the Society of Real Estate Appraisers.

Thomas F. Murray, {New York, NY) former Executive Yice-President and
Chief Investment Officer, the Equitable Life Assurance Society;
former membar, 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,
irnc. (President), and Paine Webber Cash Fund, Mr. Murray is also a mem-
ber of the following professional organizations: Urban tand Institute
{President, 1975-1977), Real Estate Board of New York, New York Society
of Real Estate Aralysts, and SREA.*
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Robert M, 0'Donnell, (Denver, CO) President, HOH Associates. Since

1547, Rr. 0"Donnell has led the planning for major shopping center

developments, new communities and other residential developments. He
f5 also a Trustee of the Urban Land Institute and has served on numerous
panels dealing with national and international housing and development
fssues.

David Scribner, Jr., {Storrs, CT) Center for Real Estate and Urban Eco-

nomic Studles. Mr. Scribner §s a specialist in real estate fnvestment

analysis. He has many years of experience {n analyzing cash flow pro-

Jections, economic feasibility studies and marketing studies. He is a

member of SREA and ASA.* He is the author and contributing author of a

number of articles on real estate {nvestment. Mr. Scribner has an MBA

;rom the University of Connecticut with a specialization in Real Estate
inance.

Maury Seldin, (Washington, D) Professor of Real Estate, {ollege of

BusTness and Administration, The American Unfversity; President and
Board Member, Homer Hoyt Institute; Principal, Metro Metrics, Inc. Dr.
Seldin has authored and co-authored several boocks 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, lUrban Land Institute. Dr.
Seldin served as coordinator of the panel but did not review any of
the projects.

Arthur M. Weimer, (Bloomington, IN} President of Weimer Business Ad-
visory Service; Chafrman, 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 lLand Economics. Dr. Weimer is a member of several
corporate boards. He {s 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 The American Society of Appraisers

CMI  Certified Member of Institute, Institute of Property
Taxation

CPCU Certified Property Casualty Underwriter, College
of Property Underwriters

LRE Counselor of Real Estate, American Society of Real
Estate Counselors

MAI Member Appraisal Institute, The American Society
of Rea) Estate Appraisers

SREA Senfor Real Estate Analyst, Society of Real Estate
Appraisers
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same project would have occurrad in the same place and time without UDAG

funding. In addition, partial substitutfon occurred in 13 percent of the

projects. In these cases, some part of the profect did not depend on UDAG

SUBSTITUTION
Full Partiail Inconclusive None
8% 13% 15% &4%

funding. In 15 percent of the projects, there was some, but not sufficient,
avidence 10 suggest that substitution might have occurred. Finally, in two
out of three projects, the UDAG was cleariy needed in order for the project
to go ahead, 1/

The percentage of projects having substitution s approximately the
same for projects funded in the early wmonths of the program as those
funded since that time. In addition, there appears to be no project type
{commercial, {ndustrial or neighborhood) which §s more Yikely than any
other %0 have substitution. Likewisz, no difference -appears to exist
between small city and metropolitan city projects in tzrms of the frequency
of substitution.

As stated above, UDAG projects are obligated to meet both reguire-
ments of the Wydler Amendment: UDAG funds should not substitute for pri-

vate or non-Federal public funds; and the private {nvestment should be

1/ In addition o projects fnvolving substitution, three projects had
grants or joans significantly fn excess of the amount needed to obtain
the same private tnvestment. In these projects the UDAG was clearly
needed, but the grant or Toan was $nefficfent. A smalier grant/loan
could have leveraged the same level of private {nvestment.

-26-

1



O DR WA B9 BN i W BN X

contingent on the Action Grant. The amount of UDAG funds allocated to
projects or project components which fail either of these requirements is
equal to 17 percent of all UDAG dollars expended. 1/

Evidence of Full Substitution. Conclusive evidence that full sub-

stitution occurred was found in six projects (8%). Five of the six projects
involved the substitution of Federal for private funds. In one project,
Federal funds substituted for Tocal funds. The following kinds of evidence

ted to these conclusions:

o Existence of commitments to fund the same project {efther

publicly or privately} prior to applying for UDAG funding.

* Example: In a large industrial expansion, in which UDAG
pa15 the major cost of a sewer line, there was irrefutable
evidence of commitment between the firm and the city in-
dicating that if the city did aot receive a UDAG the firm
would pay for its share of the sewer line. The UDAG was
clearly unnecessary for leveraging the private investment.

6 No clear relationship between private investment and UDAG

funded public improvements.

* Exampie: UDAG funded parking, street improvements and a
pedestrian plaza in a downtown. In this case, however,
the private investment bore no relationship to the public
improvements. The major component of the private invest-
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/ 1t 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 could be con-
sidered an outlier -~ it has the largest private investment of any project
in the sample and a Jeverage ratio of 30:1 -- the Action Grant, though
jarge, 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-calculations of substituted dollars.

-27-




building; the deveioper provided parking on lots adjacent
to the new building.

0o 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 oprior 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
riad been buiiding and s21ling homes in the same arez for 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 develioped #n the absence of
an Actfon 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

ave built the smalier shopping mail that he had planned to -

build (and even started on) prior to considering UDAG fund-
ing.

* 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 believed that a smaller or

different development was economically feasible and where

there was evidence from the field that the UDAG only in-

duced a larger development than otherwise would have occurred.

* Example: In one office/retail compliex 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 planning to build an office building {without the re-
tail compiex) on the site and indeed, would have done so in
the absence of UDAG funding.

Projects Considered Inconciusive. 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 infrastructure 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 Decause the site proposed for
expansion was owned by the major stockholder in the firm
{who stood to make a large profit). Alse, 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 firm had considered anpother 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 c¢ity would have been willing to provide a spe-
cial arrangement on assessments.

Projects With No Evidence of Substitution. For the majority of pro-

jects {642}, there was no evidence of substitution. In these cases, the

UDAG was clearly needed, though for a variety of reasons.
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0 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 previocusly developed due
to the prohibitive cost of providing the concrete footings
to correct for poor sofl 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.

Genuine financing gap.

* Example: In a downtown revitalization project, the developers
were unable to obtain sufficient private financing despite a
thorough search. A UDAG second loan provided by the ¢ity
allowed the project to go forward.

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 ¢ity to fund the infrastructure to a sife it
annexed, and a private investment was made that was not
otherwise possible.

Extraordinarily high risk.

* Example: Although a developer considered rehabilitating a
S0-yéar o0ld 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 1in sight, and it was the first new or
rehabilitated office construction in this city in over ten
years. A below-market rate UBAG loan induced the developer
to take on the risk and proceed.

Possible Lhanges in the Definition of Substitution

The findings presented above are based on a definitfon 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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Ffor axample, the Tocation criterion used above takes 9dnto account
area-snecific economic development goals of distressed cities. This crite-
ricn could be changed to incorporate whether the i{nvestment would have
taken place anywhere in the city without UDAG. This change fn the Tocation
criterion would result in an additional three projects being reclassified
25 instances of partial substitution. However, such an alteration in the
definition is less consistent with the intent of the program since it is
iefi 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 abandomment or detarioration."1/

It would also be possible to change the timing criterien to increase
it from a one-year 1imit to a three-year limit; by expanding the time
nsorizon, 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 1is Tdikely
that, with a three-year 1imit, the instances of full substitution would
increase by 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,
Committee on Banking, Housing and Urban Affairs, Report to Accompany
$.1197, May 15, 1981, p. 22.
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or in part) at some unspecified time in the future would be counted as a
aroject with full or partial substitution. This change would result in
2 small number of additional projects being reclassified as full or partial
substitution. Such reclassification would necessariiy be quite specula-
tive in natyre, however, as it requires judgments about what developers
would do in the future and requires making 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

such additicnal cases in the substitution findings.

Review of Applications for Substitution

Substitution o¢curs in projects far different reasons, not all of
which are attributable to the current review process. In some fnstances,
it is due %o inadequate standards of review that applied at the time that
the project was funded, but which subsequently have changed. The review
process has evoived over time, with standards becoming increasingly strin-
gent. Given the amount of substitution found in this study, however, it
is apparent that the review process is still not completely adequate.

Since the passage of the Wydler Amendment, the program has required
a2 written statement from developers specifying that they would not build
the project "but for" UDAG. This {s the principal test for substitution.
When reviewers have serfous doubt about the validity of the developer's
"bur for" statement, they use a varfety of techniques to examine the
assertion., For example, the UDAG staff may delay c¢onsideration of a pro-
Ject for a few months to see if the project will go ahead on its own.

In addition, recently, reviewers haye negotiated with developers to allow

=32~




EXPERT PANEL'S SUGGESTIONS FOR MINIMIZING SUBSTITUTION

The expert panelists all concluded that insufficient attention has been
paid by UDAG revieswers to real estate/financial investment analysis in
funding projects. In thelr opinion, a better undstanding of real estatz
dgevelopment and a more thorcugh analysis of project feasibility on the
part of the UDAG staff would help to avoid the occurrence of substitu-

ticon.

Fanelisis made the following observations and suggestions on im-

proving the process of revieswing projects:

t+]

The current policy of relying on a "but for" letter from a
deveioper is an {nsufficient substitute for a thorough feasi-
bility analysis. Some Jetters are vaguely written and, be-
sides, may not be legally binding.

The current policy of relying on 2 lender’s willingness to
ioan 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 a major tenant in the new
development.

In a1l cases, any market study or feasibility analysis used by
the lender should be passed on to HUD for review.

The feasibility analyses done by Economic Market Analysis
Division (EMAD} reviewers in HUD’s Area Offices have not been
sufficfently taken into account 1in some funded projects.
Frequentiy, the EMAD reviewer's conclusion that a project is
infeasible appears to have gone unheeded.

There has been insufficient consideration of possible alterna-
+ive zvailable sites and their current value.

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 believe that real estate analysis cannot be done without
site visits. Short of that, better information about the
site and ts surrcundings is recommended.

Better information is needed on the market value of land,
conmercial and office space, and parking space. Panelists
suggest greater reljance on independent appraisals.
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the ¢city to share in the future profits of the development. This technique
1s based oﬁ the assumption that developers will only agree to such reguire-
ments 1f the UDAG 1is 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 fraudulent., Finally, reviewers sometimes contact disinterested
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 economi¢ feasibility of, proposed projects. Commercial developments
are the exception to this practice; for these, reviewers do closely
examine projected cash flow statements and potential profitability. For
the most part, however, the pragram reljes on a private lender's willing-
ness to lend on a project as the principal test of feasibility. This lack
of emphasis on feasibility raises the {ssue of whether UDAG reviewers
can fully determine when a proposed project has the potential to succeed

without UDAG assistance.

1/ Cne piece of evidence which supports this assumption {s the fact
that although 16 percent of projects in the sample fnclude “kickers"
{profit sharing provisions}, none of the projects found to have sub-
stitution have one. ]
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{2} Study team projections consist of estimates of =mat
UDAG prodects will ultimately produce in terms of
nrivate investment, jobs, revenues and housing units
-- including available actual results for projects
which are already fully or partially cperational.
They are derived from extensive discussions, first-
hand observations, and a review of appropriate
documents done during site visits to 80 project
l1ocations. These projections are based on the best
available present knowiedge of each project's current
status and expected accomplishments.

{3} Study team discounted projections take into account
the extent of substitution of UDAG funds for private
or non-Federal pubiic 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 te disregard the effects of entire
projects or certain project components which do not
represent UDAG-stimulated investment.

MPACT MEASURES

Originally anticipated impacts: Tnese are the impacts that
were originatiy anticipated to result from UDAG projects.
They were made at the time of the signing of the projects'
grant agreements.

Projected imﬁacts: These are impact estimates that were
obtained 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 on1y those
attributab?e to UDAG are included.

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

affects, and {d) housing.
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In addition to vrimary impacts, UDAG projects may also cause a variety
of positive and negative secondary impacts. Thesz are discussed in Sec-

tions 7-10 and include: {a) spin-off investment aciivity -- additional

{nvestment in construction or expansion of other business firmms stimulated

by UDAG projects; {(b) off-site impacts on existing businesses -- effects

on the Tevel of business activity of firmms Tocated off the sites of UDAG

developments; {¢) business relocation -- the displacement of businesses

associatad with UDAG developments; and (d) household relocation -- families

relocating as a result of UDAG projects.
A final section compares the impacts of industrial, commercial and

housing projects.
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Leveraging of
Private Investment

An important measure of the UDAG Program's suc-
cess in stimulating new investment in distressed
places {s the number of private dollars invested
for each UDAG dollar. UDAG projects are, in fact,
generating more private dollars than had been an-
ticipated when grant awards were made, although
2 large amount of this is due to cost overruns 1in
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 gne-half of the UDAG projecis involve addi-
tional gpublic funds, the privata dInvestment is
being stimulated by both UDAG and these other
public monjes. For every public dollar {UDAG
plus other public grants) spent on a project,
there are 4.4 private dollars nvestad.

UDAE funds are awarded to distressed cities in order to stimulate
economic activity by attracting private investment. Proposed projects are
judged, in part, by the amount of private investment that is "leveraged” by
the Action Grant. Three questions rvragarding leveraging are addressed in

this section. First how many private dollars are stimulated by each UDAG
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dollar? Second, how many private dollars are leveraged by egach public
dollar {including UDAG, as w211 as other Federal, state and loca2l funds)
involved in UDAG projects? Third, for what reasons {s the level of private

investment in UDAG projects often different from that originally expected?

Calculation of the UDAG Leverage Ratio

in examining the impacts of the UDAG program, an important indicator
of program efficiency is the amount of private investment stimulated by
each UDAG dollar, refarred to as the leverage ratio. The UDAG leverage
ratic is {a} the dollar amount of private investiment in the project divided
by {b} the doliar amount of the Action Grant. To determine the number of
private dollars teveraged by each UDAG dollar for the projects examined

in this study,1/ an average UDAG leverage ratio is computed by, first, calcu-

Tating the UDAG leverage ratio for 2ach project and, then, taking the average

of these individual ratios. 2/

Private Investment Leveraged by UDAG

To evaluate UBAG's leverage effects, the following three ratios are
compared: {a) the average UDAG leverage ratio originally anticipated at
the ¢time that grant agrezments were effected; (b} the average UDAG leverage
ratio projected to exist at the time that projects are fully operational,

and {c} the average UDAG leverage ratio projected after discounting for

1/ The jeveraging anaiysis presented in this section is based on informa-
tion from 79 projects. One of the BO sampled projects is excluded
from this analysis because it was terminated very shortly after the
sample was drawn, Ho UDAG dollars were spent on this project and the
UDAG amount for the project has been subtracted from the overall UDAG
totals -- both anticipated and projected.

¥

2/ This procedure reduces the effect of any outlier {{.e., an atypical
= project) on the calculation of the overall ratio.
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substitution {i.e., subtracting out private dollars that would have been
invested without UDAG)., Projections (b} and {c} are based on information
obtained on-gize from the projects' developers, lendsrs and city develop-
ment officials.

The originally anticipated average UDAG leverage ratio, which is
based on private investment expected at the time of the grant agreement,
is §.30:7; that {s, it is estimated that each UDAG dolliar would stimulate,
on average, $6.30 of private investmeni. Study team projections indicate
that UDAG's Teveraging ability will be even greater than expected: $7.10
of private Investment will be stimulated by each UDAG doliar. This in-
creased leveraging s due to a 19 percent increase in private invesiment
while the UDAG investment is virtually unchanged.l/

- After discounting for substitution, however, UDAG's projected lever-
aging ability drops to 87 percent of Jts originatTly anticipated Jevel.
Thus, after subtracting out private investment which was not generated by
UDAG, study team findings indicate that each UDAG dollar stimulates $5.50

of private investment.

Private Investment Leveraged by Total Publiic 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., Community Development Block Grant funds), state
{e.g., a grant from a state economic development agency}, and/or 1local

(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 s projected to be $10C million greater than originaily
anticipated.
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TERMINOLOGY: PRIVATE DOLLARS

Private Dollars {as usad in computing |everage ratios®):

o Include the full amount of a1l unsubsidizad private
{nvesiment, 2.8., 2quity and market rate joans.

¢ Include the present value** pf all directly subsi-
dized 1oans, such as UDAG logns and Teases, 85 well
as other low-interest loans made by public agencies
{e.g., the Economic Development Administration or
the Smal! Business Administration),

o Include the full walue of industrial revenue bonds,
Govermment Netional Mortgage Assocfation (GNMA)
financing and guaranteed loans with a guarantee of
90 perceni or less.

¢ Exclude private investment for working capital, capi-
tal eguipment which 1s moveable or has a depreciable
1ifa of jess than 7 years, conmitments for tenant im-
provaments made after the preliminary UDAG award,
acquisition costs for occupied buildings, developers'
fees, and all fnvestment occurring prior to the
preliminary award.

* This definition of private dollars is the same as that currently
used by the UDAG staff when they caiculate UDAG leverage ratios.

** The present value of a loan {s the total value, in current
dollars, of the amount 2o be paid tn the lendar: 1.2 Ffuturs
payments are “discounted" to reflect the fact that income to be
rece{ved in the future fs worth less than receipt of the same
amount of {ncome today. For the purpose of this analysis, a
”giicount rate” of 113 was used t0 calculate the present value
of loans.

These other public funds may also be responsible for stimulating some
of the private fnvestment occurring fn UDAG projects. As a result, in those
projects with both UDAG and other public funds, 1t way be {naccurate to
state that UDAG funds alore Teveraged all of the private investment. There-
fore a second way tc examing Teveraging -~ {n addition to locking at the
UDAG laverage ratioc --4s to determine the amount of private {nyestment stim-

ulated by tne toral amaunt of pudlifc doliars that go into a project.
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PRIVATE INVESTMENT LIVERABED BY UDAG
{in &i11fons of dollars)

Projected* Projected {discounted)

Originaily Percent of Percent of
Anticipated Amount Anticipated Amount Anticipated

Total Private

Bellars $816.0 $968.4 118.0% §$346.0 55.0%
Tetal UDAG

Dollars $117.A 3116.5 69.5% wok baeded
Average UDAG

Leverage

Ratio** 6.3 7.1 113.0% 5.5 87.0%

* For the 21 projects which were fylly operational {in June 1981,
the "projected” investment §¢ the actual investment.

** Note that the ratics are not determined by dividing the total pri-
v3te dollars by total Action SGrant dollars. Rather, the ratios are
calculated by determining the leverage ratfo for each of the 79
projects and then averaging these 79 ratios.

#x% Projected UDAG dollars are not discounted. Therefore, this {nforma-
tion i{s not appifcable.

The total public leverage ratio 1s {a) the dollar amount of private

investment in a project divided by {b) the dollar amount of public funds in
a project. To determine the number of private dollars leveraged by each pub-

Tic dollar for the projects examined in this study, an average total public

1average ratic fs computed. 1/

1/ The computation of the average total public leverage ratio s comparable

in a1l respects to the computation of the average UDAG leverage ratfo.
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TERMINOLOGY: PUBLIC DOLLARS

Public Dollars {as used in computing leverage
ratios;:

¢ Include 217 Action Grant dollars.

o Include all other Federal, State, and local
grants.

o Exclude all non-UDAG subsidized govermment
loans.

Based on investment figures contained {n project grant agreaments,
each public dollar was originally anticipated to leverage $5.25 of private
investment. Projections made by the study team 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 20 B4 percent of what was anticipated -- to
$4.41 in private investment for each pubiic dollar. 1/

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-

2d. There is considerable variation among projects, however, in the magni-

1/ 1t 1s pessible 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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PRIVATE INVESTMENT LEVERAGED 8Y TOTAL PLBLIC DGLLARS
: {in milifons of dollars)

! Projected Projected {discounted)
Originatly rercent oF ‘Percent of
Anticipated Amount Anticipated Amount Anticipated
Total
Private
i Doliars $816.0 2968.4 119% $446.0 55%
Total
Public
Bollars $173.3 $183.1 1062 * *
Average
Total
Public
Leveraging
Ratio 5.3 5.4 103% 4.4 B4%

*Projected totai public dollars were not discounted.
Therefore, this information {5 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 amount of private {nvestment; there will be de-
¢creases in only 5 percent.

There are three bdasic reasons for fIncreases in private {nvestment.
First, in 40 percent of the projects with {nvestment changes, cost overruns
account for the entire increase., Such overruns oc¢curred either because
costs were underestimated o because Of delays Tn project construction that
fncreased 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 fncreases {n materials and supplies.
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REASONS FOR PRIVATE INYESTMENT LEVELS IN UDAG PRQIECTS ]
ABOVE THOSE ORIGINALLY ANTICIPATZD ;
- i
Cost !
Change in Qverrun
Scope/ and Change
Cost Design Tn Scope/ i
Overrun  Quality Pesign
Only Only Quality Other Total
Percentage
of Projects
With Increased 407 312 24% 4% 100%
Private Invest-
ment Lsvel

Second, in 31 percent of the proj.ects with finvastment {increases,
scope or design qual{ty changes have affected the cost of the profect. For
saxample, in a downtown revitalization project, the scope was fncreased since
participation ultimately fncluded several mors small businesses than origin-
ally anticipated. This increased participation meant, 1in turn, increased
private fnvestment In the project.

Third, 1n 24 percent of the projects with investment increases, a com-
bination of cost and scope changes are responsidle for the increase. For
example, in & housing construction project, costs increased because the
developers decided to build sore housing units than originally planned
and costly delays were experienced {in the start-up of construction.

Some incrsases In private {nvesitment can be explained by each of thess,
Howevor, 86 percent of the net fncrease in private investment is attridu-
table 20 cost overruns., Thus, very 1itile of the {ncrease in private in-

vestment In UDAG projects will produce additional benefits, such as more

Jobs.
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HET PCKEASE IW PRIVATE IVESTMENT DUE

Totsl Fesiectsd Private Investment
{in 79 projacts)

Tozal Criginagily Anticipated
Privete Invesimant

Het Diffarence
Amounit Attributablie %o fost Overrun

Cost Overruns as & Percent of Het
Difference

*IneTudes 3 $100 =1ilien cost gverrun on a

70 COSY (HZRRUNS
€868 miilion*

~$816 million

$152 willion*
$131 =il lfon*
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Jobs Craatad
and Ratained

A major objective of the UDAG program 15 to in-
crease the aumber of Jobs n distressed eities.
Detailed review of the projects examined dor
this study indicates that the program wili pro-
duce a majority {77%) of thz jobs that were anti-
¢ipated at the time that awards were made. Afier
discounting for the effecis of substitution, an
additional 15 percent of 211 anticipated jobs can
not be attributed 4o the program; this means
that UDAG can claim credit for §2 percent of its
original jJcb goal. Projects produce fewer Jobs
then expacted because of errors, made at the time
the grant is awarded, in calculating uitimate
amployment levels for projects and, 1less often,
because of unexpected economic difficulties.

Using the most stringent method of c¢alculating
the cost per job created {not counting those
that would have otcurrad anyway without the UDAG
grant), each job will cost 11,570 UDAG doilars.
Wnile this 1s 62 percent higher than originatly
anticipated, 1t compares favorably with other
Faderal Job-creating programs. A substantial
portion of the jobs stimulated by the UDAG pro-
gram to date is at Tow- and moderate-income wage
Tevels. Most of these are clerical, sales, ser-
vice work, and laborer positions.

A AR o, L L S M s o

One of the main purposes cof the UDAG program s to assist distressed

cities in creating new permanent employment and, to a lesser extent, in

Preceding page biznk
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retaining exizting jobs.l/ In addition, UDAG raquires 2hat, o the axtent
possible, naw job greation is to be ¢argetad to low- and moderate-income
persons.
Three madn 1ssues guide the analysis of smployment in this section.
The first {s whether UDAG 43 actually achieving {its employment-related
objectives, Specificelly, w111 the projects produce the number of new
and retained Jobs that are anticipated at the time the awards are made?
These originally anticipated employment levels, and any modifications
which are made to them, are contained in the UDAG project files or.grant

agreements. To assess the extent tb which the progran 15 reaching its

TERMINOLOGY: JOBS

A new permenent Job i3 a full-time equivalent permanent
position which ¢éid not exist previousiy within the dis-
tressed city or urban county and which was created by the

UDAG project.

A retained job i3 a full-time eaquivalent permanent posi-
Tion whicn existed prior to the UDAR project within the
distressed c¢ity or urban county. Without <the UDAS pro-
- Ject, this job would have been abolished or moved to a
location outside the distressed c¢ity or urban county.

A low-and moderate-income Job ¥s a full-time equivalent
position that pays the worker no more than 80 percent of
the median income wearned by a1 workers 1n the local
market {based on the earnings of a family of four).

1/ This evaluyation does not address whether UDAG {s responsible for s
net increase in the aumber of Jjobs nationally. While this may be a
valid question, the 1legislative intent of the program {s to create or
rotain 2xisting Jobs only 1n economically distressed citfes. Some,
although probably not 211, of the jobs associated with UDAG would, most
Tikely, have been created in non-distressed cities or counties where the
perceived aconomic risk would be less and the private sector more prone
to fnvest without any pubiic Inducement.
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amployment geals, employment data were gathered during site visits to 8C
projects.

A second job-related issue 1s the cost, in Action Grant dollars, per
job created. This Y3 one IJndicator of how efficient UDAG is as an
economic development tocl.l/ Cost-per-job data are presented in three
different ways o allow for comparison: the cost of each originally
anticipated job; the cost of each projected job {based on new data abtained
first hand at each project site); and the cost per projected job after
subtracting out those which would nave been created without the UDAG
subsidy. Comparisons of these three figures will 1indicate how (Closely
the program's 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 1ow- and moderate-
income wages, 2/ are filled by minorities, or filled by those eligible

for the CETA program.3/

New Permanent Employment

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 2
certain goal. Rescurces in this report are UDAG dollars and the goal is
job creation.

2/ The analysis in this section refers 1o low- or moderate-income wage
~ levels associated with the jobs created on UDAG projects and not to the
income status of those filling the jobs.

3/ CETA is the Lomprehensive Employment and Training Act administered by

— the U. S. Department of Labor. The analysis here includes not only
those whe may have participated ia CETA {and who subsequently found em-
ployment on 2 UDAG project), but also those who would qua?ify for train-
ing under the program if they applisd for it.
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had generated almost 5,000 new permanent jobs, 76 percent of which had
low or moderate wage levels. This total represents just under 3] percent
of the new jobs originally anticipated for these projects and reflects
the fact that almost 83 percent of these projects, even though far along
in terms of construction, are not yet operational or fully hired up. 1/
Therefare, in addition to current employment as of June 1981, detailed
projections of the empioyment jevels that will be reached when these pro-
jects are fully operational were also obtained from developers and perma-
nent emplioyers. 2/ When these new employment projections are compared to
employment that was originaliy 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 substantial lag exists between the extent of construction coempletion
and when permanent hiring is completed. In most cises, new permanent
jobs (not construction jobs) are filled once all of the construction is

R R e |
Compietea.

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 t0 obtain accurate
job data. In addition, whenever possibie, access was also gained to
emplioyment 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. ¥hen necessary, sultiple employment
astimates were combined into one emplioyment projection.

-5d-




)L

WEW PERMANENT JOBS GENERATED 8Y UDAG

Projected Projected (Discounted)
Originally Percent of Percent of

Anticipsted HNumber Anticipated  Number Anticipated

Total

Jobs 18,235 12,588 775 10,077 62%
Low/

Moderate

income

Jobs 9,258 7,519 81% §,589 71%

Differences Between Originally Anticipsted and Profected Jobs

Although, in the aggregate, UDAGS will produce fewer Jobs than had
been anticipated, one~-fifth of the sampled projects will employ morz people
than originally anticipated and 13 percent will exceed original estimates
by at least 20 percent. The creation of more jJobs than had been anticipa-
ted is due to 8 variety of reasons, including: 1ncreases in the size or
scope of some projects which necessitate more employment; greater-than-ex-
ﬁé:ted increases in the volume of business which necessitate more amploy-
ment; or under-calculation of anticipated employment levels at the tinme
the projects were iaftiated. The following examples {llustrate why some

projects will experience mora employment than had been orfginally antici-

Pated.

* Example: Due to greatar-than-expscted private sector {nvest-
ment, a2 downtown rehabilitation and land reclamation project
was able to provide more retail space than was specified in
the grant agreement. This led to an increase in project scope
and to a 64 percent iacrease {n new, permanent full-time
employment over that required by the grant agreement,
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* Example: According to the grant agresment, a small-¢i%y indus-
tr7al Tim committed %o create 50 new permanent jobs. At the
time of ¢his study, however, new amployment dad already ex-
ceeded expectations by 30 percent. According to the plant
manager, &n {ncrease in business volume necessitated the addi-
tion of shift work {and more jobs) but no change in the scope
of the UDAG project.

* Examg?e: When the grant agreement was signed, the developers of
an office bullding generated pessimistic employment estimates.
This was due to the fact that no tenants had yet deen {denti-
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 in terms of job creation, about one-third wiil miss their employment
cbjectives by at least 20 parcent {which 4s roughly the average for all
projects fn the sample). Tats job shortfall most frequently resuits from
miscalculations made at the time that grant agresments are signed.
These miscalculations occur for a variety of reasons: because ft 1s some-
times very difficuit 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 cne-third of those projects with at least
20 percent job short-falis have experienced some sort of financial prob-
lems, including a very few cases of project termination or bankruptcy. The
Tuilowing examples i1lustrate why some projects will not fulfiil anticipated
amployment goals.

* Fxample: Employment in a large-city industrial fim is well be-
Tow gﬁe anticipated level and may never equal {t. The employ-
er's current projection §s 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; excessive amployee turnover; poorly operating egquipment;
and the canceilation of a amalor contract by a aational firm.
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* Example: Due to unfavorabie econmic conditicns, an employer
Tnvoived in a smali-city commercial project cancelled plans
for expansion of {ts neadquarters faciiity. As a2 result, this
project will generate only one-third of the new smployment
referenced jn the grant agreement.

Biscounting For 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 al)
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 originaliy anticipated. 1/

Retained Employment

In addition to creating new jobs, another employment objective of the
UDAG program is to assist distressed cities in retaining existing jobs that
would otherwise ieave. 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-
piications 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 1is also due to the problems associated with

1/ The employment data are reduced on a project-by-project basis for those

~ projects determined to have either full or partial substitution. For
projects with full substitution, all of the jobs are subtracted from
the revised astimates of employment generated by UDAG since they would
have occurred regardiess of the Action Grant. For those projects with
partial substitution in which, for example, one component of the project
would nave gone ahead without the UDAG, only those jobs associated with
that part of the project are excluded or subtracted.
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knowing whether a job 1s really being retained «- <hit {s, uouid the job
have bean Jost to the city If the UDAG project were not funded. Discussions
with many developers and permanent amployers reveal that they did not use a
uniform definition when they estimated the Tevel of retafned employment
assocfated with their projects. As a result, some misclassifications oc-
gsurred. For the purposes of this analysis, a retained Job {5 one that existed
within the distrgssed city prior to the UDAG project and that would have
been Tost to the city had the UDAG project not gone forward. In other words,
there should be eavidence that an employer would move to the suburbs of a
distressed city, move to a nondistressed city, or go out of business 1f UDAG

assistance were not provided.

RETAINED EMPLOYMENT GENERATED B8Y UDAG

Originally Projected
Anticipated Projected (Discounted)
Total
Jobs 4,189 3,214 2,400
Percent of
Originally
Anticipated 77% 572

"The projected employment that will be retained when UDAS projects are
fully operational §s 23 percent less than anticipated in UDAG project files.
put another way, 77 percent of the original goals for job retention will be
met, Most of the shorifall can be attributed to the original misciassific-
ation of these jobs -- {.2., scme developers and permanent empioyers label-
led certain jobs as retained when, 1n fact, they would not have been lost
to their distressed cities in the absence of UDAG funding. Only two
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Tatling short of retained employment goals will do so because of decreased
project scope.l/

Discounting For Substitution. As is the case with new permanent emp-

loyment, the net impact of UDAG on job retention can be determined only
after the effects of substitution have been considered. W¥hen compared to
UDAG's anticipated employment retention figures, after discounting for
substitution, UDAG projects will vrsach 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 B3
percent. At the other extreme, neighborhood projects {which produce re-

latively fow jobs) attain 93 percent of the originally anticipated jobs.

Costs Per Job

The cost to the Federal govermment 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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NEW AND RETAINED JOBS GENERATED BY uDAG
BY PRCJECT TYPE

Projected Projected {Discounted)
Originally Percent of Percent of
Anticipated Number Anticipated Number Anticipated
Jobs in
Industrial
Projects 6,589 4,602 70% 3,385 51%
Jobs in
Commercial
Projects 3,617 7,031 73% 5,108 53%
Jobs in
Neighborhood
Projects 4,308 4,139 96% 4,014 93%

Total: Jobs

in Al
Projects 20,514 15,772 77% 12,477 61%

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. 1y
The UDAG doliars-per-job figure increases even more when the extent

of full and partial substitution is considered. 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 permanent Jobs prior to accounting
for substitution. This yields the $9,284:1 ratio reported above.
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COST-PER~JCB CREATED AND/OR
RETAIMED BY UDAG

Projected Projected {Discounted)
Originally Percent of vercent of
Anticipated CLost Anticipated Cost Anticipated
New
Parmanent
Sebs 37,142 $9,284 130% $11,570 162%
Hew
Permanent
and
Retained
Jdobs 55,683 $7,392 130% $ 6,344 164%

tion resuits in a UDAG cost of 311,570 per job. This is, on average,
$4,400 hignher than had been originally anticipated, and it represents an

increase of 62 percent.l/

Twelve percent of the projects examined for this study are not expec-
ted to generate any new permanent jobs; they were approved because they
provide f&r other types of benefits.2/ If these projécts are excluded
from the <caiculations, the projected ratio of UDAG dollars-to-jobs de-
creases to 310,624 {discounted). This compares to an originally Qﬁticipated
cost of $6,552 per Job and is still 62 percent higher than anticipated.

Comparison with Other Job-Cost Ratios. One way to assess UDAG's Job

1/ The discounted new permanent employment estimate for the sample is
10,077 jobs and the total value of UDAG awards f{s $116,588,000.

2/ Nine of these are “housing only" projects and one §s a m{x of housing

and commercial components. This last project, despite a commercial com-
sonent, s not sxpected to create any new jJobs.
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creating efficiency is to compare its cost-per-jobt figure with those for
other Federal programs that create or save jobs. These caomparisons ¢an
give a2 rough idea about whether UDAG's costs are high or low ana, thus,
are useful evaluation t00ls. 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 fn 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, lpan guarantees, or outright grants); they also
vary in the purposes for which the money can be spent. UDAG does not pro-
vide any guaranteed loans as does the Economic Development Administration's
(EDA) Business Deveiopment program. The use of guaranteed loans reduces
program costs per job in two ways: program outlays 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 working capital to businesses while UDAG grants/locans 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 ail of development costs or costs of creating jobs. At one
gnd of the continuum {s EDA's Local Public Works Program which involves no
private contribution; 1t creates construction Jobs through 7local public

works projects at an average public cost of over $60,000 per job. 1/ EDA's

1/ U.S. Department of Commerce, Local Public Works Program: Final Report.
{Washington, DC: U.S. Department of Commerce, December 1930), p. 29.
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Business Development loan program covers, on average, one-h2lf of develop-
ment costs while UDAG usually contributes lass than one-fourth of project
tosts. Finally, Federa) programs vary in terms of the areas eligible to re-
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-
1y distressed.

Data or methodological problems also present difficulties 1in
across-program comparisons. First and foremost., cost-per-job data are
not available for all proérams, and the data which do exist vary con-
siderably in quality and reliability. Second, different programs have
varying requirements ({some have none) concerning substitution, and no
pther analysis of job costs discounts for substitution in the manner done
in this study. 1/

Because of these programmatic and data-related issues, any com-
parison 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
faciiitate comparison, the cost figures are, in both cases, deflated to
1579 dollars and UDAG figures are not discounted for substitution. 2/

When these comparisons are irade, the UDAG program's costs appear to compare

1/ See Abt Associates, Inc., Development of a Crosscut Evaluation System,
Phase 1: Draft Final Report. {Cambridge, MA: Abt Associates, November
1980, 1}

2/ Tne dollar figuraes have been deflated by multipiying each by an approxima-
~— tion 1o the 1979 Fized Non-Residentfal Investment deflator. See p. 16 of

Abt, op. cit.
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favorably with those of EDA, both for new permazant jabs znd for 811
Sobs -- whether new or saved. 1/ UDAG's cost for sreating new permanent
Jobs s 12 percent Tess than EDA's, while {ts cost of creatiag or saving a

job is 20 percent less.

JOB COST COMPARISONS: UDAG vs. EDA
Cost Per New Cost Per New Or
Permanent Job Only Saved Permanent Job

EDA $9738 $8538

UDAG $8586 $6837
UDAG cost per Job
as & percentage of
EDA cost per job 88% B0%

Total Employment Including New and Retained Jobs. Total new jobs and

total retafned jobs can be addeg together to assess the UDAG cost of all
permanent jobs supported by UDAG projects. In this regard, the undiscount-
. #d cost per Job 1s §7,3582 while the discounted cost 15 9,344 UDAG dollars
per job. 2/ The discounted costs represent a 64 fncrease over the originally

anticipated costs of $5,683 per job.3/

1/ In addition to the method employed here, an &lternative measure of Job
creating efficiency is to compare the percentage of total job creation
costs borne by & program. In this regard, UDAG is more efficient than
most other Federal programs. See: Judith V. May, "Leveraging Performance
of Federal Economic Development Programs.® (Washington, DC: U.S. Depart-
ment of Housing and Urban Devalopment, May 1981.)

2/ The sampie s projected to gensrate 15,772 new permanent and retained
— jobs before accounting for substitution, and 12,477 jobs after accoun-
ting for substitution. The UDAG awards remain constant at $116,588,000,

3/ The percentage differsnce between anticipated and projected ratios does

" npot change 1f only the 70 projects which are expected to generate per-
manent jobs are included in the calculations.
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Characteristics of Employees and Types of Jobs

Most of the permanent jobs created to date appear to be lower level
biuve collar and white collar positions. For example, 70 percent of the new
jobs already created are sales, clerical, services, or unskilied laborer
positions. These 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 ¢reated to
date by type of project. On the one hand, over 40 percent of the new jobs
in industrial projects are either craftsman or orperative positions. Those
persons hired for these jobs are likely to be skilled and tc earn incomes
at or above area-wide medians. On the other hand, almost 50 percent of the
new jobs created so far {n neighborhood and commercial projects are sales
or clerical positicons and are likely to be Jow-paying.

As indicated above, 62 percent of the originally anticipated new per-
manent jobs are projected {discounted) to be attainad by the time the pro-
jects are fully operational. For new permanent low- and modarate-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 majority of employees hired to date have Jlow- or moderate-incomes
and just over one-fourth had been previously unempioyed. About one in ten
of the new permanent jobs <«reated so far are filled by those who were part
of, or qualified for training under, the CETA program. Many of these are
included among those previously unemployed. Just over one-fourth of the
new jobs created to date are filled by minorities.
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DISTRIBUTION OF NEW PERMANENT JOBS AMONG CATEGORIES
Total

Industrial Commercial Neighborhood For A1l

Projects Projects Projects Projects
Professional
and
Managerial
Jobs 14% 172 20% 17%
Sales and
Clerical
Jobs 13% 43% 45% 36%
Crafisman
and
Operative
Jobs 40% 1% 8% 13%
Seryice
Worker
and
Laborer
Jobs 33% 39% 27% 34%
Total 100% 100% 100% 100%*
* The percentages in this table are based on 4,993 new per-

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

Construction Employment
In addition to assisting with job creation and retention of new perma-

nent positions, tne UDAG program also produces short-term construction em-
»loyment.

Projecting the Jevel of construction employment, however, is more
complicated than estimating new permanent or retained employment. For the
most part, construction jobs are not fuli-time positions and ¢hey are not
expected to last for extended periods. Rather, construction firms contin-

uajly hire craftsmen, as the job progresses, for relatively short-tem
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work. The problem, then, is to transform the number of construction workers
employed on & particular UDAG site into comparable “full-time eguivalent™®
{FTE) positions, 1i.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 sampied projects had generated almost 9,400 FTE construction jobs,
which represents three-quarters of the total construction employment
originally anticipated. 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. LY

1/ The use of UDAG funds in 2 project requires that construction firms pay

~ Davis-Bacon wages to employees {i.a., the “prevailing wage" in an area
must be pald to construction workers}). The data generated for this
study, however, do not permit any conclusions as to whether project
costs may be increased {and, if so, by how much) as a result of Davis-
Bacon application. )
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Tax Revenues
Generated

by UDAG projects s projected to fail 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 possibie explanations
for this shortfall, Jncluding: the highly vari-
able quality of procedures used to estimate anti-
cipated tax revenues by the city and to review
these estimates by RUD; changes that occur in pro-
jects subsequent to their original design that
affect revenues; and the possible Inclusion, n
the original revenue estimates, of taxes that do
not go directly to the city {such as state sales
taxes}. Additional analyses +ndicate that pro-
perty tax yields directly attributable to UDAG
projects may be less than comparable yields from
other taxable properties, This suggests that
cfties may be applying an iInformal, as well as
formal, form of tax abatement as an additional
means of supporting these economic development
activities.

5 The total anount of Tocal tax revenues generated

The contribution of a UDAG project to a city's economic development is
measured, primarily, by the amount of employment and private investment
stumulated by the UDAG subsidy. There are, however, other ways to measure

its contribution, such as the amount of tax revenues that each new project
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generates. UDAG's mandate 15 %0 help to alleviate urban distress, and one
way this 13 done 13 by enhancing the Tocal tax base. Of course, UDAG can
enly be given creditv for such tax base enhancement 1f the projects ¥¢ sup-

ports would not have bean 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-
ete. 1/ These figures, then, consititute the originally anticipated tfax
impacts of the project. During the course of this evailuation, 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

1/ uniike empioyment ana private investment impacts of eacn UDAG project,
fiscal impacts are not specified in grant agreements.

Z/ Revenue projections were made based on the information provided; the
quality of these projections varied considerably, however, among pro~
jects. The guality depends upon such factors as whether the project was
fully assessed and/or fully operational at the time of the site visit.
The quality of the tax information avaiiable 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.
Aithough these 40 projects constitute 56% of the 71 projects with avail-
able information, they will produce only 36% of the projected {discounted)
taxes frcm the 71 projects., The explanation is that revenue information
for smaiier projects has a greater probabiiity of being classified as
"very" or "somewhat" reliable. This, in turn, refiscts the fact that
smaller projects were more likely to have been completed and/or assessed
at the time of the site visit.
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earifer 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 cut those projects or project components that would have
occurred without UDAG, it will generate one-half of the amount that had
been originally anticipated.l/

Revenues can be divided into property and non-property taxes. Locking
at these categories separately does not alter the conclusion that the pro-
gram falls short of its originally anticipated tax impacts. After discount-
ing for substitution, 54 percent of anticipated property taxes and 46 per-
cent of anticipated non-property taxes are prejected to be generated.

Another way to assess tax impacts is to compute the total amount of
Yocal 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 subsample of 40 of the 80 projects
examined for this study, virtually identical findings result if data for
the full set of projects are used.

2/ See Footnote 1/ above.
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TOTAL LGCAL TAXES GENERATED BY UDAG PROJELTS™

Projected Projected (discounted)
Originaily Percent or Percent of
Anticipated Amount Anticipated Amount Anticipated

jotal Taxes¥*  35.4 33.3 o1% $2.7 50%

< A1l doliars figures 1in this table are presented in miltions

*% Seg footnote 2, page 2.

Explanation for the Revenue Shortrall

There are three possible explanations of why projected tax revenues
will be about gne—haif of what was originally anticipated.

First, the methods and procedures used to estimate future tax revenues
tend t0 be highly variable from place to place, and the quality of these
procedures is uyneven. 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 identified in the project review
process Tor several reasons. Uniike empioyment and investment goais,
revenye geals are not incorporated into grant agreements between the city
and HUD; therefore, less attention is given by HUD reviewers to revenue
estimates than t0 other anticipated impacts. Also, UDAG officials, and
aven ¢ity officials who prepare grant applications, are unlikely to have
complete knewiedge of all the potential tax consequences of the projects
proposed for funding. In addition, HUD does not reguire applicant cities
to provide a thorough account of how estimates are derived. It follows
from all the above reasons that compiete verification is impossinle 1in

many instances. Uhatever oprocedures and methods are used to compute
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PROPERTY AND NOM-PROPERTY TAXES GENERATED BY UDAG PROJECTS *

Projected Projected {discounted)
Originally Percent of Percent of
Anticipated Amount Anticipated Amount Anticipated
Property
Taxes ** $2.8 $1.8 64% $1.5 54%
Non-Property
Taxes** 52.6 $.4 54% $1.2 46%

* A11 dollar figures in this table are presented fn milldons.

** See Footnote 2, page 2.

originally anticipated tax revenues, in the aggregate, the direction of
blas 1s toward overestimation.

Second, changes may 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 modified in concert with such changes. As another example,
significant increases or decreases fn local property tax rates may have
occurred since the original estimates were made,

Third, UDAG estimates may contain numbers reflecting fiscal benefits
not actuaily accruing to the cities. Estimated property taxes may not all
be for the exclusive use of funded cities; they may include tax revenues
which are collected by the city, but transferred to other levels of govern-
ment. In some cases, state sales or {nceme taxes which will not be bene-
fitting the city directly might be included in the original estimates, thus

overstating the city's likely revenues.
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TOTAL LOCAL TAXES PER UDAG DOLLAR

Projected Projected {(discounted}
griginally rercent oy Percent of
Anticipated Amount Anticipated Amount Anticipated

Total Taxes
Per UDAG
Boliar* 5.14 $.08 87% $.07 1174

= See Footnote , page 2.

Projected Property Taxes Compared With Cities’ Effective-Tax Rates

Another way tc estimate property tax revenues {1s to apply the effec-
tive tax rate {ETR) of a city to the value of all private {anvestment in its
UDAG projects. This suggests the amount of property taxes that a develop-
ment might be expected to pay 1f taxes were levied at the average rate pre-
wyailing in the city. While data are not avaflabie to compute these esti-
mates for 2all projects, ETR calculations ¢an be made for 36 projects for
which U.S. Clensus of Govermment data are available. 1/ For each of these
projects, effective property tax revenues are obtained by multiplying the
total private fnvestment by the city's ETR. These are 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 method.

1/ An affective property tax rate (ETR) for a city is the average property

T tax rate for ail types of real property. An ETR is a nominal tax rate,
adjusted for tax exemption and assessment at Tess than full market value.
7&911935 ETRs. which arz the most recent available, were used in his
anaiysis.
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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 c¢ity 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 also 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 Teast partial property tax abatement).

Despite these caveats, it appears that property tax yields directly
attributable to UDAG projects may be less than the yielﬁs from other taxable
properties. The implication is that "informal” abatement may be occurring
as well as formal tax abatement. The large difference between "expected"
and projected revenues for UDAG projects s further confirmation of dis-
tressed cities' desires to retain or attract economic activity; formal or
informal abatement s a major means by which cities can encourage private

sector fnvestment to improve their fiscal health or, at least, stem decline.



PROIELTED PROPERTY TAXES GENERATED 8Y UDAG PROJECTS,
COMPRRED WITH EXPECTED PROPERTY TAXES®

Projected
Expected, Using Percent o
ETR Method ¥** Amount Expected

Property Taxes, 36
Salagted Projects == 37.0 3$3.5 503

* A1 dollar figures 40 the table are presented In
aiilions.

s* The set of 36 projects inciudes all projects where
{nformation on the city's effective property tax rate
{ETR) §5 available from the U.S. Census of Governments.

== The “expected" property taxes to be generated by each
project ¥s computed by multiplying the private investment
in the project by the city's effective property tax rate
{ETR}.
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Housing Provided

Nineteen pergcent 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 originaliy anticipated. The

UDAG cost per housing unit will be 33 percent

higher than expected.

Until recently, the Action Grant legislation included specific
language about “reclamation of nefghborhoods.”™ 1/ To date, about one-
third of UDAG-funded projects are classified as neighborhood because of

the legislative requirement for a balance of project types. 2/  These

1/ The original UDAG legislation (P.L. 95-128, Section 110) included this

Janguage. 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.
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orojects are either findustrial, commercial, or housing {or some combina-~
tion of these) and are designated as "neighborhood" if the benefits of the
project are aimed at a neighborhood or its residents. This section briefly
sxamines those projects which are exclusively or partially housing fin
nature.l/ Host, but not all, of the housing projects examined in this
study are designated as "neighborhood" projects. These housing projects
make up 19 percent of the sampled projects.

Types of Housing Projects

There is_considerabie variety in the types of housing projects funded
by UDAG. df 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 buiI&ings, 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 Towered interest rates.

The number of housing units provided or assisted also varifes from

-
Wikt

----- = T tiest provides four neéw 3aie s, while the

trl
(nd

fie sma
Targest 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 alsc used for a wide variety of other

purposes. These include Tand acquisttion, land writedown, household relo-

1/ Since the number of housing projects in the sample is small, general-
izations about the universe of all UDAG nousing projects, in general,
will not be highly statisticalliy reliable.
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cation, second wortgage loans, rental subsidies, rehabilitation subsidies,
and a mortgage interest pool for subsidizing home purchase interest rates.

Housing Generated

The 15 housing projects were originally anticipated to produce and/or
assist 5,316 units. Based on data gathered from developers, city officials
and others at the time of this study, ft is projected that S0 percent of
these units will actually be generated. A reduction in units in one large
project accounts for most of this change. 1

In four of the housing projects (tho;e with full or partial substi-
tutfon), UDAG funds were not necessary to stimylate the development,
purchase or rehabilitation of 840 units. Seventy percent of these units
are attributable to one project. 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 ts project and,
because of the very different kinds of housing activities, an average unit
cost figure for these projects {1s not very useful. However, comparisons
of anticipated and projected costs are meaningful - 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 subsfdy, the UDAG cost per unit s 33 percent higher than
originally expected.

1/ The number of units was revised downward in this project to less than
one-haif of the original target because of higher-than-estimated rehabi-
Titation costs and fnsufficient demand. '
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HOUSIHG GENERATED BY UDAG*

Projected Projectad {discounted)
Driginally Parcent of | Percent of
Anticipatad Number Anticipated - Number Ant{cipated
#o. of
Housing
inits 5,316 4,762 90% 3,922 74%
UDAG
Bollars
Per
Unitx* 32,198 $2,403 109% $2,913 133%
Total
Public
doliars
Per Unit $2,561 $2,972 116% badobad Ladaded
Total -
Project
Cost
Per Unit 315,919 18,586 117¢% Ak Wi

* Data were collacted on 15 housing projects. Since this mumber {s
small, generalizations from these data about all UDAG housing pro-
SJects cannot be considered highly reliable.

*x  For projects with both housing and non-housing camponents, the
costs presented hare 1include only the costs associated with the
hous{ng compon:nts.

***  Not applicable,
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Population Served

1

Most of the housing projects are located 1n deterforating or transi-
tional neighborhoods. Only about half of the projects, however, are
targeted to Tow-income or moderate-income households. In efght of the 15
housing projects, there {5 no specified income targeting and units are

generally priced for middie-income or upper-middle-{ncome households.
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Spin-off
investment Activities

UDAG projects may indirectly stimulate other pri-
vate investment activity in distressed cities.
Actual or expected spin-off dInvestment 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 ‘nvestment. Small city projecis
are more 1likely to generate spin-off investment
activity than those located ¥n metropolitan cit-
jes; and commercial and neighborhood projects
are more 19kely than 9industrial projects to in-
volve spin-offs.

In addition %o the private fnvestment dfrectly associated with UDAG
projects, these projects may indirectly stimulate other private fnvestment
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 Jocated on the UDAG site; (b} such activity
followed the announcement of the UDAG-funded project; and (c} evidence
obtained led to the conclusfon that this {nvestment was very much influ-

enced by the UDAG award. Spin-off activities were classified as actual,
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sxpacted or potential. Actual spin-offs involved construction or expansion

already wunderway at the time of the site visits; axpected spin-offs were
those where specific plans existzd for the additional {nvestment. Spin-
offs were classified as potential when the UDAG project {involved the
instaliation of iInfrastructure that could be uysed by another investor, or
the creation of a strong positive {nvestment c¢limate which could induce

ware iavestment sometime {n the near future.

Actual or expected spin-off investment activity was found fn 48
percent of the projects examined for this study. An additional 7 percent
created the potential for further {nvestment.

UDAG PROJECTS WITH SPIN-OFF INVESTMENT ACTIVITIES

Actual Expected Potential No

Spin-offs Spin-offs Spin-offs Spin-offs Total
A1l UDAG
projects (n=80} 39% 9% n 45% 1003
Metropolitan
tity prejects 33 7% 43 1} 4 100%
{n=55}
Small eity
projects {m=24} 50% 12% 17% 2i% 100%
Industrial
projects (n=s22) 23 or 23% £33 100%
Commercial
projects (n=28) 50% % 0 £3% 100%
Neighborhood
projects {n=30) 303 173 k4 40% 1002
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In 3% percent of the projects, actual spin-offs were found.

*

Example: In a2 medium-sized MNorthern city, a UDAG was used by
the city to build a opedestrisan connector system 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
{nto commercial-residential use. In an effort to take advan-
tage of the d4ncreased pedestrian traffic resulting from the
connector system, department stores on both sides of the con-
verted buflding, collectively, spent approximately $800,000 in
renovations.

Nine percent of the projects had expected spin-offs.

*

Example: 1In a small Midwestern city, & UDAG was used by the
E?TE 10 provide water and sewer extensions to a retai] and
service center that had been developed by a farmers' coopera-
tive. Immediately adjacent to the site of this retad]l and
service center, plans are presently underway by a related
farmers’ cooperative to go &head with the construction of
a food distribution warehouse expected to fnvolve about
$750,000 {n private investments.

Seven percent of the projects created the potential for additional {nvest-

sent.

*

Exampie: In a Southern c¢ity, a UDAG was used by the city to
construct a water 1ine 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 1ine at the time that this
city was visfted, this {infrastructure is expected to attract
and service future ¥ndustries that may construct their plants
somewhere along this water ifne.

Small city projects are more Tlikely to generate spin-off investment

activity than those Tocated in wmetropolitan cities. Sixty-two percent of

the small ¢ity projects dnvolved actual or expected spin-offs, compared

to 4] percent of the wmetropol{tan city projects. An additional 17 percent

of the small city projects created the potential for further {nvestment,

compared to
Among

four percent of the metropolitan projects.

a1l of the UDAG projects examined for this study, commercial
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ead neighbarhood projects were wre Tikely than <{ndustrial projects to
heve sciual or planned spin-off {avastaent aciivity. The commercial and
gnd naighsorhood categories have 57 and 33 perient, respectively, of ¢heir
projects involving these spin-0ffs, compared to 22 percent of Ihe indus-
- irial projects. However, {ndustrial projects are much more Yikely €0
crezte  the potential for future investment {23% of the projecis}, than
sither cammercia) {02} or nefghborhood (32) projects.
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Ofi-Site Effects
on Existing Businesses

on off-site existing businesses {n 45 percent of
the projects examined for this study. In the
majority of these cases, the impacts were posi-
tive. They most often favolved commercial pro-
jects vhere the commercial/retail sector adjacent
to them benefited through an {ncrease f¥n sales
volume. In a few cases, business activity was
negatively affected by UDAG projects; ail of
these cases Tnvolved businesses directly compet-
fng with those being supported through the UBAG.

8 UDAG-funded projects have had a secondary impact

UDAG projects may have an impact on the bus‘iness activity (e.g., sales
employment} of existing local fims located of f the site. Off-site firms
may be affected because of their proximity to the UDAG development or be-
cause they compete dfrectly with the UDAG-funded project. Data on the
nature and extent of such impacts were obtained from developers, lenders,
city officfals, 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 & whole. For example, 1t is not known
whether, and to vuhat extent, UDAG projects will result in a shift of

dbusiness activity from one part of a city to another.
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0ff-site business activity has deen &ffectad in 45 parcent of the
arpjects axamined for his study. Aithough both positive and nagative
sgpacts have occurred, positive dmpacts (t.e., dIncreases 1n business
activity) are found fn 35 percent of the projects studiad, while purely
aegative {mpacts are Tound in only five percent of the projects. An addi-

t3onal five percent of projects provide wmixed results ({.e., Doth positive

and negative impacts).

In small citfes, UDAG projects are associated with off-site business
activity in a 1ittle over half of the projects compared to 40 percent of
those 1n metropolitan citfes. This difference between City types may, how-
ever, only reflect the relative difficulty of fdentifying and atiributing
these impacts in a Targer city. In both metropolitan and small cities,

sbout three-fourths of the {mpacts are positive.

UDAG PROJECTS WITH IMPACTS
ON EXISTING BUSINESSES
Positive Negative Hixed o
Impacts Impacts Impacts Impacts Total
A1l UDAG
+ orojects {n=80) 35% 5% 5% 55% 100%
Metropoiftan
city projects
{n=56) 32% 4% 5% 59% 1002
Small city
projects {n=24) 42% 82 . &% 46% 1002
~-88-
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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/retail sector adjacent to it benefited through an

increase in sales volume.

* Example: A three-story UDAG shopping mall was built in the
decTining 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 jncrease in pedestrian traffic in the area.

* gxample: Several UDAG projects involve the construction of
muiti-story office buildings, many of which include parking
facilities. Such a project in a c¢city in the South is expected
to boost the sales of the surrounding commercial/retail sector,
not only because of the net influx of office workers, but also
because the additional parking 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
commerci1al business district where vacancy rates Ffor 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

shopping center is likely to cause a decrease in sales for
another older retail center close by.
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Business Relocation

An important program Jmpact is the extent ¢to
which businesses operating on what become UDAG
sites will be displaced by UDAG developments.
Business displacement 1s found 1n one-quarter
of the sampled projects. A1l of the displaced
businesses received or will receive monetary
compensation from the c¢ity. In the short run,
three-fourths of them seem not to have been
adversely affected by the displacement, while
25 percent of them have experienced negative
effects.

UDAG-funded developments may cause displacement of existing, on-
site businesses since these projects often involve the demolition or
renovation of business structures. A displaced business is one that must
relocate to continue in operation. Data on displacement were obtained from
city relocation specialists who are responsible for monitoring and adminis-
tering relocation compensation in all UDAG projects. Twenty-five percent
of the projects involved business displacement.

Collectively, these projects displaced 81 separate businesses. Most
of them displaced three or fewer businesses with the Targest amount occurr-

ing in one commercial development which affected 14 firms. Al1 of those
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displaced are small businesses, ranging from one-person enterprises to
firms employing up to 30 workers. Examples of types of business enter-
prises affected are rooming houses, pawn shops, restaurants, a furniture
store, beauty salons, a costume maker, a plumber, and a to0l and die manu-
facturer.

Metropolitan city projects account for a larger proportion of dis-
placement than smail city projects: thirty percent of the forwer resulted
in relocation, compared to 13 percent of the Jatter. Among project types
commercial projects are more 1ikely to cause displacement than others: 36
percent of commercial projects involved displacement compared to 26 percent

of industrial and 14 percent of nefghborhood projects.

UDAG PROJECTS WITH BUSINESS RELOCATION

Percent of Percent of

Projects with Projects with

Business No Business

Displacement Displacemant Total
A1l UDAG
projects (=80} 25% 752 1002
Metropolitan
eity grojects 302 70% 100%
(n=56
Smaill city
projects (n=24) 132 87% 1002

A1l but one of the displaced businesses have received, or will
receive, monetary compensatfon. Compensation was received for leasehold
{nterests and wmoving expenses, and assistance was often provided 4n

finding new 1locatfons. 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 earmarked for this purpose. In
the one project that did not provide compensation, the busfness d{splaced
was a State-owned and operated 1iquor store,

Some of the displaced businesses were, or will be, adversely affected
by their displacement. A firm was considered to be adversely affected if
ft: {a) subsequently went out of business; (b) relocated, but found the new
site less desirable, or experienced a reduction in sales after relocation;
or {¢) was invoived in 1itigation-with the ¢ity 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 fims, including the State liquor store, had 2lready gone out of
business.

It s too early to determine the longer-term effect on all the dis-
placed firms, Many of the affected businesses have not yet relocated and,
for others, not enough time has passed to judge the fmpact 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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Househoid Relocation

10

Household relocation is not Ynvolved 1n most UDAS
projects. Only 19 percent of the projects exam-
{ned for this study have caused any household re-
Tocation and, 1n all cases, the extant of reloca-
tion was anticipated at the time of project
approval. Relocation assistance, usually finan-
cial help provided under the Un{form Relocation
Act, was provided in each of these projects to
almost a1l families who were displaced. Most of
these households have Tow ¢r moderate {ncomes and

pay, oOn average, about one-third more for housing
after their moves,

One possible reason why so 1ittle relocation has
resulted from UDAG projects 1s that 24 percent of
them are located on urban renewal sites which had
been cleared at an earifer date,

Household relocation 1s a policy issue in the UDAG program because an

earifer HUD program, Urban Renewazl, caused extensive amounts of relocation.

This often created significant Jocal cpposition to Urban Renewal and,

some cases, the opposition blocked or postponed successful

projects.l/

1964).
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The extent of relocation that will be caused by proposed UDAG projects
is a selection factor used during the UDAGR application review process.
Projects that will cause minimal amounts of involuntary displacement are
more competitive or attractive than those that wiil cause extensive
relocation.l/ This section examines the extent to which funded projects
involve relocation of households and the extent to which assistance fis

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: 104%

Average annual household income of
relocated households: £6,600

Average financial assistance provided
to relocated households: $6,000

The majority of UDAG projects do not cause any relocation of house-
holds. Of the 18 percent that do, relocation was, 1in all cases, antici-
pated at the time of the UDAG application. Simiiarly, the total number of

nouseholds actually needing to relocate is only four percent greater than

1/ The current HUD policy is to extend coverage of the Uniform Act to all

~ aspects of a UDAG project, fncluding activities which do not receive
direct federal assistance. See U.S. Department of Housing and Urban
Development, UDAG Program Requiation: 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 househoids that have been relocated have low or
moderate incomes with the average being 3$5,600. Although they receive
financial and personal assistance in moving, these households pay an
average of about one-third more for housing after relocating. 1/

In most of the projects with relocation, financial assistance was
provided under the Uniform Act. 2/ Renter households received varying
amounts up to $4,000 in rental assistance, including security deposits, and
up to $800 in moving expenses. Homeowners were paid up to $15,000 plus
moving expenses. While project relocation costs tend to vary widely, they
average 56,000 per household and account for an average of Z.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 housing units which were eligible for
HUB's Section 8 rental assistance payments or into public housing.

Household relocation is assocfated with all types of UDAG projects,

1/ The difference in rent-to-income ratics before and after relocation
~ would provide a measure of f{ncreased burden, but such data are not
avaiflable.

2/ Title 1 of the Uniferm Relocation Assistance and Real Property Acguisi-
tion Policies Act of 1570 (84 Stat. 1894} established uniform policies
for the falr and equitable treatment of persons, including businesses
and associations, displaced as a result of Federal and federally-
assisted programs. The responsible Federal agency pays for moving
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 meeting
higher rents or ownership costs.
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but those which contain housing components account for over one-half of
811 relocation.1/ Househoid relocation is also more likely to occur in
metropoliitan than 1n small c¢ity developments and 1t often occurs simul-
taneously with displacement of businesses.

One factor that may contribute to relatively 14ttle relocation in the
UDAG program 1s the frequency with which UDAG projects are located on sftes
that were originally cleared under the lUrban Renewal proﬁram. Twenty-four
percent of the UDAG projects reviewed for this study are efther fully or
partially located on urban renswal sites, ‘Thus, some household relocation
may have occurred earli{er 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 wmay {ncrease.

1/ A singls project, which fs a neighdorhood housing project, ¥s respon-
sible for 37 percent of the households relocated in the sampled
projacts.
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. Comparison of Impacts
by Project Type

Industrial projects require smaller subsidies
than other UDAG projects in order to stimulate
private fnvestment, but, 9{n 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 §s5 somewhat similar for {ndustrial and
commercial projects. Housing developments do not
appear to have many short-run economic develop-
ment benefits., These projects may, however, have
secondary d{mpacts that could provide long-run
benefits to distressed cities.

]

Il e o s

[

The preceding sections on impacts have examined the extent to which
benefits anticipated at the time of the grant agreements have been or will
be realfzed. _ This section compares {ndustrial and commercial projects on
severa)l measures of economic development benefits, and separately discusses
projects that produce or subsidize housing.

Until recently, the UDAG progran has designated projects as “indus-

trial®, "commercial”, or "nefghborhood.®l/ Projects are designated here by

1/ This requirement has been deleted by the 1981 amendments to the Housing
and Commun{ity Development Act.
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thelr primary characteristic sucapt in  the case of naighborhood projects.

These zan de afther Industrisl, commercial or housing developments, and are
designated as "nefghborhocd” 47 they involve housing or are located §n a
predominantly rasidentfal ares or 1f they primarfly benefit & nefghdorhood
or its residents.

For purposes of this analysis, neighborhood projects are reclassified
as efther industrial, commercial or housing. 1/ The small number of hous-
ing projects, however, precludes comparison between these and commercial
or industrial projects.

The following are used as {adicators o% economic benefits:

o Projected (Discounted) UDAG Leverage Ratio. This
ratio provides &8 measure of the total amount of pri-

vate {nvestment stimulated by UDAG at the project
site.

¢ Total Public Funds as a Percentage of Tota) Develop-
ment Lost. inhis percentage gives an Tndication of
the depth of publiic subsidy involved in a project.

0 Projected {Discounted) UDAG Cost Per New Permanent
Job.

© Recaptured Funds as a Percentage of UDAS Funds. To
provide a measure 0T the vaiue of the Tuture Tncome
to distressed cities generated by the payback of
loans, payment of leases, and "kickers,” the present
value of those payments 1s estimated. This figure is
then divided by the UDAG funds expended.

0 Percantage of Projects with Relocated Households.
This indicates the Trequency Of relocation associated
with devilopment projects.

1/ The reclassification of projects in the sample resulted 1n 33 commer-
~ e¢ial projects, 31 {ndustrial projects, 10 housing projects and §
projects that were a mixture of housing and commercfal or industrial.
Projects in this last category were excluded from this analysis.
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o Percentage of Projects with Positive Effects on Other
Businesses Tn the City. 1R1s Measures the short run
ettTects of various project types on businesses within
the city. Positive effects include increased sales
volume for other businesses, as well as the stimula-
tion of new business {nvestment. This §s only a mea-
sure of the frequency of {ndirect economic effects,
since 1t 15 too early in the 11fe of most projects to
measure the magnjtude of the effects in terus of 1n-
creased sales, private fnvesiment, Jobs and taxes.

o Percentage of Projects with Tax Abatements. This
measure provides a rejative indicator of how fre-
quently cities forego future income 1a order to
encourage development projects.

Industrial Projects. Industrial projects have a much higher average

leverage ratio than do commercial projects {6.30 as compared to 3.90). 1In
terms of the total amount of subsidy required to stimulate private invest-
ment, industrial projects require substantially Yess. On the other hand,
industrial projects are 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 {ndustrial
projects {79% vs. 39%}. Using other measures of economic development im-
pact, industrial projects compare iess favorably with commercial projects.
Industrial projects are three times more likely to cause household re-
location than are commercial projects, and industrial projects generate a
smaller amount of recaptured dollars as a percentage of UDAG funds invested.

-

Commercial Projects. The deeper subsidy found in commercial projects

may 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 parking, and higher quality butldings.
Because the deeper subsidy often comes in the form of a loan, commercial

projects generate a higher amount of recaptured funds.
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They are also more likely, however, t0 have tax abatements which may
partially offset the greater value of recaptured funds. 1/ The cost of
creating new permanent jobs is somewhat similar for industrial and com-
mercial projects {$9,61% and 310,827, respectively).

Although commercial projects require a deeper subsidy than industrial
projects, they are more likely to have short-run positive effects on other
businesses. Uniike {ndustrial projects, the market effects of commercial
developrments appear to be more likely to remafn 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 tentative finding, therefore,
is that some tradeoff exfists between the deeper subsidy reguired 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 nas been ¢riticized by some Decause housing directly provides fewer
economic development benefits than commercial or industrial projects.
Although the recent Congressional amendments to the UDAG Jegislation re-
move the emphasis on funding neighborhood projects, housing projects may

be funded if, “such projects can be fully Justified as contributing

1/ Data are not yet avaflable to enable a comparison of {3) the magnitude
= of the recaptured funds in commercial projects with (b} the magnitude
of the tax abatements in these projects.
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COMPARISON OF ECONOMIC DEVELOPMENT IMPACTS OF

INDUSTRIAL AND COMMERCIAL PROJECTS

Industrial
n:
Projected {Dis-
counted) UDAG
Leverage Ratio 6.30

Total Public Funds

as a Percent of 10%
Total Development

Cost

Projected {Discounted}

UDAG Cost Per

New Permanent 39,619
Full Time Job

Recaptured
Funds as a
Percentage of 11%
UDAG funds.

Projects With

Relocated 29%
Households
Projects With Tax 26%
Abatements

Projects With

Positive Effects

on Other Businesses 35%
within The Lity

Commercial
n:

3.580

25%

$10,827

23%
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0 the revitalization of the community or the retention or creation of
Jobs." 1/ '

Although housing projects provide fewer direct economic develop-
ment benefits than commercial or industrial projects, they may have sub-
stantial secondary {mpacts. For instance, a number of cities have used
ncusing development as a part of an integrated strategy for overall city
gconomic development. Some have proposed housing developments to increase
the number of middle-income residents, which, in turn, may increase the
aggregate demand for goods and services, This greater demand may, fa
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/
Host 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. However, thay may provide a one-time stimulus to

the Tocal economy in the form of {Increased censtruction employment.

1/ U.S. Congress, Senate, Committee on Banking, Housing and Urban Affairs,
Report to Accompany S.1187, May 13, 1981, p. 22.

2/ Karl E. Case, “"The Role of Housfng in Urban Development Strategies.”
Cambridge, MA: Urban Systems Research and Engineering, Inc., KNovember
31980. (Report prepared for U.S. Department of Housing and Urban
Development.)
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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 efther 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 experiencing serious unfore-

seen difficulties that may constitute a real
loss of benefits. At this time, about one 1n ten
UDAG projects has a serious problem that either
has or could substantially reduce 1ts benefits.
The sources of problems dnclude changes 1n the
national economy, the risk inherent in some types
of development and, in one case, a violation of
HUD's Grart Agreement. To date, the resulting -
actual or potential loss of benefits does not
appear large in relation to the overall magnitude
of the UDAG program.

A separate analysis of construction delays shows
that 15 percent of the 80 projects will finish
construction at least a year behind the original
schedule. Of these, one has a serious probiem
and four have less serfous 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:

Pregeding page blank
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o Substitution. Based on the analysis described in
Tection 2 and subsequently used in the reestimation
of projected impacts, the benefits produced by some

. or all project components Cannot be attributed to
UDAG since these Tnvestments would 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-
yisfon in estimates of projected benefits -- especi-
ally for new permanent jobs and fiscal fmpacts; and

o Unforeseen Problems. Another explanation for the
shortfal! in projected dmpacts 1s where projects
are encountering difficuities not anticipated at the
time grant agreements were made. These difficulties
are, 1n most cases, financial -- often resulting from
changes in the national economy.

This section first looks at the numbers of projects not producing aill
of their expected benefits, and then Isolates the smaller number of pro-
Jects where the loss of benefits indicates that unforeseen difficulties
have arisen in carrying out the projects as planned.

The following guestions are addressed:

o How many projects are falling well short of the
benefits predicted when thetfr grant agreements were
signed?

o What proportion of projects have problems that either
substantfally reduce or threaten to substantially
reduce thefr benefits? How many of these could be
censidered “serfous” 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 will miss
at least one of their planned impacts by 20 percent or more. The number
of new permanent jobs will be substantfally (20 percent or more] less

than planned in 39 percent of the projects where new permanent Jjobs
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were originally expected. The originally predicted private investment will
be substantially less in 13 percent of the projects. The expected fiscal
gains will be substantially short in 38 percent of the projects. Of the
15 housing projects 1n the sample, 7 percent will produce substantially

fewer ynits than anticipated when the grant agreements were sfgned.

THE PROPORTION OF UDAG PROJECTS WHERE BENEFITS WILL FALL
20 PERCENT OR MORE SHORT OF ORIGINAL EXPECTATION, BY
TYPE OF BENEFIT

New Leveraged

Permanent Private Fiscal

Jobs Investment Gain Housing

] n= ?“ !?; l n% j ‘ n“:Eﬂ s n= ok
Projected 36% 4% 1% 7%
Projected
{discounted)* 39% 132 k{:} 4 339

* 1f ful) substitution were found {see Section 2), 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 UDAG are subtracted from

total benefits projected.

** Ten of the 80 projects were expectad to produce no new
permanent fobs.

wkx Fifteen of the BO projects have a housing component.

Proiects With Problems. Predicted benefit shortfalls do not neces-

sarfly indicate projects where financial or other problems have reduced or

threatened to reduce bensfits. As noted elsewhere, errors made at the
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PROBLEMS IDENTIFIED IN UDAG PRCJECTS

Serious Problems No. projects
0o Terminated due to lack of private commitments 1*

o Actual bankruptcy or closure 3

0 In serious financial difficulty 2

o Project changed so as to greatly reduce
benefits 1

Less Serious or Potential Problems

n Cancellation of one or more-project components 4
o Temporary financial difficulty or shrinkage 4
0 Poor physical design 2
0 Major delay in completion 1

L3

At 'present, about 8.5 percent (102 of 1,201) of all
UDAG awards have been cancelled or terminated

time of grant agreement in calculating expected benefits are the Targest
single cause of downward revisions in the projected benefits either before
or after discounting for substitution,

1t is important, however, to know the numbers of projects in which
there is a real or threatened loss of benefits due nom.simp1y to calculation
arrors 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 projécts. 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 cou1& become serious
problems. However, while some projects are now experiencing financial
problems, they may ultimately be profitabie and of benefit to the cities
where they are located.

Some examples of more serious problems aré as follows:

* Terminated Due To Lack Of Private Commitments: A UDAG was
awarded 1n 19/9 to finance a iong-term loan for development of
a large truck seryice plaza and motel. Subsequeritly, none of
of the private investments materialized; a $6 million state in-
dustrial development bond issue couid 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, jnvelving an industrial fimm,
failed to produce a product acceptable to fts principal custo-
mer, the Department of Defense; as a result, the company
lost the large DOD contract it had secured prior to receiving
a UDAG and was forced into bankruptcy. The firm's collapse
may have been due to 1lack 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 smalier ODOD contract and was
prepared to reestabiish production wusing the previousiy pur-
chased equipment and materials.

* In Serious Financial Difficulty: In 1979, a newly organized
manufactiuring company received a UDAG loan to start production

-11-




in one of the most distressad urban areas. This project pro-
mised to produce as many as 300 Tow-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 dnclude
g1 fficulty fn getting assembly 7ine equipment to work proper-
1y, excessive empicyee 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
given tor construction of eight moderate-income rental apart-
ments. Instead, the developer buiit four larger condominium
units for the same total investment. These are for sale at an
average price of $5C,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 {tself 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 buiiding, 1t has remodeled an existing building to provide
additional space for its staff and will use the remainder of
the construction site for customer parking. It has asked the
city and HUD to relieve it of any further financial commitment.

Financial Difficulties: A downtown commercial and housing
devéelopment 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
may never be built due to the lack of private financing. The
principal developer has succeeded in renting 100 percent of the
the project's residential units but only 50 percent of 1its re-
tail space; as a result, he {s behind in his wmortgage payments
and the lenders are contemplating foreclosure.

Design Problem: A basic design flaw has substantially reduced
the attractiveness of retail space in a publiciy-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 neaded to install plumbing fixtures.
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* Major Delay: This neighborhood project, originally submitted
{n the spring 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 also disapproved of the proposed
use of the UDAG funds, they asked for two major changes in the
city’'s application and uitimately funded only a much smaller
“first phase" of the development. Further delays have resulted
from difficuity fn securing legally binding commitments and
from 2 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 overestimated initially
due to unrealjstic calculations, the actual or potential faflure of a
UDAG project to generate expected benefits can be traced, in most 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 Toss of project benefits
due to national economic conditions may be temporary.

Risky Projects. Although there 1is some risk of financial failure

associated with any investment, this risk may be abave average for real es-
tate development in distressed cities. Those responsible for awarding
UDAGs, 1ike other investors, must assess the probability of failure and de-

termine whether it s acceptable. In reaching this decision, they must
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al50 weigh whether very hign potential benmefits are associated with some

of the riskiest proposed projecis.

Based on analysis of the projects examined for this study, several
sources of financial failure are potentially ident!{fiable in advance and,
therafore, can be considerad expiicitly when UDAG award decisions are
made. Among the identifiabie sources are: inexperianced management;
new products or new production t%echnologizs; and problems assocfated
with a project site. However, these may or may not be the major facters

in determining whether projects succeed or fail.

Grant Agreement Yiolations. In at least one case, either the spirit

or the letter of the UDAG Grant Agreement apparently has been violated,
Teading to a reduction in benefits. In such instances, a tightening of
Agreement language &nd/or earlier, closer monftoring of projects might
avoid 2 loss of benefits.,

The failure of a number of UDAG projects to produce the {ntended
bemefits is reason for concern, Just how serfous that concern should be
depends partly on how the loss of benefits compares in magnitude to the
overall benefits achievad by the program and an what steps c¢an be taken to
remedy or avoid such problams. To date, the numbers of project§ with
serious problems do not appear large given the risks sometimes associated
i"mri‘r.h development 1n distressed cities. Hor does the. Toss of benefits
appear large in reiation to the overall magnitude of the program's bene-

fits for these cities.

Projects Behind Schedule

Because the projects examined in this study are at various stages of
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realization, a2 final accounting of the mmbers that will fail to produce
their expected benefits ¥s not possible. A further indication of emerging
prebiems in some projects 1s provided by looking at construction progress.
At present, 15 percent of the projects have fallen one year or more behind
their original construction schedules aithough some of these are fully
built. Another 16 percent are between 3 and 12 months behind original
construction schedules, Five projects, however, were completed at least
one year ahead of schedule. Delayed construction does not necessarily
mean that a project has fafied or will fafl to produce all of the planned
benefits; bbt, at the very least, it suggests a reason for cost overruns
and a delay in generating the expected gains {n Jobs, housing, and other

benefits.

The major reasons for construction delays of three months or more
include administrative problems, changes in financing, changes in design
or scope, and various uncontroilable factors such as weather or health.
Adninistrative problems i4nclude: problems in assembling sites; arranging
for retocation; and negotiations among the parties over project terms,
The other types of problems encountered are so varied that it 1s difficult

to generalize about the sources of delay.

Of the projects which are one year cr more behind schedule, one was
2l1s0 found to have a serious problem as described eariier in this section
and four were determined to have less serjous or potential problems. In
the remaining seven projects, construction delays are not associated with
any as-yet-identified problems that could lead to a2 substantial shortfall

of benefits.
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Distribution --
Who Gets UDAG Awards?

In general, the most distressed UDAG-eligible
cities are more likely than others to receive

UDAG awards and dollars. However, this is not

as true for small as for metropolitan cities.

The greater targeting of awards to the most dis-
tressed metropolitan cities appears to result
from a larger share of applications being sub-
mitted by this group of cities rather than from
] a higher success rate for their applications. In
| the case of small cities, however, the most dis-
i tressed group has a better success rate than less
distressed cities of getting its applications
funded.

Those states and regions which have received a !
large share of UDAG funds 21sc contain large pro-
portions of the total eligible population living
in distressed metropolitan cities.

The UDAG program bases c¢ity eligibiiity on whether a city meets cri-
teria of economic distress. Yet the program relijes on the capacity and
initiative of the eligible cities and priiate investors to put together

competitive projects and apply for the grant. An important issue,

Preceting page ik
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iherefore, concerns the distribution of UDAG funds wnich resuits from this
combination of Fedzral targeting 2nd iocal 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 applicants;”
therefore, one way of addressing this issue is to see whether the most
sconomically distressed of the eligible cities benefit most from the UDAG
mechanism for economic development.

To address this issue, this section examines the distribution of
program benefits to cities, calculated in terms of number of UDAG awards,
total UDAG award doilars, and UDAG dollars per capita.l/ The distribution
of awards is evaluated separately for metrepoiitan 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.2/

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

1/ The data used for the analysis in this section are maintained by the
T Office of the Assistant Secretary for Community Planning and Development,
Office of Management, Data Systems and Statistics Division. 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 Jarger. 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 ¢ity's housing stock
built before 1340; the percentage increase in per capita income from 1969
to 1977; the 1970 percent of population at or below the poverty Tevel; the
rate of population 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 threshold on
each indicator is the median value for all metropolitan and small cities.
Cities receive a qualifying paint for each indicator on which they exceed
the distress threshold. 2/

If determined to be eligible for UDAG assistance, cities are given
“impaction” scores which are the weighted sum of the standardized scores
of percent poverty, percent pre-1940 housing, and percent population lag.
Weights are .3, .5, and .2, respectively, as set by the Congress. Based
on these scores, cities are ranked according to relative impaction. The
city with the impaction rank of "1" is the most distres;ed metropolitan

tity. For small cities, the impaction ranks are converted to percentiles

1/ The last of these indicaters 1s used for metropolitan cities only.

2/ To be eligible for UDAG, metropoiitan cities must meet three of the six

T thresholds if their percentage of persons in poverty is at least one-half
of the threshold or must meet four of the five standards other than
paverty if the percent in poverty is less than one-half the threshold.
1f 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 median, the community must meet only one other distress factor.
For small cities, eligibility is determined in a similar but slightly
di fferent manner,
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and cities in the First nercentile ave &he post disirassad ¢ities, while
gizies in the 300th percentile are the jeast £istrassed.}/

for purposes of ¢this analysis, the vanked Tists of ametropoiftan
and small eligible cities are divided iato five groups or "quintiies”
ot distress. For instance, East 3t. Louls, the most distressed of the
metropoiitan ¢ities, §s at the %op of the first quintile {Q1) of metropo-
1itan cities. Huntsville, Alabama, the least distressed of the UDAG-
2l{3idle metropolitan cities, 13 at the bottom of the Fifth guintile {Q5).
The variation in distress between East S5t. Louis and Huntsville 1s very
graat, although both are ¢lassified as distrassed metropolitan cities and,

therefore, are e‘ligib?é to receive Action Grants.

£ity Distress and Receipt of Awards

A larger share of UDAG awards goes to the most distressed group
of eligidble metropolitan citfes than ¢to the least distressed group.2/
from the beginnfng of the UDAG program through June 1981, 37 percent
of 211 UDAG awards went to the most distressed quintile of 21igible medro-

3/ in addition to the “{mpaction™ rankings of eligible cities, UDAG 2lso
uses another index -- referrad to as the "distress” {ndex -- to rank
cities in terms of economic need. This latter iIndex relies on dif-
ferent indicators than those used in the {mpaction {index. They are:
percent increase in per capita fncome, rate of popuiation growth
between 1960 and 1978, and the rate of retail and manufacturing
empioyment between 1972 and 1577, Citles rank somewhat differently
depending on which of these two findexss {s used. For the purpose of
this analysis, the impaction index {1s used as the sole measure of
sconomic distrass.

2/ It award dollars, rather than number of awards, are analyzed, the

distribution is similar; the more distressed groups of cities receive
more dollars than the Jess distrassed.
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potitan 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 distressed, a small group of
the most distressed metropolitan cities has not received any awards.l/
Twelve cities, or 17 percent of a1l of the cities that are in the most
distressed quintile, have never received an award as of June 30, 1981 2/
These cities tend to be relatively smaiier metropolitan places; with the
exception of Mayaguez, Puerto Rico, none has a population much above
50,000.3/ Although none of these cities has received awards, seven have
made applications and another five have applications in progress. Dis-
cussions with local officials in these cities revealed that the most fre-
quent reason for their tack of success was an inability to obtain fimm
commitments of private investment from deve1ope;s.§j

Although there are a few very distressed metropolitan cities with no

————

1/ Two-thirds of ail the eligible metropolitan cities have received awards as
of June 1981,

2/ 1f distress is viewed in terms 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, NJ; Asbury
~ Park, NJ; Anniston, AL; Harlingen, TX; Edinburg, TX; Mayaguez, PR;
Easton, PA; Passafc, NJ; Pine Bluff, AK; and Steubenville, OH.

4/ One city which had applied but had failed to receive any UDAG award,

~ 1indicated that 1its primary economic development activities have in-
volved seeking economic development projects that involve no Federal
contribution.
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DISTRIBUTION OF UDAG AWARDS AMONG CITIES
BY DEGREE OF DISTRESS

Metropolitan Cities Small Cities
Number Oof  PerCent of Number of Percent of

Group of Awards Awards Awards Awards
Eligible Lities

Q7 {Most Distressed) 236 37% 136 30%

Q2 188 29% 86 19%

Q3 97 15% 79 18%

Qg 70 11% 71 16%

Qs {Least Distressed) 49 8% 75 17%
Total 640 100% 447 100%

awards, the pattern overall dJndicates a stronger tie 1o economic distress
for metropeiilan cities than for small c¢ities. About one half of the
small city awards go to the two most distressed quintiles compared to
two-thirds of the awards to metropolitan cities. In fact, only the most
distressed one-fifth (Q1) of small cities received a disproportionate
share of Action Grants. The remaining quintiles of small cities have
received about 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 efther by the pattern of UDAG applications,

by the UDAG selection process, or by both factors 1in combination. As
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shown on the previous page, metropolitan city applications are more 1ikely
w come from the more distressed cities. Thirty-seven percent of them
come from the most distressed quintile while only eight percent are from
the feast distressed quintile -- a 29 percentage point difference. By
contrast, applications are aimost as 1ikely to come from the less dis-
tressed quintiles of small cities as from the more distressed quintiles.

There is a difference, therefore, between small and metropolitan

cities in terms of where appiications are originating; the less distressed

metropolitan cities, are in effect, selecting themselves out of the award

competitions to some extent. This is not the case fTor less distressed
small ¢ities.

A second kind of targeiing may occur when the UDAG staff decides
which applications should receive awards. Evidence for this exists 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-
fu?din getting their appiications funded as are the more distressed.
Fifty-eight percent of all applications coming from the most distressed
cities culminate in awards, while 54 percent of all applications coming
from the least distressed cities are successful. In small cities there is

a2 noticeable difference in the success rates cf the most and least dis-
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tressed groups. Fifty-two percent of all applications caming from the
most distressed small cities, compared to only 37 percent of applications

coming from the ieast distressed cities, culminate in awards.

SUCCESS RATES
BY DEGREE OF DISTRESS

- ZMODmM9

HETRD LITIES
SALL CITIES

In conclusion, the most distressed small cities are not more active
than their Yeast distressed counterparts when 1t cames to submitting
applications, but they are more successful in receiving awards. This
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 distressed 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 ¢fty. Using this indicator, the findings are similar to those

for UDAG awards or total award dollars: per capita doilars %o metropoli-
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PER CAPITA UDAG DOLLARS
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tan cities increase with greater levels of economic distress.l/ The per
capita figure is two and one-half times greater for the most distressed
quintile of ¢ities than for the least distressed quintile.

While UDAG awards are made only to distressed cities, it is possible
thét-most of the program benefits may go to the less distressed eligible

cities. To address this issuz, the top ten metropolitan cities, both in

_terms of iotal award doilars and doijars per capita, are shown bDeiow.

Only one city appears on both 1ists -- St. Paul.2/ Even so, most of the

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

1/ aAn analysis of this relationship was not possible for the 10,000 small

cities because of the lack of computerized data on population.

2/ The ten metropolitan cities with the highest total dollar amounts are,
with one exception, all above 300,000 in population. The cities with
the highest per capitz awards are, with ons exception, a1l below 10D,
000. wWhile this might suggest that all smaller metropolitan cities
receive higher per capita UDAG dollar amounts than larger metropolitan
cities, this is not true. When 211 eligible metropolitan cities are
examined there is nct 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

Quintile
of
City Distress
Detroit, MI ¢
New York, NY Q2
Chicago, IL (474
Baltimore, MD Q1
Boston, MA Q1

St. Paul, MN Q3
Los Angeles, CA Q3
San Antonio, TX 04
Minneapolis, MN Q2
St. Louis, MO Qi

Total UDAG
Dollars
{Millions)

$76.9
$76.3
$55.5
$45.2
$45.2
$43.2
$42.3
$41.5
$31.8
530.7

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

City

Duluth, MN
Witmington, DE
Charleston, WY
New Brunswick, NJ
Bay City, MI
Texarkana, TX

St. Paul, MN
Fortiand, ME
Superior, Wi
Johnstown, PA

Quintile
of
Distress

i

UDAG
Dollars
Per Capita

$322
$315
$210
$180
$178
$166
$164
$163
$157
$134

metropoiitan population is

in those ten c¢ities with the highest award

dollars and 30 percent of all metropclitan award doliars have gone to

these cities. Therefore, the big winners among the metropolitan cities

are among the most distressed and contain a large proportion of the UDAG-

eligible population.

Most of the top ten small ¢ities, in terms of total award dollars, al-

so have very high per capita figures. 1/ Five of them are in the top 25

1/ The ten small cities with the largest UDAG dollar amount (in miilions)
are; Hamtramck, Mi -~ $30.0; Commerce, CA -- $12.7; Muskogee, 0K --
$11.7; Peabody, MA -- $10.0; Chelsea, MA -- $8.0; Dayton, KY -- $8.0;
Quincy, IL -- 36.2; Woodlawn,

Monrovia, CA -- $4.1.

-- 5$6.4; Montezuma, GA
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percent of the small city distress rankings but the other five have
Tower levels of economic distress. Hamtrameck, Michigan, in the Detroit
SHSA, has the largest UDAG award of any city -- $30 miliion 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. 1/ Unlike Hamtramck, which is one of the most distressed smal)
cities, Commerce is among the least distressed. Both Hamtrasmck and
Commerce, as well as several of the other small cities with large awards,

are located within metropolitan areas with other distressed cities.2/

State and Regijonal 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 qf this money going to
metropolitan cities. 1In 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 population
1iving 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 beiow, also reflects where most of the UDAG eligible population

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

2/ Despite the fact that some smail cities have received a large amount of
UDAG dollars, the average metropolitan ¢ity award is two and one-half
times larger than the average small city award: $2.46 million com-
pared to $.99 million. .

-130-




N EE =N AN =N YN N N B | L,

(]

Regional Distribution of UDAG-Eligible Metropolitan
Population and UDAG Metropolitan Dollars

Distribution of Population in UDAG-Eligible
Metropolitan Cities
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Distribution of UDAS Funds Among
Metropoiitan Cities
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THE TOP TEN STATES: TOTAL UDAG AWARD DOLLARS AMD
METROPOLITAN AWARD DOLLARS

Total UDAG Metropolitan UDAG
State Award Dollars* State Award Dollars*
tiew York $202.8 New York $161.0
Michigan 174.6 Michigan 131.4
iMassachusetts 1585.7 Massachusetts 124.8
Lalifornia 146.3 California 114.7
fennsylvania 130.2 Chio 1M.1
Ohio 116.9 Pennsylvania 100.0
I11inois 110.0 I1Yinois 83.8
Texas 88.0 Minnesota 76.4
Minnesota 86.2 Texas 76.3
New Jersey 77.0 New Jersey 58.7

* A1l dollar figures in this table are in millions.

is found.l/ Sixty-four percent of the eljgible populatien in metropoli-
tan cities (and over 77 percent of those living in cities ranked in the
top two distress quintiles) 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 poputation in
metropolitan cities {and only 4 percent of the population in the most
distressed cities); it has received 11 pergcent of the awarded funds.
The South has 22 percent of the eligible population and a comparable

share of the UDAG dollars awardad.

1/ The regional breakdown in total UDAG dollars is very similar to the

~ metropoiitan distribution. The Hortheast region has 32 percent, the
North Central, 33 percent, the South, 24 percent, and the West, 11
percent.
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introduction o UDAG and
Locai Economic Development

The UDAG program provides two basic ecconomic 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
putting together the components, terms, and financing of such projects.
The extent to whicn c¢ities have these tools independently of Federal
programs such as UDAG is, of course, an impurtant question ralating 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 gquestions: 1/

1. How often are propesed UDAG projects consistent with
cities'economic development plans or sirategies?

2. Are proposals conceived independently of UDAG, as a
means of fulfilling a local development need, or are
they primarily ideas vor obtaining available Federal
aid, regardiess of their relationship to local needs?

3. What is the potential contribution of UDAG %o 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 negotiations and “deal-making" without
assistance from the UDAG staff in Washington?

These questions are addressed in Sections 14-17.

1/ It is beyond the scope of this evaluaticn to assess local govermments'
financial capacity to undertake economic development projects.
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UDAG and Local Economic
Development Strategies

The large majority of UDAG projects fit into 2
preexisting city economic development strategy or
formal plan, reflecting the fact that UDAG pro-
vides city officials wide latitude to use the
program in varied ways. The remainder are nei-
ther retated to nor in confiict with 1ocal devel-
opment plans or prioritfes. In cities with no
preestablished strategy, but also occasionally in
cities with conscfously developed strategies and
priorities, a minor{ity of projects {about one in
four) are essentially ad hoc responses to oppor-
tunities that are not tcentral to any plan: such
opportunities are pursued because they do not
conflict with other priorities &nd are seen €0
offer a net economic gain to the city. About
one-fourth of the observed UDAG projects are lo-
cated on Urban Renewal sites.

Cities pursue a diversity of development objectives and the UDAG
program {s designed to  provide them with sufficient latitude to adapt
the Federal funds to varied local situations. Uniike many other Federal
programs, UDAG allows wide discretion: (1) to support virtually any
type of new private development, provided fts benefits can be demonstrated
fn temms of the program's objectives; and (2) to structure the Federal

subsidy {n whatever way -- 10ans, grants, infrastructure, Tand writadowns,
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8tc. -~ they determine to Do most appropriatz,  Such fatitude heips to ex-
plain why ao instances were identitiegd, in any of the 70 cities studied,
of a direct‘conflict between 2 UDAG project and a city's development plan
or strateav.

At least three-fourths of the UDAG projects in metropelitan cities
ara consistent with a preexisting city economic development plan. The
remaining one-fourth of metropolitan city UDAGs are neither rzlated to nor
in conflict with these cities’ development plans or priorities. 1In small
cities, about two-thirds of the observed UDAG projects conform 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 pians. 1In cities with no preestabiished strategy,
but also ocgasionally in those with consciously developed plans, a minority
{about one in four) of UDAG projects are essentially ad hoc responses to
opporiunities that are not ceniral to any strategy. Such opportunities
are pursued because they do not conflict with otner priorities and are
sean o0 offer a net economic gain to the city.

The following examples jliustrate the range of situations where UDAG
nas been used to impiemnent carefully formulateac local plans for:

* Industrial Development: An Eastern port city has been try{ng
to revive Yis harbor area since the 1960s. It has spent Urban
Renewal money to acquire and clear waterfront land, CCBG funds
to modernize piers for the fishing industry and for related pub-
1i¢ improvements, and an EDA grant for a harbor project. Its

1979 UDAG award was used by the city %o corstruct a seawall and
prepare the site for a 36 miliion frpzen fish packaging plant.

* Downtown Redevelopment: A city whose downtown was devastated
by ticoaing 1n 18772 subsequently determined that the rebuiit
arez must be service-oriented, with a hotel as a principal
component. The city at the time had no (Class A hotels.
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Redevelopment efforts produced a new pubiic square and covered
pedestrian malls. The city's 1978 UDAG award was used to
finance construction of a Class A hotel on the new public
square.

Neighborhood Commercial Retention: A large Mestern city has
pursued a multi-part economic 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 implement both components of its
development strategy, the c¢ity has established under its
¢control an SBA Small Business Investment Corporation. Also,
most of the city's UDAGs have been used to assist small neigh-
borhood businesses. For instance, a 1978 preject employed
a UDAG to stimulate construction of a smail neighborhood
shopping center.

Neighborhood Revitaiization: A large <¢ity is experiencing
significant household displacement due to revitalization of
some older neighborhoods. In one of these areas, its develop-
ment strategy combines adaptive re-use of an arsoned zone with
efforts to control displacement. 1Its 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 Tevels in the neighborhood.

In cases where projects do not reflect a formal local plan, they
generally can be interpreted as being consistent with the cities’ broad aim

of encouraging desirable private investment. For example:

ANE NN R O R N EE e

* Commercial Development: 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.
This 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.

Nursing Home Constructicn: A small city suffers the special

disadvantage of being Tocated in two counties, neither of
which has 1ncorporated it into its economic development plans.
Moreover, the city has few attractions for industry and few
development opportunities. A private proposal to build a
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nursing nome here Yad, fn i380. =o the city’s first LOAG; the
Mayor says oF She s«avrd: "For the first time in 20 or 30 vears
years, the UDAG nas given us some destiay of our swn 1nstead of
of peing & sart of scmebody 21se's.”

* Irdustriail Develosment: A very small Migwestern city had Yittle
2conomic Zeveiopment planning zapacity orior 3o 1278. In that
year, 1ocal bankers started o Tormulate an industriad develop-
ment program and asked the regional planning council for advice
on Federal &id available 2o the city. Coincidentally, a
developer approached the city for help in tuilding 3 ¥ood
products processing piant. Tae resulting UDAG not oniy created
new private investment but aisoc enabled the c¢ity 1o establish
1ts first economic development program and to hire a half-time
develooment director.

UDAG and Urban Renawal

The relationship of UDAG to HUD's earl{er Urban Renewal program 1/ is
a particuiar aspect of the general relationship between UDAG and cities’
economic development strategies. Cities have used Action Brants to stimu-
late development on former Urban Renewal sites that, in some cases, had
peen vacant for years. Of the UDAG projects esxamined for this study, about
one-fourth involve Urban Renewal land; eight of the 18 projects funded
in 1878 {UDAG's first year] were on Urban Renewal 3ites, Here, the cities
had previously employed Urban Renewal to acquire, clear, and prespare sites

they considerad desirable for redevelopment. However, the land had then

4/ From 1549 ¢o 1974, the Urban Renewal program was the Federal govern-
ment's major financial toel for stimulating comprehensive private and
public redevelopment of physically blighted areas in cities. The
program’'s character shiftad from emphasis 1n 1ts early years on slum
clearance to 3 greatsr smphasis on rehabflitation and, after 1957, on
improving nousing and economic epportunities for lower-income persons.
Representative analyses are <those of Martin Anderson {The Faderal
Bulldozer, Cambridge, MA: The MIT Press, 1864) zand Meywood T. sanders
[ Urban Renewal znd the Revitalized City: A Reconsideration of Recant
History®, in Bonrald Rosenthal, Urban Revitalization, Beverly Hills:
Sage Pubiications, 13980).
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remained fdle or underutiifzed until UDAG's later subsidy finally aliowed
city-sponsored projects to proceed. The combination of the two subsidies
«= Urban Renewal and UDAG -- thus produced private ¢nvestment on what,
for some time, had been regarded by these cities as key redeveiopment
sites. Because they complete programs begun under Urban Renewal, these
UDAG projects can be classified as part of cities’' economic development

strategies.
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Origination of
UDAG Project Proposals

Most development ideas receiving UDAG support
are concefved 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 {deas for obtaining

public subsidies but rather development plans

conceifved independently of UDAG. Most projects
require UDAG staff-suggested changes before they
are considered acceptable for funding.

Over half of the development {deas that ultimately become UDAG pro-
Jects originate with the private sector., However, city officials them-
selves are the original source of a siguificant proportion of the develop-
ment proposals. In metropoiitan cities, about one 1n five UDAG projects is
first conceived by city officials; 1n small cities, about twice this pro-
portion arise inside City Hall.

Wherever development 1deas arise, most (at least two-thirds} precede

any thought of UDAG. This was as true in 1978 as 1t was in 1979 or 1980.
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{r tne othar hand, aasis o922 vrojecy in e was aoparenziy viewed from
first concaprion as approprizis for. or reouiring, JDAG subsidy.  Four
times out of five. tne Tirst porson tv identify 2 development {dea as a
potential UDAG project was 2 tivy official.  Thi:z pattert suggests that
most projects funced through UDAG are not me2rely ideas Tor obtaining public
sudsidias but rather development ideas conzeived independently and judged
first Tocally and Yater by HUD to ~2quire subsidy.

Three-fourths of the sJgccessTul UDAG appliications are prepared
principally by c¢ity staff. However, some cities {both small 3nd matro-
politan) rely on consultants or even developers and others %o draft their
applications. Small c¢ities are more Tikaly than metropolitarn cities to
use consultants in this orocess. At lzast cne~third of the small cities
make some use of consultants, and about one out of five relies on a consult-
ant to draft its application.

Once an application is submitted to HUD, the UDAG staff 1n Washington
often asks the city for major revisions in ¢réer 10 oroduce a final project
propesal meeting UDAG's funding requiremsnts. About one-half of the success-
ful applications stuomiited by metropolitan cities and avout two-thirds of
those submitted by small cities reguire changes prior to funding. Typically,
these changes are negotiated between UDAG staff, city officials, and private
parties to the proposed project within the 60 davs between submission and
HUD's decision on funding,

In two out of avery three instances, officiais of small civies think
that these changes improved tne projects frem their perspective. However,
only one in tnree matropslitan city cfficials thinks that the changes made

the projects better from their viewpoint, with two-thirds of them uncertain
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or negatively disposed toward the changes. offic{als of metropolftan
cities may be less favorably disposed toward the intervention of the UDAG
staff than small city officials because of their greater capacity to nego-

tiate such projects themselves and/or their stronger negotiating positions.
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Cities’ Plans to Use
Recaptured UDAG Funds

UDAG projects that fnclude loans, Tease arrange-

ments, and provisions for city profit participa-

tion will generate, for some cities, significant

new income to finance fTuture community develop~
ment activities. Of the 70 cities $ncluded in the
study, about three-fourths have recelved 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 mechan-
{sm {nvoives the use of recaptured funds to cap-
{talize city-controlled revoiving lcan funds for
commercial, industrial, or {in 2 few cases} hous-
fng and nefghborhood development.

One feature of the UDAG program that may assume greater dimportance 1in
future years {s 1ts potential for local recapture and recycling of Action
Grant funds to subsidize additional community development activities. Re-
captured UDAG funds {nclude Yoan repayments, lease payments and, where
applicable, city participation ¢n profits generated by UDAG-subsigdized in-
vestments. The last of these forms of recapture occurs when the project
grant agreement includes a “kicker” provision. One of the {ntended purposes
of a kicker 15 to allow private fnvestors 4n UDAG projects a reasonable

rate of return, while protecting against excessive or ‘“windfall® profits
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that coulg rasult Trom ne sahiic subiidy o these prozerts.

TERMINOLOGY: KICKER AND RECAPTURE

xicker: 4 provision In some UDAG grany agreements giving
} Zerms  under which the ¢ity will share in any net incoms
' or net cash flow ¥from coperatica or sale of UDAG-
subsidized private develicpment. For 1astance a Kicker
might take the form of & specified percentage of the pro-
Ject's net cash flow to be paid to the city above and
beyond any loean repayment.

Recapture: Recovery by 2 city of its Action Grant in-
vestmenls, generaliy with intersst, taking the form of
joan repayments, Iease paymenis, or kickers.

Fourteen percent of 211 the projects sxamined for this study include
kickers, Few kicker provisions were includad in earlier projects. They
have become more common in more recently funded projects. These kicker
provisions tend 3o be uniquely writien to Tit the circumstances of a
particular project. Some exampies of tne varied provisions encountered
ara:

* Example: A ¢ity will receive 30 percent of the net income from
A parking garage construcied with UDAG sudsidy.

* Exampie: A city will receive 12 percent of any annual net cash
tlow {211 income less wrgal estate taxes, debt service, and
operating expenses) from a newly developed hotal and commercial
space.

* Example: A shopping center developer will pay the city 50 per-
cent of annual net cash flow from 211 sources.

Because most of these projects are not very Tar along and their future pro-
fitability cannot be predicted acgyrateiy, 1% is uncaertain whether the

cities® profit participation will e, in very many cases, a significant
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source of recaptured funds. All indications are that the largest proportion
of recaptured funds will result from loan paybacks or lease payments rather
than direct profit participation.

About 30 percent of UDAG funds awarded through FY 1880 were Joaned by
the cities to private developers. Through the end of FY 1980, about 20
percent of all UDAG projects provided for recapture of funds through loan
paybacks or Tease payments. The proportion of ali projects inciuding loan
or lease arrangements has increased from 30 percent, in FY 1978, to 35 per-
cent, in FY 1979, and 62 percent, in FY 198C. {ver one-haif of the pro-
Jjects examined for this study used UDAG funds for development 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 will
soon become a significant source of new income. For instance, one ¢ity.of
340,000 people has five UDAG projects that, over a period of 20 years or
s0, will produce recapturad income with a combined present value of nearly
$1 milljon. 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/ Eligible activities are those which address the needs of low- 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;
rehabilitation of structures; and provision of public services.
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flanned Uses ¢f Recycles Fynds

8y far, the @ost cozwwon sianned uies 97 vecycied JBAZ funds are to
gapitalize revoliving toan Funds For Zommercial, dndustrial, o¢ {in a ¥faw
cases) housing and neighberhood devaiopment. Balsw are sescripiions of
the main categories of planned use For recaptured fuads.

Commercial or Industrial Lloaa Pools. Hoere than 30 percent of $he

cities with mechanisms planased or in place 4o rsc2ive paybacks or kickers
have set up or definitely plan to 2siadbiisn raveiving joan funds W support
what several cail "mini-UDAS” programs €0 aid small ndustrial or commer-
cial projects. Typically, these #unds £ambine UUAG pavbacks with woney
from other sources; and, often, they sare adninistered bDv & separate
acnprofit development corporation.

* Exampie: On2 smali &3ty will eventyally recelve paybacks total-
Ting S1 #i1l30n plus {ntarast from its UDAG projects. The money
#il1l be turned over o a annprsfit development corporation
controiled by local government and privete interssts whare 1t
will be comdbined with sther funis from S53A and the state job
development actherity and used for sconomic development activi-
ties. The project seieciion oriteria will be =modeled after
UDAG's.

* Example:r A arge 12y wil) plsce {ts UDAG paybacks in 3 similar
ravoiv?ng fuﬂd estab isﬁad wiih @oray from LDBEG and EDA. The
fund 1s @anzged oy & acmprafis, cify~-controllsd capiial corpo-
ration which works bs govpia private leading with public pro-
grams %o Finance smaller {ndustriz) and commercial development.
vrojects are selscted using job sreation gnd leverage criteria
yery similar to UDAG's; the loan fan pe for a¢ more than one-
fourth of a1l funds or ona-hali of 211 dorrowed funds. Loan
1imits are $200,000 or up 4o 3$E00,000 9n areazs targeted for
development.

* Example: Another gity, which has lost many thousands of @manu-
Tacturing jobs §n #ecent years, has €hesen to smphasize Toans
for 1ndustrial eve'opment 92 its vrecycling of UDAG funds.
Indiyidual Toans may not exceed 3500,000 and zhe maximum cost
per job treated has een set at 5000,
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Housing and Neighborhood Improvement Loan Funds. A few cities have

definite plans to reuse UDAG repayments only or primarily for loans to
rehabilitate housing or support neighborhood revitalization.

* gxample: UDAG loan repayments received by one West Coast city
will be pIaced in 8 revolving loan fund estabiished as part of
the ¢city's CDBG program. Loans are wade from this fund for
housing rehab{litation.

* Example: In a Midwestern city, both 1oan payments and tax {ncre-
ment receipts from two UDAS projects will be used to help pay
off housing bonds issued by the c¢city to acquire housing for
Section 8 substantial rehabilftation.

Qther Revolving Loan Funds. Other cities plan to use recaptured UDAG

funds for loans supporting unspecified economic or community development

activities.

* Exaggie: One Eastern city will establish an economic development

und from proceeds of a UDAG project lease and kicker. The

money will be used to benefit low-income and minority persons,

according to city officials. However, the first use of recap-

tured funds will be to service debt on general obligation bonds.

Finally, sbout one-fifth of the cities expecting or receiving loan
paybacks or other ‘income from UDAG projects plan to use their recaptured
UYOAG funds not to make loans but in various other ways: for grants, in-
frastructure improvements, costs related to the UDAG projects themselves,

or other unspecified economic or comunity development activities.
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Local Capacity to Initiate
Economic Development

17

‘Since the UDAG program began 1n 1978, mpost of the

cities Yncluded in this study have experienced an
{ncrease ¥n Tocal administrative capacity to pro-
mote economic development. Experience with the
UDAG program 4$tself has improved that capacity in
somewhat over 40 percent of the cities; for the
other sixty percent, however, UDAG is not pere
cedved as having had this impact.

Economic development spectalists 9n four out of
five cities wvisited believe that the principal
role of the UDAG staff §s to provide advice and
guidance to local governments on how appliica-
tions can be made more "competitive" and pro-
jects "better.” Forty percent of the metropolstan
citfes Took to the UDAG staff {n Washington
to play the ™heavy" in negotiating the terms
and conditions of projects with the private
sector. Thirty percent of metropolitan cities,
but only 17 percent of small cities, appear to
have 2 “strong" capacity to make feasible econ-
omic development deals with minimal or no UDAG
staff assistance. The majority of the remain-
¢ng c¢ities have some “deal-making" capacity but
do need some ass¥stance.

This section evaluates the current administrative capacity to promote
economic development of the cities whose projects are examined 1n this

study, the changes in that capacity since early 1578, and the estimated
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Iopace which UDAS 3as had of 2nose oham<s. §lse sximiged ars the gitles’
percepiions oF vhe rulc played by The OAT a%¥ In Usswingion in devel0p-
ing projects for Tualing, snd & Judgeent is sade as o0 the valative abili-
tiss of waricus civiae 33 underiake F22s5ible sconomic aevelspment projecis

with no “deal-making®™ a» other assistance From the UDAG sta¥s.

The Current Econcmic Beweispment Capacity of {ity Lovarmments

There are 3 mumber of “fools™ which ¢ily governments can use,
where available, %o siimulate and support =2conomic dav2lopment activi-
ties, These ‘4ncliede: Federal and state govermment aconomic davelop-
ment grant programs f{basad on 2i1gibility); stats and Tocal government
spectal purpose bonis {industrial mevenue and tax dncrsment bDonds);
loan pools and revolving funds {such as From UDAG projact pavbacks);
financiz2l incentives such as land writadowns, %ax abatements, payments
in tfeu of taxes, atc.; and the provision of 3achnical assistance t2
businesses 1n applying Fnr Hrect Yoans or Joan gjuarsntees avai{labis from
a number of Federa) and state govarnment programs whioh support economic
gevelepment Investmens,

However, the administrative cavacity of 1local govermments to use
those tools effectivety 4s 2 funevion of:

1} organizational arrangsments which fastitutionalize
the responsibiiity for economic development activi.
ties;

2} a profzassional staff skilied in acauiring (1.2.,
grantsmanship} and usiag the to01s appropriate o
;?:ngfeés of the communfty and of spacific sltya-

3) a constructive, conperative relationship batween
102031 goverament 6fficials ana the private sector.
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Based on the information obtained from city development officials,
ienders and private developers, a determination was made of whether the
current administrative capacity to support economic development in each
city visited for this study is "strong", "moderate™, or "weak“. A city
1s classified as having a *strong” economic development capacity {f the
following conditfons are met: {a)} the organizational responsibility for
carrying out economic development activities is clearly defined; {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 (¢) a high level of coopera-
tion exists between the city govermment and the private sector. To the
degree that these standards are not met, a city's economic development
capacity {s assessed as either "moderate™ or “weak™,

As would be expected, there is a significant difference in economic
development capabilities between metropolitan cities and small cities.
While 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 4C
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 s 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

§0 percent of small cities have “moderate” capacities.

The Trend in Administrative Capacity Since January 1978

Between 1978 and 1981, Jjust over 70 percent of the metropolitan
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¢itias and approximateiy ane-half of the small cities dncluded in this
study strengthened their ability to Toster economic development. ¥For
example, somewhat over one-half of the citfes sither greated new offices
or added new siaff positions concerned wiih economic development or
w#ith helping %o solve business prodlems; a larger number have undertaken
afforts to atiract new business or Yndustry to the community. According
to city officials, there 15 Increasing cooperation fn the working relations
botween ¢ity government and business {n over 80 percent of both metropolitan
and small cities. 1/ This latter trend was generally confimmed by repre-
sentatives of lending institutions contacted in & number of cities. OQver
the Tast 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
tities included in the study. The following are fllustrative of the
ways in which UDAG has strengthened capacity:

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

3/ A 1880 HUD survey of 564 business executives of f{irms' headquar-
tered or s3o0lely located §n metropolitan cities found that 5% percent
percefve cooperation between business leaders and their city govern-
merts over the past five years to be ®very” or "somewnat close.” How-
ever, 33 percent describe these relationships as *not very clese”™ or
*not close at ali®, and the remainder are unsure. ¥ost urban business
leaders would prefer that local govermment, rather than other levels
of government or the private sector, take the lead in organizing Tocal
sconomic devalopment.
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about one-fifth of the wetropolitan cities and
over one-fourth of the smail cities.

o The first use of at least one “economic develop-
ment tool® {such as a local or state bond §ssue)
was associated with a UDAG project fn about one
out of six metropoiftan citles and in over 40
percent of the small cities.

0 In about one-sixth of ¢the cities, the first time
the city took 2 Tead role in negotiating a land

development deal was 4n connection with a UDAG
project.

Based on this type of information, it is estimated that the UDAG
program has had an fmpact that ranges from “some” to "major" on slightly
more than 40 percent of both metropolitan . and small cities. In the major-

ity of ¢ities, however, the program seems to have had 1ittle or no impact

on administrative capacity.

Cities' Perceptions of the Most Important Roles Played by the UDAG Pro-
gram 3taft 1n Deveioping New Projects 1/

Providing advice and guidance to c¢ity officials at all stages of the
process is seen by 80 percent of both metropolitan 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 fs needed to make either
a planned or submitted application more “competitive® (reflecting the
changing but often unpublished priorities of project selection established

by the program staff) to how a project can be made “"better® following

preliminary application approval.

1/ These findings are based on the opinfons of city officials (in each
city visited in the study} who were most familiar with the develop-

ment of UDAG projects.
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Going a step further, one-third of metropolitan cities and one-
sizxth of small cities see the most fmportant rcle of the UDAG staff in
Washington to be 4ts direct Ynvolvement with both city officials and
private sector participants in “deal-making” negotiations. Some cities
Tack the sophisticated financial knowledge or skiil tc negotiate or put
together compiex or mixed-use projects and Took to the acknowledged
abiifty of the UDAG staff for assistance in such situations. In other
cases, there s simply no “deal-making" ability at the city Jlevel.

An especially fJYnteresting finding of this study is that aimost 40
percent of metropolitan city officials belfeve that the most f{mportant
role played by UDAG staff is that of being the "heavy" n driving hard
bargains with private sector investors and devélopers to maximize a pro-
ject's financial benefits to the city. This relates to situations where
there s to be a payback of funds to the city efther in the form of a loan
and/or the taking of an equity position. Some officfals 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 metropoiitan
cities may well be accounted for by the fact that 75 percent of the small
cities studied had received only cone Action Grant award and thus have had
no continuing contact with the program. In contrast, metropaliitan cities
visited averaged (median) 4 awards per city, with just 15 perceant having

received only one award.
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The Capacity of Local Governments to Design and Carry Through Feasible

tEconamic Development Projects Without any "Deal-Making” or Other Assistance

from UDAG

This evaiuation 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 op*nions of local officials on this subject.

In making this partfcular judgment, it is assumed that there will be
continued availabiiity to cities of Federal funds, using an eligibiiity/
distribution formula earmarked for economic development, and that cities
can make their own "deals" not subject to HUD approval but within a
1imited set of guidelines. For a city to be able to make UDAG-1ike deals
which involve up-front, 1legally binding comnitments from the private
sector, ¥t must have funds to use for infrastructure, writedowns, reloca-
tion, 1oans, fnterest subsidies, rebates, direct grants, or whatever is
needed to leverage private investment.

About 30 percent of the metropolitan cities and 17 percent of the
small cities studied are judged to have a Y“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 & minority
appear able to negotiate, on their own, UDAG-l1ike deals with the private

sector.
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Options for

Program improvement

There are several options for improving the UDAG
program. First, to insure that UDAG subsidies
are awarded only when absolutely necessary, pro-
gram officials could: seek additional outside ex-
pert opinion about local real estate and market
conditions; strengthen the process by which HUD
Area Office economists participate in project re-
view, and/or reguire documentation from private
lenders that sufficient private funds are not
available.

Second, to increase the probability that projects
will be financially viable, program officials
could: explicitly consider financial feasibility
when selecting projects; and/or strengthen early
monitoring of projects to detect emerging prob-
Tems.

Third, to improve the accuracy of the impact es-
timates used to rank projects for selection, pro-
gram officials could: refine the empioyment esti-
mating procedures to correct the more common cal-
culation errors; provide cities with more guid-
ance on how to estimate revenue impacts; develop
alternative methods to supplement the presently-
used Jeverage ratic as a criterion for selection;
and/or, possibly, use one or more combined bene-
fits indices for project selection purposes.

Fourth, to aiter the distribution of funds among
cities, it 1is possible to either increase the
amount of targeting to cities with the greatest
need or, alternatively, to encourage as much
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participation as possible smong al1zfbie cities.
There are several wiys to accamplish the former
goal: give greater weight to aconomic distress in
project selection; reduce the eligibility 1ist;
and/or concentrate tachnical assistance on highly
distressed cities which have received few or no
awards. To accomplish the alternative goal, it
§s possible t0: place a Yimit on the amount of
awards or funds going %o any one city; and/or
offer technical assistance to any city with few
or no wards,

Finally, an additional way to strengthen the pro-
gran would be %0 encourage cities %0 recycle re-
captured UDAG funds Tnto subsequent UDAC or UDAG-
type projects, thereby diminishing, by some

amount, dependence on Federal funding and, as

well, increasing the city’'s own fnvestment 1In

new projects.

o

This section has two purposes: (1) to assess the programmatic implica-

¢ians of the study; and {2} to review aptions for imorowing %he program’

fa program’s
performance relative to the purposes established by Congress. The follow-
ing discussion s apt intended to address those proposals for change that
would alter either the purposes or major features of UDAG: for instance,
propesals to fold Action Grants Into CDBG or to substitute for UDAG a new
economic development block grant to states. Nor will this discussion con-
sributa directly to bdroad philosophical debate over the proper Federal
role in local economic development. Instead, the alternatives considered

assume 3 centinuation of UDAG within fts present legislative mandate.
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Implications of Evaluation Findings for Program Improvement

In sumnary, this evaluation has addressed the following issues which
are central to the UDAG program:
{1) The need-for-subsidies {ssue.
{2) The realization-of-benefits issue.
{3} The benefit-projection 1ssue.
{4) The distribution fssue.
These are briefly reviewed below,

Need for Subsidies. Are UDAGS funds going—only to projects where they

are needed to produce the private investment? With regard to this quest-

ion, 1t has been shown that at least two-thirds of UDAG projects could not

“have occurred without the Action Grant. In these {Ynstances, distressed

cities benefited from fncreasad private {nvestment, new jobs or jobs saved,
and added revenues that, at best, would have been delayed and, at worst,
never would have materfalized. This positive finding must 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.l/ The

fmplication is that improved review of project proposals might avoid some

instances of substitution, thereby redirecting funds to projects where
subsidies are needed. Options for reducing substitution are considered

in Subsection A below.

Realization of Benefits. ¥Wi1l the projects selected for UDAG support

produce substantial and lasting economic benefits for distressed cfties?

1/ For 15 percent of the projects, the evidence regarding substitution

is fnconclusive.
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Concerning this question, {t has deen shown that most projects will produce
the bulk of the 9¢ntended benefits, but that imitial forecasts of some
categories of benefit tend to be high -- most often because of improper
calculations or forecasting difficulties, However, about one in tan of
the projects 2xamined has a serious problem that efther has or s likely
to substantially reduce ¥¢s benefits. This finding implies & need for
more careful consideration of the financial viadb{1ity of proposed projects.
After award, improved monfitoring could help fdentify and respond to emerg-
ing problems and avoid further fnvestment of UDAG funds in non-viable
projects. Optfons for {mproving the chanc.es that projects selected will
be viable are presented in Subsection B.

Benefit Projections. Are projects being selected on the bas{s of

reasonably accurate orojections of benefits? It has been shown that ini-

t1a) forecasts of some categories of benefit tend to bde high -- often
because of miscalculations er Jack of guidelines about how benefits
should be measured. Inaccurate benefit estimates can lead to less than
optimal use of the availabie dollars and becomes a grsater prcblem as the
competition for funds {ncreases. Options for improving the accuracy of
penetit forecasts ars offered in Subsection C.

Distribution. Are UDAG funds distributed among cities 1in a way that

is consistent with the purposes of the program? UDAG is intended for cit-

fes that are, 1n the words of the Jlegislation, “severely distressed.”
However, the CLongress has not specified the distribution of funds within
the group of eligible cities., KHUD may, therefore, choose to fncrease the
concentration of funds toward the most severely distressed metropolftan

and small cities and/or to 1ncrsase participation by cities that, regard-
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less of the degree of economic distress, have received few awards in the
past. It has been shown that the more distressed of the eligible cities
receive 3 greater share of awards and dollars than less distressed cities
and that there is less concentration toward severe distress among small
cities than among metropolitan cities. The latter difference probably
results, in part, from 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 recefved 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 §n Subsection D.

Options for Program Improvement

The foliowing four subsections present groups of options addressed
to each of the questions raised above. An additional option that deails
with several areas of program fImprovement is presented in the final
subsection. These options are not meant to be mutually exclusive 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 reguiring written assurances from private developers and
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giiies that sach project 1s contingert on the Accisgw Grant, by conducting
ivs own analysis of the projects' Tinancing {sometimes including inquiries
e local lendsrs), and sometimes by offering stiffer terms {such as
"zicker" requirements) to test the intentions of developers., In doubiful
tases, an otherwise fundable project may be held over to the next funding
round to see whether the developer will proceed with other financing.
UDAG's small staff relative to the number of applications processed in
zazh funding round, combined with the very brief (effectively 30 day) time
period in which staff can review, refine, and evaluate project proposals,
are major constraints on the ability to screen out projects where substitu-
tion is likely to occur. Current procedures have not always preventad
awards that were not nezded or where at least one component of a project
would have proceeded without subsidy. Therefere, various options for
improving the review for substitution should be considered.

The options discussed below all invoive the review of project propo-
5315 and dinclude changes {1 and 2V that would Ymprove information and

analysis and one {3} that would involve a procedural test for possible

substitution.

Opticn 1: Seeking Expert Opinifon. UDAG staff could make greater use

of sutside expert opinion in its review of project procosals for petential
supstitution. This could ba done routinely for all appiications or only
for those projects that are aifficuit to analyze. Twe kinds of expertise
are relevant. One is intimate knowledge of a local real estate market.
The second is broad national experience with the apprafisal of a particular

zyse of development, e.g., industrial.
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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, detajled study of a project's development cost esti-
mates and projected cash flow may be required to gensrate a useful assess-
ment. Given the extremely tight schedule for reviews, it will be almost
essential to identify appropriate expertise in advance and to have pro-
fessional consultants not personally involved in any UDAG applications
on cali.

Option 2: Strengthening the Area Economist's Review. Applications

are currently reviewed for market feasibility in the office of the HUD Area
Economist; the results of these anaiyses are then transmitted as part of
the compiete Area Office review and are avajlabie 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 tand uses and values, determine the availability of comparable
sites (both within the ¢ity and ¥n the suburbs), and examine the validity
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.

Optfon 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
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requast for a private market rate loan. Following 3 somewnat similar ap-
proach, HUD could require that, when the UDAG wiil be usad az & deveiopment
i%an, the private developer first seek to borrow from one or more private
lenders. Letters would be obtained from these lenders stating that a loan
3% the required loan-to-value ratio and at the required interest rate is
not available and indicating the tarms under which a Toan would be available.
Tnese letters would be submitted with the UDAG application. Two probiems
with this option are the time and paperwork burden created and the possidble
unwiliingness of some lenders to make public the information on terms
they will or will not offer.

8. Improving Consideration of Financial Viahility.

Option i: Explicitly Considering Financial Feasibility
in Project Selection.

Option 2: Strengthening Early Monitoring,

One rationale for the UDAG program is the greater probability of
financial failure with new investment in economically distressed cities.
it follows, therefore, that HUD will not use the same standards for deterwm-
ining accepiable risk that a private lender would use. Nevertheless,
certain proposed UDAG projects carry a higher probabilfty than others of
financfal failure for reasons unrelated to their location in distressed
cities. The present study shows that financial difficulties have caused a
1oss of benefits in enough cases to make this a focus of concern. The
probabii{ty of financial faflure is based on such identifiable factors as
{inexperienced management, new production technology, and the extent to

which profitsbility 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 i{n the national econamy may carry a greater-than-
average risk of financial failure. Such risks are often signalled by the
unwillingness of a private lender to make 2 Yoan as an {ndication that,
with the UDAG subsidy, a project promises to be a viable {nvestment.

However, in some cases, Jenders are also the developers, the develop-
ment company is a lender subsidiary, or the lender will be a major tenant
fn the project. Also, where 2 Tender is making a relatively small con-
struction or first mortgage 1oan or where 2 large percentage of the loan_is
government-guaranteed, the lender's commitment should not be the sole de-
terminant of feasibility because 1ts exposure in the project 1s too small,
In short, there are several instances where HUD cannot interpret a lender's
willingness to loan as findication of a project’'s market feasibility. To
reduce its reliance on this method of assessing feasibiiity, HUD should

seek alternatives.

Option 1: Explicitly Considering Finmancial Feasibility 1in Project

Selection. Improving the assessment of feasibility may be accomplished

by some of the same methods used to insure that the UDAG subsidy is needed.
These would invelve 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. VYarious means of
strengthening these analyses and insuring uniform quality should be
examined, Tncluding additional training, the development of a handhoqk or
guidelines, and improved communication between the Area Economist and UDAG

reviewers as proposals are being revised and considered. Also as noted
~-171-




above, it may be possible for HUD to incCrease its use of outside axpertise
:n assessing both substitution and feasibility.

It may be possible to estimate the probability of financial failure
From characteristics of the proposea projects based on standard invesiment
underwriting criteria, A professional, systematic approach to analysis of
8k 1s likely to be cost-effective, more than paying for itself by reduc-
ing the UDAG dollars wasted on nen-viable projects. In addition, it would
be useful to corripar‘e the characteristics of the 100 or so projects that
have been tarminated, and of other projects that have not produced a sub-
stantial portion of benefits expected at time of grant agreements, with
those of successfully completed projects. Another useful step would be
¢ determine whether & larger proportion of deeply subsidized projects
than of other projects fail to produce all or part of their expected bens-
fits. At present, the UDAG staff does not formally estimate the combined
subsidy From aill public sources including other Federal grants, public
1oans and loan guarantees, local or state sponsorship of industrial reve-
nue bonds, tax abatements, anc tand writedowns. The combined total of all
public subsidies, 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
refurn from a UDAG-supported project. Thus, the depth of subsidy may prove
to be a useful indicater of viability and of the probability of failure.

Option 2: Strengthening farly Monitoring., The Area Office has pri-

mary responsibility for monitering UDAG projects in progress. Because the
UDAG program is relatively new and the number of active projects is growing,

the monitoring function is still evolving., It is already difficult for
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Area Office personnel to devote sufficient time to this function and the
burden is {ncreasing. Given the potential importance of monitoring for
early {dentification 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 bemeficial approach to project monitoring.
One useful step would be to quickly provide Area Offices with Information
on changes in projects that occur before and after award, so that they do
not 1ose touch with project status and have an opportunity to comment.
Another would be to give Area Offices training and written guidelines on
how to monitor effectively. 1If eariy monitoring 4s to be beneficial, it

nust 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-
mwating Leverage.

Option 4: Developing and Using One or More Bene-
fits Indices in Project Selection.

Accurate projections of {mpact are essential to selecting those pro-
posed projects 1ikely to provide greatest benefit to distressed cities.
Any errors that cause relatively weaker project proposals to be selected
over stronger ones not only produce fnequities among citles but may 2lso

reduce the credibility of the selection procedure. As the number of
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applications rises in relation to avafladble funds, the rasd fncreases 1o
Zzxtermine not only whether proposed projects meet fhroshu. 2 criteria of
srojectad Benafis but a1so to rank them accurately relative to one another.
7ae options discasssd in this subsectfon deal sither with {mproving the

stmbers used tc predict impacts or with improving the use of those numbers

in ranking srojects for selection.

Option 1: Refining Employment Estimates. Many 4nstances have been

"faund where, at the time grant agreements were signed, calculation errors
have resulted in afsestimation of the numbers of new permanent jobs
tikely to be ¢raated or jobs 1ikely ¢o be retained by a proposed project.
When arrors ¢f calculation were made, they usually resulted {n predictions
of greater benefits than projected. One source of error was the fatlure
tc convert part-time or seascnal 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., Improved estimation of jobs impact
tan bz aghisved by providing cities and osrivate parties with better
suidelines for developing employment projections and by placing greater
zmpnasis on the checking ana refining of job numbers by UDAG staff during
the appiication review period. Hatfonal or regional banchmark figures
ar2 availadle or can be developed for particular {ndustries indicating
tha avarage number of Jobs created ger dollar of new investment. However,
@or¢ study 1s necessary to determine whether such benchmarks are useful
in checking the realism of employment projections for UDAG projects.
Future enforcement of grant agreement provisions specifying the numbers

of jods to be c¢created or retained by a UDAG project weuld further increase
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both the incentive and the need for precise jobs projections.
Option 2: Providing Cities With Wore Guidance on How to Estimate

the Revenue Impacts of Proposed Projects. Currently, ¢he amount of error

in projecting the fiscal impacts of proposed projects 1s so large that
these estimatas are not very useful 4n selecting projects for award.
Property tax {mpacts have been estimated with reasonable accuracy, but
other revenues have not. 1In fact, relatively Yittle attention has been
given by HUD %o the methods cities use in projecting fiscal impact. As a
result, there 1s room for improving the'accuracy of these projections.
Cities should be given a uniform straightforward method to follow, and the
applicatfon form should indicate prominently that only ¢ity, not state or
Federal, revenues are relevant to project selectfon. In developing a
uniform method for revenue projection, tonsideration should also be given
to estimating separately the revenue which would otherwise have been lost
in projects where a UDAG award {nduces business retention. While this s
not additional revenue to the city, it would be lost to the city without
the UDAG, and this {s another type of fiscal benefit. Finally, the
variation in revenue f{mpacts over ¢ime due to temporary tax abatements
or other factors must be recognized in developing & projection method,

Option 3: Developing Alternate Methods of Estimating Leverage. The

estimated ratic of private iInvestment to the requestad amount of UDAG
dollars 1s 2 major criterion for project selection. However, the "lever-
age” ratfo is a flawed {ndicator of the UDAG's impact on private invest-
ment for twdo reasons. First, shere other public capital subsidies are
fnvolved, 4t is usually unclear what proportion of the private investment

can be attridbuted to any single component of the total subsidy. In these
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tases, the lavarage ratio aflstes the role of YDAS in geﬁeratiné bene-
fi3s. BSzcond, where tha UDAG {15 sought pzrily so gnat a private firm can
=mploy dndustrial revenue bonds totalling up to $20 million, the leverage
45 axerted by the combination of benefits jointly and not by the UDAG
alone, Because HUD's practice has dbeen to restrict UDAG amounts in such
projects 0 betwean €ive and 21ght percent of total project cost, the
nermally computed private-dollar-to-UDAG ratio 1s quite nigh, but also
misleading. The conceptual weaknesses of the presently-used Teverage
ratic as an indicator -of UDAG-Sanerated benefits 11lustrate the need to
find altarnate ways of calculasting lewera;ed investment and to use wore
than ane measur; in ranking proposad prajects for selection,

Option 4: Derzloping and Using One or More Benefits Indices in

Project Selection. &iven the guantitative nature of most of the measures

of predicted project benefits, it is possible to develop an index combining
the individual measures. The welight given to each type of benefit {jobs,
fiscal fmpact, etc.) in calculating Index scores would reflect 1ts relative
importance In ranking projects for selaction; alternate weights could be
used for some project types {(e.9., those with housing components). The
diversity of project proposals and the fmportance of non-quantifiable
factors in the selection process work against rigid use of such a formula
approach. However, the advantage of this type of {ndex would be greater
sonsistency -~ both real and perceived -- in the use of selection criteria

related to projected benefits,
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D. Altering the Distribution of Funds Among Lities.

Option 1: Giving Greater Weight to Distress in
Project Selection.

Option 2: Reducing the Eligibitity List.

Option 3: Concentrating Technical Assistance on
Highly Distressed ({ties With Few or
No Awards.

Option 4: Placing & Lim{it on Awards or Funds
Given to Any One C1ity.

Option 5: Offering Technical Assistance to Any
LCity With Few or No Awards.

Kithin terms set by the Congress, UDAG can be aither a targeted
program for the most highly distressed cities or a program that {ignores
variations of distress among eligible cities., If the program 1s to be
targeted, awards or funds should go disproporticnately to <¢ities with
the greatesi relative distress. On the other hand, if the goal 1s to
encourage as wmuch participatioq as possible among all eligible c¢ities,
targeting of program awards {s not as important. Therefore, depending
on which goal §s preferred, different options are suggested.

It has been shown that the cumulative distributfen of UDAG funds
to date favors the cities that are more distressed, Horé' distressed
wmetropelitan cities recefve 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 wmore applications <¢han the Jatter.’
Applications from the most distressed cities do not have a better than
average chance of being funded by UDAG. Even so, there 45 still & wide

range i{n the number of awards and dollars received among cities of similar
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Yevels of economic distress, with some cities having raceived nc grants.
Among small cities, the most distressed group also receives & greater
share of awards than others, and applications from this group have a some-
«hat greater chance than others of being 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.
1T even more targeting is the goal, Options 1 2, and 3 are suggested.

Option 1: Giving Greater Weight to Economic Distress in Project Se-

lection. 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 distress Tactor could be assigned a greater weight than any of the
other selection factors. At present, the probability that an application
will be funded is no greater for the more distressed metropolitan cities
than for other cities. 1/ Another way to insure that the most distressed
¢cities receive a larger share of funds would be to set aside a predeter-
mined fraction 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 1ist, those cities which have the lowest levels of economic distress
~0uld become ineligible, except through “pockets of poverty" applications.
One way of doing this is to increase the number of distress thresholds

which must be met by an eligible city from the currently required three to

1/ Among small cities, the most distressed one-fifth of those eligible for
the program has a higher rate of applicatfon success than the 1less
distressed eligible cities.
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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 requife a realiocation of staff time or other departmental
resources.

1f, on the other hand, a preferred goal s 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 Dne (City.

A l1imit on the number of UDAG awards or total dollars going to one
City is a somewhat arbpitrary but administratively inexpensive mechanism
for preventing some cities from receiving excessive numbers of awards or
UDAG dollars. This limit could take the form of a ceiling or cap on the
anount of UDAG dollars per capita going to any one city. So that the cap
affects the future distribution of program awards without severely penaliz-
1ng past success, this limit could take the form of an annual ceiling.
Ary such 1imit 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, 1f any, awards. This option, therefore,
should be considered along with the next.

Option 5: Offering Technical Ass{stance to Any City With Few or No

Awards. A program of technical assistance that is open to any eligi-
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big city, especially those with few or no awards, =would help to reduce the

presznt variation in program benefits across all aligibis cities.

E. Encouragement of Recycling Recaptured Funds.

This last subsection addresses several of the areas of potential im-

provement discussed previously.

Option: Encpuraging (ities to Recycle Recaptured UDAG Funds in

Subsequent UDAG Projects. 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
should consider encouraging cities 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 c¢ity (although not
necessarily recaptured UDAG funds) a factor to be considered in selecting
projects. As gne possibility, HUD could advise and assist cities not
already doing so to use recaptured funds to capitalize revolving business
toan 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 selection process. Or, HUD might actually require citfes receiving
terge 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 make a greater contribution of recycled funds per project
than other c¢ities. The latter two forms of recyciing would accomplish

several things. First, the amount of HUD's contribution to each of the
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projects wouid 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 would encourage cities to
take a more active role in monitoring and managing future UDLAGs 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 calculation of the proportion of the total
dollars that were unnecessary (i.e., U) can be obtained by the following
formula:

S1+35+ip +l3
U =

-
{where T = total UDAG funds in project grant agreements).

Ly is excluded from the formula because, in these cases, all of the
UDAG was necessary, even though some of the private investment was not
stimulated by the UDAG. For‘examp1e, 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

follows:
$1 = $10,29 million*
Sz = § 4.05 million !
Lo =% 2.57 million
L3 =8 2.74 million

T = $116.59 million

S1+52+Llp+ L3 $19.6 million
U= =
T “$116.6 mitifon

.1?

* One project accounts for $8.825 miilion of 53§ or 45 percent of total
unnecessary funds in sampled projects.
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APPENDIX B: BIBLIOGRAPHY

Abt Associates, Inc., and Dalton-Dalton-Newport, Inc. The Urban Develop-

ment Action Grant Program: A Preliminary Assessment of Impacts and
Issues. Cambridge, MA: Abt Associates, March 198U. (Keport pre-
pared for U.S. Department of Housing and Urban Development,}

This paper is Part I of a series of reports commissfoned 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 application and time of
award. Since the data represent planned activity, the analysis can be
considered representative only of potential program impacts. No policy
recommendations are offered.

. The Urban ODevelopment Action Grant Program: A Preliminary

Evaluation Design. Cambridge, MA: Abt Associates, July 1930. (Re-
port prepared ftor 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
{ssues of substitution, economic and social displacement, indirect and
multiplier effects of subsidized development, and the potential fiscal
impacts of projects. The report provides the methodolegical framework
on which a study of the UDAG program might be based.

. The Urban Development Action Grant Program: A Comprehensive

Evatuation Design. Cambridge, MA: Abt Associates, March i98l. (Re-
port prepared for U.S. Department of Housing and Urban Development.)

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 within each category, are discussed: {investment, employment
and income, housing and residential location, Tocal fiscal effects,
and tocal government capacity to perform economic development. The
evaluation design emphasizes survey-based methodology.

. Questionnafres for UDAG Evaluation. Cambridge, MA: Abt Assoc-

{ates, July 1981, {Report prepared for U.S. Department of Housing and
Urban Development.)
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Tnis 35 3 cempilation of propesad data coilaction ins%rauents designed
to sraviag {aformation necessary for answering juestions ragaraing the
impacts oF vxdividual UDAS projects or groups of projects. Tne cate-

gories of impaces mirror those identifisd in the third report of this

series {see previous entry), and assume a survey-based evaluation

methodology.

Associates, Inc. The Urban Development Action Grant Program:

A Preliminary Assessment oy Impacts and issues. Cambridge,

#k: ADT Associaties, 1980, {keport prepared for U.S. Depariment of
Housing and Urban Development.}

This study addresses a broad range of the possible impacts of UDAG
{e.q., 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 appiicaticn and actual achievament, it is too early to make a
fair assessment of UDAG's actual impacts. Estimated impacts based

on grant application data are presented.

Birch, David L. "The Job Ganeration Process.” Program on Neighborhood

and Regional Change, M.1.7., 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
pacer concludes that small and independent firms created more than
half of 211 new jobs and that larger corporations are more 1ikely than
small firms to redistribute their operations, through expansions in
growing areas and through contractions in declining areas. Thus, it
is differential branching, not physical migration, that causes many
of the regional differences irn job growth, especially in manu-
facturing. Since small and independent firms are also inherently
riskier, it is difficuit to develop an effective strategy of net

new job creation utilizing their growth potential.

lair, John. "Increasing UDAG's Economic Development Impact.”

Washington, DC: . S, Department of Housing and Urban Development, un-
dated.

This paper compares UDAG grants to UDAG Toans 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 UDAS office could structure a modified tandem plan
for buying and selling such loans.

Byrne, Robert M.; Porter, Doug®as R.; and Baker, Elizabeth D. "Urban

pevelopment Action Grants: An Investment Solution.” Urban Land,
¥ol. 32 (June 1283,
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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
Development.)

The role of housing as a component of economic development strategy is
examined. Among the issues discussad are the rationale for incTuding
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 deve)lopment.
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 Tocal economy -- and employment
-- improves since people are more likely to shop closer to home., -

Ciink, Elnora, Cathleen Finn, and George Reigeluth. Program Design
and Program Results in Federal Economic Development Programs:
A Discussion of Issues. Cambridge, MA: Dalton-DaTton-Newport,
Inc., January I881. (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, £DA, and FmHA programs, the report then traces the pro-
grams through the predevelopment stage, project conception, and
initiation. It then examines the effecis 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.
Washington, OC: National Commission on Employment Policy,
December 1380.

This report focuses on how Federal programs to improve the
employment prospects of unemployed persons {who are economically

and educationally disadvantaged) could 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 weli
as the barriers to) effectively coordinating economic development,
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aapioyment and Training pregrams.

Finally, several recent demonsirations, designed 10 ovsrcome the
barriers, are reviewed.

n

Farnham, Paul. "The Targeting of Federal Aid: Continued Ambivalence.
Public Policy 28 {Winter 1981): 75-85,

This paper examines the process by which HUD categorical grants
for urban and sermunity Jdevelopment were transformed into
comrunity development dbiock grant programs. In addition the
paper focuses con the debate that has occurred over the
implementation and renswal of this legistation. It then
exzmines briefly the benefits and costs of targeting,

i.e., administrative and compliance costs at all levels of
government and the 1oss of flexibiiity at the local level.

Gist, John R. "drban Development Action Grants: Design and
Implementation:” Urban Revitalization, pp. 237-252. Edited
by Donald Rosenthal. Beverty Hitis, UA; Sage Pubiications,
1980.

This paper addresses the design and operation of the UDAG
program. The issues addressed include; the regional distri-
bution of UDAGs; the program’s ability to target funds to

thae most distressed areas; the ability to attract private
investment; and the types of projects that UDAG has funded.
The author concliudes that UDAG is similar to the Urban Renewal
Program 1n the kinds of activities undertaken. With respect
to the targeting of funds to distressed cities, the author
conciudes that the intent of Congress -- to use the level of
distress as tne primary selection ¢riterion for UDAG awards
-- is basicaliy met during implementation. The author also
concludes that the UDAG program’'s claims about successful
leveraging of private funds are questionable. Finally, the
guthor reports difficulty in assessing the Tegislative re-
quirement regarding a “reasonable balance” of funds among
industrial, commercial and housing project types.

Gottschalk, Peter T. "Regional Allocation of Federal Funds." Policy
Analysis, 7 {(Spring 1981): 183-197.

This study providez an empirical analysis of the regional alloca-
tion of federal funds. Feadera’l spending was found to vary with
the stace § unemploywant rate, average real income, and Tevel

of urbanization. Hd1ding these factors constant, the Snowbelt
states still received a smaller net flow of federal funds

than comparable Sunpeit states. Within the Snowbelt region
{including Northern New England, Southern New England, the
Mid-Atlantic, and Great Lakes States), there were differences

in ampuntis of federal funding., The Great Lakes states received
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the smallest net flow of funds, while 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 {ncomes.

Greer, Nora Richter. *St. Paul and the Uses of UDAG."™ AJA Journal,
70 {March 1381): 82-84. —

This article examines the use of UDAG funds in St. Pauyl for
projects ranging from neighborhood rehabilitation to hotel
renovation to development of an industrial park. The
projects have beoosted property and sales taxes, retajl 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 meetings of the Eastern
Economics Association, April 1881,

This paper reviews the UDAG program and outlines a framework
for assessing effectiveness. In addition to those specific
impacts which ¢an be measured in time, the author suggests

that the program's value should be determined by its ability

to achieve Federal goals in estabiishing urban economic devalop-

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. tdited by
Norman GTickman. Baitimore, MD: Johns Hopkins University

Press.

The authors discuss the {ssues behind targeting of assistance
and the urban impacts of UDAG, inciuding different types of
potentfal substitution. They then examine available data for
the early months of the program (through October 1978) far the
various {mpacts 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 Develcpment,

HMarch 1981,

This preliminary assessment of UDAG as a Federal tool for
urban economic development discusses UDAG program Character-
istics and program expsrience 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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affectiveness of UDAG and other development pregrams. The
report concludes that early evidence indicates that UDAG is
achieving is narrowly-defined objectives but that these
objectives need to be reevaluated from a broad public policy
perspectiys in view of their potential implications for aggre-
gate productivity and growih.

Xatzman, Martin T. *The Case Against Bailing Out Distressed Cities.”

Policy Studies Journal, forthcaming.

According to the author, regional and area development strategies
are less effective than policfes that target benefits directly

to the poor. It does not {ollow that because poor peopie live

in distressed areas that the local fnstitutions of those areas
{pubiic and private} should benefit from a redistribution of
funds. An area development strategy tends to reward nonproduc-
tive businesses and govermments., Horeover, such 3 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 {s not an effec-
tive instrument, because firms in distressed cities are not
necessarily hurt by probiems of access to private capitai. More-
over, a negative {ncome tax would be a more effective way to
provide benefits to the peoor than area-wide economic development
and job creation strategies,

Kurtz, Daniel P. The Lodging Business in New England: Operations

Investment and Labor in a Highly Seasona! Industry. Cambridge,

WE: Harvard-BIT Joint Center for Urban studies, May 1980, {Draft.}

In a broader review of the lodging business {n Mew England,
the role of UDAG §s touched upon briefly. The 2uthor cites a
General Accounting 0ffice staff interview with three large
institutional lenders concerning their investment criteria

and judgements. One interviewee said that he, 1f given the
choice, would avoid any involvement with goverment in joint-
financing a project. Another stated that UDAG was being used
to push “crazy desls" with financing at 100% cost. The third
fender saw UDAG as "the gravy;"™ a project was evaluated on its
marits and UDAG was frrelevant to the investment decision.

My, Judith ¥. T"lLeveraging Performance of Federal Zconomic Develop-

ment Prograns.” Washington, DC: U.S. Department of Housing and
Urban Cevelopment, May 1981,

This paper sxamines the leveraging performance of four different
federal economic development programs: Title ! Public Works

and Development Facilities under the Econamic Development
Administraiion, BUD's Urban Development Action Grants, EDA's
Business Developwent Program, and the Farmers Home Administration
Business and Induszrial Loan Pragrsm, The author describes the
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four different programs in terms of objectives, sirategivs and
definizions of private and public fnvestment. She describes the
difficulty In comparing the leveraging performance of the four
prograns. 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 performance: private investment leveraged by each of
the federal 2conomic development programs and total (public and
private) investment per job created or saved.

Myers, Phyllis. "txamining UDAG's Record.” Urban Land 39

{October 1980): 25-28.

This article was based on 2 study conducted by the Conservation
foundation to determine the effect of UDAG projects on urban
envirormental conservation. The author states that UDAG probably
funds more rehabilitation projects than any other government programs;
however, the UDAG program gives only 1imited attention to assess-
ments of environmental impact. In only half the projects studied,

the City govermments called for envirommental impact statements.

The conclusion of the study {s that UDAG should expand and improve
consideration of envirommental issues in the review of project
appiications.

Myers, Phyiiis. UDAG and the Urban Environment. Washington, DC:

The LConsarvation toundation, March 1531,

This study was conducted by the Conservation Foundation to
assess the effect of UDAG projects on the urban enviromment.
Specifically, this paper examines the importance of Environ-
mental Impact Statements and Section "106" review {impacts

on buiidings 1isted on or eligible for the National Register)
in UDAG planning and review. 1In 1879, local controversies
arcse in several communities over issues of environmental
quality and historic preservation, causing delay in project
implementation. A& major research question of this study 1s
the extent to which these issues are identified and resolved
early 1in the UDAG planning process, and whether the local
controversies were exceptfons or indicative of a more general
problem. The study reports that procadures in place during
this study for Jccal environmental assessment and 106 review
did not generate the information concisely or early enough

$0 De used by UDAG staff in reviewing projects for preliminary
approval. The study concludes by observing that recent trends
in UDAG legislation and reguiations, as well as new procedures
for State Historic Preservation Officers and the Advisory
Council on Historic Preservation, emphasize early identification
of key 1ssues and 3 streamiined review process.

Myers, Phyllis, ad. Urban Conservation and Federally Assisted

Eronomic Developmert §n Cities: Putiing It Together.
-193-




Washington, Do:  The Consevvation Foundatisen. Ju') 1830,

This report includes papers presented durirg 3 sfonference
sponsorged by urban conservation groups to discuss the impact
of UDAG on preservation and rehabilitation activities. The
papers have shown that UDAG's impact is generally positive.
However, 40% of commercial projects involvad majer Clearance,
lacked consideration of wotential re-use and appeared %o
threaten the ¢ity's economic and architectural make-up.
Controversial projects were characterized by a lack of survey
information abou* historic buildings ¥n the community. The
preservation-grisnted projects compared favorably to the
more conventional demolition~-oriented projects in terms of
private investment Jeveraged and jobs created. The report
recommends more attention to conservation concerns in
project planning and more federal {nfluence to encourage
preservation planning by cities.

Nathan, Richard P. and Webman, Jerry A., eds. Urban Development

Action Grant Program: Papers and Conference Procgedings Un
TIs First Two vears OF Uperacion. princeéton, #J: Princeton
Uroan and Regional Research Center, 1380.

Distinguished governmenz, business, and research representa-
tives met for two days in Hovember 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 UDAG program, and the ways in which the program can

best be assessed and mproved as an effective economic develop-
ment tool. This volume presents =dited proceedings of the
conference, an analytical paper on the UDAG program and &
statistical profile of the program’s activities.

Pierce, Meal and Hagstrom, Jerry. “Preservationisis Oppose

Jevelopers Over Use DT HUD Action Grants.” National Journal
{dune 7, 1980}: 933-235.

The article describes a growing controversy between preserva-
tionists and downtown developers over the re-use or destruction
of nistoric buildings. In addition, the articie discusses the
role of UJAG 1n the controversy. Cities referenced include
pitesfield, Charleston, Louisville, and Detroit.

Raffel, #. “Iadustrial 2oiicy and Rezgional Policy.” {(draft}

Washington, DC: U.S. Economic Development Administration,
Hovember 1830,

This paper discusses the interaction between industrial and
ragional policies as tools to aid the revitalfzation of the U.S.
2conomy. In partfcular, the paper fndicates that reliarce upon
one policy direction may aot preduce the positive adjustments in
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the sLonsy necessary 0 respond to competitive pressures stemming
from aifferent sectors of the U.S. economy and from forsign sources.
The paper uses data from EDA, FmHA, and UDAG,

Rich, Michael J. “Hitting the Target: The Distributional Impacts of

the Urban Development Action Grant Program." Evanston, IL: Northe
western University Center for Urban Affairs and Policy Research,
1880,

This paper is a quantitative analysis of the extent to which UDAG

has been targeted to the most distressed cities according to its
Tegisiative mandate, In addition, the paper examines the kinds

of projects supported by the UDAG program. The model incorporates
the six categories used by HUD iIn determining degree of distress

and tesis sach for r2lative importance in UDAG’s allocation of

funds, The paper concludes, however, that population is relatively
more jmportant than any of the distress criteria in predicting the
allocation of UDAG dollars. Morecver, when population is normalized,
(i.e., when distribution of UDAG dollars is reported on a per capita
basis), smaller 2nd medium s5ized cities fare better than larger cities.

Rutgers University CLenter for Urban Policy Research. The Fiscal

i

Impact of Economic Development Programs: Cxse Studies of

the Local fLost-Revenue Impligations of hUD, tDA, and rmbA
Projects. Wew Brunswick, NJ: Rutgers Universiily, November 1980.
Washington, D.C.: {Report prepared for U.S. Department of
Housing and Urban Development.)

This paper is a guantitative analysis of the primary and sacon-
dary fiscal benefits that flow to local jurisdications which
have received Federal economic development assistance, Eleven
cities in Wew Jersey that have received UDAG, EDA, and FmHA
assistance are used as case studies for the development of
complex measures of cests and benefits. The paper concludes
that overall, both primary and secondary fiscal benefits
exceed the costs of generating these benefits. This s
especially true in declining communities which are relatively

poor.

Satterthwaite, Ann. *Is It the New Urban Renewal?" Preservation

Hews 19 {Decemper 1878): 1.

This article reports on the October 1978 meeting of the National
Trust for Histor{ic Preservation at which four case studies of
UDAG-Tunded projects threatening historic buildings or neighbor-
hoods were presentea by local preservation and neighborhood
groups. The articla contends ¢hat conventional review processes
were ignored whils the four rase study projects were streamroiled
through., Ovar21l, the article foncludes that UDAG threatens
historic preservation s¥foris,
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Stanfiald, focnslle L. “Econowic Deveiopment A¥¢; 3Jhel” -Bame ov

the K@y o Urban Rejuvenation.® Hational Joursa! {March 23, 1281):
494457,

Through the use of interviews with 2 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 Federa) or 1ocal levei. Both the arguments for creating the
program {i.e., the Carter Administration’s position) and the argu-
ments for ending the progran {i.e., OMB's recent position) are
presented.

Stevenson, Eric. A Developer's Guide to Urban Development Action

Grants." Real Estste Review, 10 {Winter 1981): 80-86.

This is a brief summary of the major features of the UDAG
program. 71he article includes discussions of the criteria for
selaction of UDAG projects, the application process, the
selection procedure for a grant, and the types of projects

and methods of financing UDAG projects. The rale of Industrial
Revenue Bonds 1s also emphasized.

Todd, Willdam R. Reviaw of Urban Development Action Grant Program,

washington, BCT W.S. Depariment of Housing and Urban Deveiopment,
Office of Inspector General, 1980.

This report stiempts to determine the adequacy of the policies,
procedures, and systems in affact for processing and approving
applications znd for executing grant agreements in the UDAG
program from October 1377 through June 30, 1979, The review
found that delays in execution of grant agreements and draw-
down of approved UDAG funds indicate a need to implement
procedures 0 strengthen the project selection system. The
rev;eu also recommends improvement {n file control and documen-
tation.

U.S. Congress. Congressional Budget O0ffice, "Urban Development

Action Grants: Initial Program Experience, Issues and Uptions.”
August 1580, {(Drart)

This raport details UDAG activities during FY 78-79 in order to
provide preliminary {nformatisn to the Congress {in {ts reauthor-
jzatfon review) regarding long-term issues, 2s well as the balance
to be sought among dffferent types of projects and appropriate
funding lavels. Issues addressed are 211gibiiity requiraments,
tyres of projects aided, projects’ fmpacts, and the mixture of
public and private funds.
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U.S. Zongress. House Aporopriatisns Committee, Jurvayr and Investigaw
zimn Staff. A Report to the Committee on 2oprocrestions. U,S.
Houss of Representatives, on thne Urpan Develcpment Action brant
Program. April. 198U

This rsport is based on a review of tne UDAG program that was
reguested by the House Appropriations Committee in June 1979,

1t addresses the general issues of program regulations, program
practices, expenditure rates, and program impacts. The metho-
dology includes fie'd staff visits to an unspecified number of
projects n ten states. Over one hundred 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 balance in project types and
more encouragement of neighborhocd revitalization projects.
Overall, the report conciudes that UDAG works well in industrial
and commercial zreas but not as well as in conservation of viable
residential neighborhoods.

U.S. Congress. House Committee on Govermment Operations.
Statement of Dennis J. Dugan, Chief Economist of U.S. General
Rccounting Oit.ce, Before tne Subcommittee on Intarnational
ReTaticns and Ruman Resources. May 1879,

This testimony reviews the impact of UDAG for selected projects.
it inciudes information on the number of jobs created, the extent
of Teveraging, and program beneficiaries. Seventeen grants were
reviewed; grant sites were visited, and interviews held with city
and #UD officials and some developers. The testimony jncludes
fact sheets for each grant awarded, It also in¢ludes grant pro-
files and economic impacts as calculated by HUD, by grantees,

and by GAD.

U.S. Department of Housing and Urban Development. The Action Grant
Information Book. Washington, 0C: USDHUD, September 13930.

This pamphlet provides a brief description of the eligibility
requirements for UDAG funding and the process invoived for
gaining a grant.

U.S. Department of Housing and Urban Develeopment, Action Grants:
Revitatizing and Consevving Cities. Washington, DC: USDHUD,
1580,

This publication describes examples of UDAG's projects
developed to revitalize central business districts, older
neighbarhoods and industrial areas.




u.s.

separtment of Housing and Urban Bevalopment, HUD “n‘vﬂ*
Bopz Wo. 1: Urban Development Actior Grant ”9 T3

53 am
Sma»i Lities. Wasnington, DC: USDHUD, AfTanta Re gzona.

G? Tice, 1930,

U.S,

U. S

This booklaet uses a question and answer format to describe
criteria ¥or small c¢ity participation in the UDAG program.
HUD officas are Jisted and UDAG awards for scme small

cities are described.

Department of Housing and Urban Development.
Jrban Development Action Grant Program. Washington, DC:

USDRUD, 1977.

This pamphlet provides a brief description of the UDAG program.
1t includes information on the criteria for metropolitan

city eligibility and selection and a description of the
application and award process.

Deparmment of Housing ard Urban Development,
Urban Development Action Grant Pregram: First Annual
Report. Washington, DU: Govermment Printing Office,

This report provides an overyiew of UDAG program background,

a review of progress made in the program's first fiscal year,

a description of the preject selection process, and a descrip-
tion of the rasults of an analysis of project appiication data
(236 projects awarded through FY 1978} and the responses from
a January 1979 survey of city officials that had received

UDAG awards.

U.S. Department of Housing and Urban Development, Urban Development

Action Grant Frogram: Second Annhual Report. Washington,
DC: Government Printing OFfice, 1980,

This report examines all UDAG projects awarded grants for the
two years FY 1978 and 1979. Information is provided on project
Tocations and characteristics, potential impacts, and progress

toward achieving those impacts &s of the end of fiscal vear 1979.

Some data on projeccs (including financial characteristics
and potential dmpacis) 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. wWashingten, DC: 5
DHUD, 1581.

Tnis report examines all UDAG projects awarded grants as of
FY Y880 %o assess projsct characteristics and planned impacts.
Analysis 15 orasented on a sample of 545 projects with executed
grant agrzemanis,
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U.5. General Accounting Office, Criteria for Particingtion in

drean Development Action Grarl Program Shouid Se &fined.
YWashington, DO USGAD T9&0.

A revigw was made of the six major criteria used by HUD to measure
urban distress and cities’ eligibility for UDAG participation. The
stucdy found that data on which criteria are based are old and/or
unreliable, that {for some criteria) time frames and assumptions
are questiomable, and that HUD's method of determining a city's
etigibility does not consider severity of distress for most of

the criteria.

U.S. General Accounting Office. Improvements Needed in Selecting

and Processing Urban Development Action Grants. Washington, DC:
USGAG, 1578,

This early study evaluated UDAG grant approval, rejection, and
noldover decisions with reference to program's objectives and
criteria for grant approval. Eighteen selected program grants
From the 1978 funding rounds were reviewed. The study found
deficiency in documentation and a lack of relationship of some
arants to program objectives and suggested the necassity for
improvemernit.

“4 UDAG Exemple: The Radisson Wilmington Hotal." Urban Land 39

{June 1880}: 5-8.

This articie descrines 2 successtul UDAG project -- the Radisson-
Wilmington Hotel. It reviews the background, project design,
primary actors in the development process, and development issues.

Urban Land institute. Findings of the Special Advisory Panel for

the Urban Development Action Grant Program. Washingten, OC:

Urban Land {nstitute, 1980,

A panel of experits 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 othar local efforts at economic revitalization, the
necessity of UDAG funding for project development, the role of
BDAG in atiracting private sector funds, and the types of public
objzctives met by UDAG. The Pznel concluded that UDAG is
accomplizhing its ebjectives and is worthwhile for both the

public znd private s=2c¢tor. The major danger to the program is
“bureaucratization,” which would endanger its principal advantage:
“fast delivery in a high risk enterprise.” The Panel also

urged a Zelicate balance between UDAG deal making and city initia-
tive and swggested that present policy of providing loans instead
of grants raised concerns, It suggested some possible improvements,



rban Land instituté. YDAG Partnerships: Hine Case Studies. Masniagton,
B0: Urban Land InstTtute, 1980.

Hine Case studies, representing a range of UDAG-2)1gfble activities,
are presented. Some cases desCribe how real estate deavelopment deals
between the public and private sectors can be structured.

Wetman, Jerry A. "UDAG: Targeting Urban Economic Development.” Political
Science Quarterly 96 {Summer 1981): 189-207,

This article analyzes whether UDAG 1s successful {n attracting new
private investment into declining urban areas. A study of {mpaction
shows that more distressed cities did recefve disproportionately more
UDAG Grants than the less distressed cities. However, the pattern is
reversed for the private invesiment that UDAG leverages. Lless dis-
tressed cities received more private investment than more distressed
cities. The author concludes that UDAG must be considered as ¢ne of

a number of available types of aid to distressed citiss. By encouraging

shifts in investment among areas, UDAG can speed the transition of dis-
tressed areas to new -- 1f reduced -- economic functions. If UDAG indeed
shifts investment to distrassed areas where it would not otherwise occur,

then UDAG can play an important rate in this adjustment process.

weicher, John £. Government Urban Policy and the Lender, ¥ashington,
pC: The Urban Institute, 7575,

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 old urban renewal program.



This repert was prepared by:

Division of Policy Studies
Office of Policy Development apd Research
B.5. Department of Housing and Urban Development

E. 5. Savas, Mssistant Secretary
for Pelicy Development znd Research

Feather O°Canncr, {Acting) Deputy Assistant Secretary
for Policy Development

Martin D. Abravanel, Diractor, Odvision of Policy Studies
Yathlean A. Peroff, Deputy Director

Paul Gatons, Mrector, Division of Urban Studies, Office of Community
Planming and Development

Merbers of the Study Temm:

Michael Browm F. 3tevens Redburn
Charies E. Connerly Lester Rubin
Pebarah Devine Howard A, Savage
Ji¥T1 5. Ehrenreich Bavid Y. Sears
Stephen R. Bodwin Ceeile Smull
Christine M, Howells Ran Wienk

Anna Lloyd w1t am Zook

Joseph P, McCormick, II

Special Assistance was provided hy- Debarah Arnold, Pat Daly, Dick
Fath, Rita v. Gantt, Chariie Hughes, Barbara J. Murphy, John Mageskf,
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	COMPONENTSOFTHE"SOUDAGPROJECTSEXAMINEDFORTHISSTUDY&IIIIIIIIIIIIIIIIIIITypeofComponentStreetconstruction.paving.curbing.guttersIndustrialbuildings(newandrehabilitated)Water.sewerandutilitiesRetailbuildings(newandrehabilitated)Parking(includinglots.rlmpsandgarages)SitepreparationbypublicagencyEquipment(industrial)Officebuildings(newandrehabilitated)LandacquisitionbypublicagencyRelocation(business)Beautification(includinglandscaping.parks.streetscaping.pedestrianmallsandplazas)HousingRelocation(residential)Sho
	-14----------------."-IIIIIIIIIIIIIIIIIII1'--,.'-';';-...."o..-:f----.....:o::.r-~000~.._.._.~-",·r.'.-.;.-'--r--1-~'0locationofthe80sampleProjectscitydevelopmentofficials,developers,lenders,permanen!:employers,andotherkeyparticipants]1Thesewere-structuredhidiscussionguides,which~,~.~,::..~',~~...'-.--,'-,~,hadbeen1'l"etested"at:;'three"ilon-sample"·s1tes."-DfscussionswithIwider~ngeofprojectactors--eachwithdifferent.~ll!s•.perspec:~ivesandin­terests--wereaimedatelicitingaccmple~and-Objective.pictureofeacnpr
	IIIIIiIIIIIIIIIIIIIthelatter,teammembersjudiciouslyprobedforfurtherinformationandexplanationsinordertoarriveatareasonableconclusion.Followingthesitevisits,thisinformationwassytematica11yanalyzedtoaddresseachofthebasicissuesofconcern.ExpertPanelAnalysis.IndeterminingwhethertheUDAGwasneededtostimulateprivateinvestment,considerableassistancewasprovidedbyanindependentpanelofninenationallyrecognizedrealestatefinanceanddevelopmentexperts.Theseexpertsbroughttobearasetofexperiencein,andKnowledgeof,urbanrealestatede
	OrganizDti~nofThisReportTile:otudy'sfindingsontheextenttowhichUD~G{linGswrenecessaryarepresentedinPartII.IfaprojectwouldhaveproceededwithoutUDAG,thejobs,taxesandotherilllpactsgeneratedcannotbesaidtohive~enstimulatedbyit.PlirtIII,wllichpresentstheillpactfindings,takes'IntoaccountwhetherthoseillllpactscanbeattributedtoUDAG.WhilePartsIIIndIIIIddresstheextenttowhichUDAG'spurposesIrebeingaccomplished,PlrtIVexamineswh,ysomeprojectsIrenotproducingasllUlnybenefitsasexpected.AlthoughonlycitieswhichIreofficiallydesig
	Figure
	AnUrbanDevelopmentActionGrantisintendedtobeusedlillenitcancanbedemonstratedthatitisanecessa~catalystforeconomicdevelop­.entinadistressedci~.Inspiteofthefairlysevereeconomicproblemsfacedbysuchcities.somedevelopmentprojectswillproceedwithoutIUDAGII.'II'.IIIIIIIIIIIII2Substitution••IsUDAGNecessary?TheprimarygoaloftheUrbanDevelopmentActionGrantprogrllllistoinduceeconomicdevelopmentindistressedcitiesandurbancountiesbystimu­latingprivateinvestmentthatwouldnotother­wisehaveoccurred.Inthemajority(64\)ofcases.thisgo
	-20-11P.L.96-153,Section104(theWydlerAmendment)amendedSection119of--theHousingandCommunityDevelopmentActof1974.sHybecauseofthehighriskand/orextraordinarydevelopmentcostsassociatedwiththesetypesofplaces;inthesecases,developmentwillnotoccurwithoutUDAG.Often,thedividinglinebetweenthesetwotypesofprojectsisthin.Duringtheprogram'searlyIIOnths,UDAGreviewersdidnotemphasizethequestionofwhetheranActionGrantwasnecessarytoinducethepri­vateinvestmentinfundedprojects.Byearly1979.ho~ver.thisquestionwasroutinelyaddressed.I
	IIIIIIIIIIIIIIIIIIIsuchreview.Thus,UDAGmustdetermineonwhichsideofthedividinglineeachproposedprojectfalls.AddressingtheSubstitutionIssueSubstitutionoccursiftheUDAGisunnecessa~(i.e.,ifitismere­lysubstitutingforprivateornon-Federalfunds).Thesubstitutionissuehasthreeaspects:(l)Wou1daprojecthavehadthesamescopewithoutUDAG?(2)Wouldaprojecthavegoneaheadatthesamelocation(i.e.,withinthesamecity)withoutUDAG?(3)WouldaprojecthaveproceededatthesametimewithoutUDAG?Iftheanswertoallthreeofthesequestionsisyes,thenfullsubstit
	Location.>ormostprojects,tnelocationissue!S.laCi'esse:::ydeter­minin9whe"'hertheprojectwouldhavep~oceeded;11the.~rr.e1\1stressedcitywithou'ttlDA.G.Inahandfulofcases,howeve",the!JDAGprojectis<'lesignedtocontr-ibutetoanexplicit,location-specificcityeconomicdevelopmentgoal,suchastherevitalizationoftheCentralBusinessDist­i"ictorthedevelopmentofanindustrialpark.Forthesefewprojects,theappropriatelocatlonquestioniswhethertheproject,withoutUDAG,wouldhaveproceededinthesameneighborhoodorareaofthedistressedcity.Tim~I1
	Figure
	---""-----TnEINDEPENDENTPANE~OFREALESTATEINVESTMENTEXPERTSJeanC.Felts,(NewOrleans,LA)Vice-President,Ilaguespack,DupreeandFelts.Ms.Feltshashadextensiveexperienceinappraisalreviewofindus~rialandcommercialrealestatedevelopmentsandcarriestheprofessionaldesignationsofCREandMAl.Sheisalsoamemberof'theUrbanlandInstitute,t~eRealEstateBoardofNewOrleansandthe,LouisianaRealtorsAssociation.JamesA.Graaskam~,(Hadiso~,WI)ProfessorandChairman,DepartmentofRaalEstateanUrbanEconomics,theUniversityofWisconsin.Dr.Graaskampisalso
	Figure
	-26-sameprojectwouldhaveoccurredinthesameplaceandtimewithoutUDAGfunding.Ineddition,partialsubstitutionoccurredin13percentoftheprojects.Inthesecases,somepartoftheprojectdidnotdependonUDAGfunding.In15percentoftheprojects.therewassome,butnotsufficient,evide~cetosuggestthatsubstitutionmignthaveoccurred.Finally.intwooutofthreeprojects,theUOAGwasclearlyneededinorderfortheprojectAsstatedabove.UDAGprojectsIreobligatedtoMeetbothrequire­mentsoftheWydlerAmendment:UDAGfundsshouldnotsubstituteforpri­'liteornon-Federalpu
	IIIIIIIIIIIIIIIIIIIcontingentontheActionGrant.TheamountofUDAGfundsallocatedtoprojectsorprojectcomponentswhichfaileitheroftheserequirementsisequalto17percentofallUDAGdollarsexpended.11EvidenceofFullSubstitution.Conclusiveevidencethatfullsub-stitutionoccurredwasfoundinsixprojects(8t).FiveofthesixprojectsinvolvedthesubstitutionofFederalforprivatefunds.Inoneproject.Federalfundssubstitutedforlocalfunds.Thefollowingkindsofevidenceledtotheseconclusions:oExistenceofcommitmentstofundthesameproject(eitherpubliclyorpr
	bui1ding;thedeveloperprovidedparkingonlotsadjacenttothenewbuilding.oInstanceswhere,intheopinionoftheexpertpanel,therewassufficientfinancialfeasibilityfortheprojecttohaveoccurredwithoutUDAGandwhereevidencegatheredfromthefielddemonstratedapriorprivatecommitmenttotheproject.*Example:InahousingprojectwhereaUDAGwasfundedtohelpsolveadrainageprobleminthearea,thepanelistspointedoutthatunderordinaryproceduresofsubdivisiondevelopment,thefuturehomeownerswouldhavebeenassessedforthecostofcorrectingthedrainageproblem.Add
	IIIIIIIIIIIIIIIIIIIoProjectswheretheexpertpanelbelievedthatasmallerordifferentdevelopmentwaseconomicallyfeasibleandwheretherewasevidencefromthefieldthattheUDAGonlyin-ducedalargerdevelopmentthanotherwisewouldhaveoccurred.*Example:Inoneoffice/retailcomplexwhereUDAGfundedthecostsofclearingthesitefordevelopment,theexpertpanelpointedoutthattheofficecomponentofthenewbuildingwaseconomicallyfeasibleonitsown.Thelenderforthetheprojectstatedthatthebank(alsothedeveloper)hadbeenplanningtobuildanofficebuilding(withoutthe
	oExtraordinarysitedevelopmentcosts.*Example:Inadowntowncommercialdevelopment,theUDAGcoveredonlythecostofmakingthesitesuitableforde­velopment.Thesitehadnotbeenpreviouslydevelopedduetotheprohibitivecostofprovidingtheconcretefootingstocorrectforpoorsoilconditions.Thesitewastheonlyundevelopedparcelinthecitythathadthenecessaryaccessforacommercialdevelopment.TheprojectwouldnothavebeeneconomicallyfeasiblewithoutUDAG.oGenuinefinancinggap.*Example:Inadowntownrevitalizationproject,thedeveloperswereunabletoobtainsuffi
	IIIIIIIIIIIIIIIIIIIforexample,thelocationcriterionusedabovetakesintoaccountarea-specificeconomicdevelopmentgoalsofdistressedcities.Thiscrite­ri~ncouldbechangedtoincorporatewhethertheinvestmentwouldhavetakenplaceanywhereinthecitywithoutUDAG.Thischangeinthelocationcriterionwou1dresu1tinanadditiona1threeprojectsbeingrec1assifiedasinstancesofpartialsubstitution.However,suchanalterationinthedeflnition;s1essconsistentwiththeintentoftheprograms;nceitislefttothediscretionofdistressedcitiestodeterminehowtofocusaidin
	orinpart)atsomeunspecifiedtimeinthefuturewOtildbecountedasaprojectwithfullorpartialsubstitution.Thischangewouldresultin<lsmallnumberofadditionalprojectsbeingreclassifiedasfullorpartialsubstitution.Suchreclassificationwouldnecessarilybequitespecula­tiveinnature,however,asitrequiresjudgmentsaboutwhatdeveloperswoulddointhefutureandrequiresmakingassumptionsaboutfuturein­terestrates,futuredemandforproductsandservices,andfuturede­velopmenttrendsofcities.Itis,therefore,inappropriatetoinclude$uchadditionalcasesinth
	IIIIIIIIIIIIIIIIIII\IIIIIEXPERTPANEL'SSUGGESTIONSFOR~NIMIZINGSUBSTITUTIONTheexpertpanelistsallconcludedthatinsufficientattentionhasbeenpaidbyUDAGreviewerstorealestate/financialinvestmentanalysisinfundingprojects.Intheiropinion,IIbetterundstandingofrealestatedevelopmentandamorethoroughanalysisofprojectfeasibili1;yonthepartoftheUDAGstaffweuldhelptoavoidtheoccurrenceofsubstitu­tion.~anelistsmadethefollowingobservationsandsuggestionsonim­provingtheprocessofreviewingprojects:oThecurrentpolicyofrelyingona"butfor"
	thecitytoshareinthefutureprofitsofthedevelopment.Thistechnique,isbasedontheassumptionthatdeveloperswillonlyagreetosuchrequire-mentsiftheUDAGisessential;otherwise,theyarelikelytowithdrawtheirrequestforasubsidy•.l/Inextremecases,seniorUDAGstaffmaystresstoadeveloperthatanymisrepresentationoftheneedforanActionGrantisfraudulent.Finally,rev)ewerssometimescontactdisinterestedlocaldevelopersandlenderstoobtaintheiropinionsabouttherequire­mentforUDAGfunding.Thecurrentreviewprocessdoesnotemphasizethemarketdemandfor,or
	ISf:IIIIIIIIIIIIIIsl:>edwl8111IIII
	(2)Studyteamprojectionsconsistofestimatesof~atUDAGp,-ojects1>1111ultimatelyproduceintemsofprivateinvestment,jobs,revenuesandhousingunits--includingavailableactualresultsforprojectswhicharealreadyfullyorpartiallyoperational.Theyarederivedfromextensivediscussions,first­handobservations,andareviewofappropriatedocumentsdoneduringsitevisitsto80projectlocations.Theseprojectionsarebasedonthebestavailablepresent~nowiedgeofeachproject'scurrentstatusandexpectedaccomplishments.(3)Studyteamdiscountedprojectionstakeinto
	IIIIIIIIIIIIIIIIIIIInadditiontoprimaryimpacts,UDAGprojectsmayalsocauseavarietyofpositi'Jeandnegativesecondaryimpacts.ThesearediscussedinSec­tions7-10andinclude:(a)spin-offinvestmentactivity--additionalinvestmentinconstructionorexpansionofotherbusinessfirmsstimulatedbyUDAGprojects;(b)off-siteimpactsonexistingbusinesses--effects'Inthe1evelofbusinessactivityoffirmslocatedoffthesitesofUDAGdevelopme'1ts;(c)businessrelocation--thedisplacementofbusinessesassociatedwithUDAGdevelopments;and(d)householdrelocation--fa
	UDAGfundsareawardedtodistressedcitiesinordertostimulateeconomicactivitybyattractingprivateinvestment.Proposedprojectsarejudged,inpart,bythelIIIountofprivateinvestmentthatis·leveraged"bytheActionGrant.Threequestionsregardingleveragingareaddressedin~hissection.FirsthowmanyprivatedollarsarestimulatedbyeachUOAGPrecedingpageblankIIIIIIIIIIIIIIIIIIIf3LeveragingofPrivateInvestmentAnimportantmeasureoftheUDAGProgram'ssuc­cessinstimulatingnewinvestmentindistressed_placesisthenumberofprivatedollarsinvestedfereachUDAGd
	dollar?Second,howmanyprivatedollarsareli!;v<!ragedbyeachpUblicdollar(includingUDAG.aswellasotherFederal,stateandlocalfunds)involvedinUOAGprojects?Third,forwhatreasonsisthelevelofprivateinvestmentinUDAGprojectsoftendifferentfranthatoriginallyexpected?CalculationoftheUDAGLeverageRatioInexaminingtheimpactsoftheUDAGprogram,animportantindicatorofprogra.TIefficiencyistheamountofprivateinvestmentstimulatedbyeachUDAGdollar,referredtoasthe1everageratio.TheUDAG1everageratiois(a)thedollara~ountofprivateinves~nentinthe
	IIIIIIIIIIIIIIIIIIIsubstitution(i.e~,subtractingoutprivatedollar3thatwou1dhavebeeninvestedwithoutUDAG).Projections(b).and(c)at~basedoninfonnationobtainedon-sitefranthl!projects'developers.lendersandcitydevelop­mentofficials.TheoriginallyanticipatedaverageUDAGleverageratio.whichisbasedonprivateinvest.'l1entl!)(pectedatthetimeofthegrantagreement,is6.30:1;thatis,itisestimatedthateachUDAGdollarwouldstimulate,onaverage,$6.30ofprivateinvestment.StudyteamprojectionsindicatethatUDAG'sleveragingabilitywillbeevengrea
	I----~-----_·_--------.:7EP.MHI0I.OGY:PRIYAiEDOl.LARSIPrivateDol13~{a~usedincomputingl!Verager6tfQ§~;:oIncludethefulllmOuntofallunsubsidiz!dprivateIinvestment,e.g••equityand-arketrateloans.I,0Includethepresentnlue**ofalldirectlysubsi-dizedloans,suchasUDAGloansandleases,aswell4Sotherlow-interestloansmadebypublicagencies(e.g••theEconomicDevelopmentAdministrationortheSmallBusinessAdministration).oIncludethefullvalueofindustrialrevenuebonds.GovernmentNationalMortgageAssociation(GNMA)financingandguaranteedloans-
	-45-PRIVATEItlVESiMEIITLEVERAGEDSYUDAi.i{in.ill1onsofdol1arsl1/Thecomputationoftheaveragetotalpublicleverageratioiscomparable-inallrespectstothec~utationoftheaverageUDAG1everageratio.Thetotalpublicleverageratiois(a)thedollaramountofprivateinvestmentinaprojectdividedby(b)thedollaramountofpublicfundsinaproject.Todetenninethenumberofprivatedollarsleveragedbyeachpub­l~cdollarfortheprojectsexaminedinthisstudt.anaveragetotalpublicleverageratioiscomputed.11***55.OS87.OSPercentofAnticipated5.5***Projected(discounte
	TERMINOLOGY:PUBLICDOLLARSPublicDollars(asusedincomputingleverageratlos):oIncludeallActionGrantdollars.oIncludeallotherFederal,State,andlocalgrants.oExcludeallnon-UDAGsubsidizedgovernmentloans.Basedoninvestmentfigurescontainedinprojectgrantagreanents,eachpublicdollarwasoriginallyanticipatedtoleverage$5.25ofprivateinvestment.ProjectionsmadebythestudyteClllofprivateinvestmentthatwilloccurwhentheprojectsarefullyoperationalindicatethatpublicfundswillhaveaslightlygreaterleveragingabilitythanhadbeenanticipated:$5.
	IIIIIIIIIIIIIIIIIIII?R!VATEI~VES~ENTLEVERAGEDBYTOTALp~aLICDOLLARS(inmillionsofdoll~rs)1IProjectedProjected(discounted)OriginallyPercentofPercentofIAnticipatedAmountAnticipatedAmountAnticipatedIITotal~rfvate,IDol1ars$8:6.0$968.4119't$446.055"ITotalPulllicDollars$173.3$183.1106't**AverageTotalPublicleveragingRatio5.35.4103't4.484%*ProjectedtotalpUblicdollarswerenotdiscounted.Therefore,thisinformationisnotapplicable.tudeanddirectionofchange,aswellasinthefactorsresponsibleforsuchchanges.In56percentoftheprojects
	-48-Second,in31percentoftheprojectswithinvestmentincreases,scopeordesignqualitychangeshaveaffectedthecostoftheproject.For!xample.inadowntownrevitalizationproject,thescopewasincreasedsinceparticipationultimatelyincludedseveralsoresmallbusinessesthanorigin­allyanticipated.ThisincreasedparticipationMant,inturn,increasedprivateinvestmentintheproject.Third,in24percentoftheprojectswithinvestmentincreases,acom­binationofcostandJeopechangesareresponsibleforthefncrease.ForeXlllllple,inahousingconstructionproject,cos
	*I~c1udes~$100.i1110ncostoverrunonasingleproject.IIIIIIIIIIIIIIIIIIIr,II,lI,cti!l!ll"~jett~~rhllteInvestilentHn19projects)iotalCf'ig11'1lJlly!\i'!t1ci11itedPrivgteInvestmentIlet1)1Herenc!~ountAttribut~bletoCostOverrunCostOverrunsasaPercentofNetDifference-49-$%8!Rfllion*~$816lII'Ill10n5152llnlion*$131l1lillion*86\
	OneofthemainpurposesoftheUDAGprogramistoassistdistressedcitiesincreatingnewpermanentemploymentand,toIlesserextent,inPreceding~~geblankIIIIIIIIIIIIIIIIIIIiI4JobsCreatedandRetainedAmajorobjectiveoftheUDAGprogramistoin­creasethenumberofjobsindistressedc1ties.Detailedreviewoftheprojectsexaminedferthisstudyindicatesthattheprogram~llpro­duceimajority(77%lofthejobsthatwereanti­cipatedatthetimethatawardsweremade.Afterdiscountingfortheeffectsofsubstitution,anadditional15percentofallanticipatedjobscannotbeattributedt
	retainingexistingjOllS.!!Inaddition.illlAGl"eql.!~r!i~that,totheextentpossible.newjobcre!tionistobetargetedtolow-andmoderate-incomepersons.Threemainissuesguidetheanalysisofemploymentinthissection.Thefirstis.netherUDAGisactual1yachievinsitsemployment-relatedobjectives.Specifically,trilltheprojectsproducethenumberofnewAndretainedjobsthatireanticipatedatthetimetheawardsaremade?Theseoriginallyanticipatedenploymentlevels,andany1Il0dificationswhicharemadetothem,arecontainedintheUDAGprojectfilesor_,grantagreements
	IIIIIIIIIIIIIIIIIIIemploymentgoals,employmentdataweregatheredduringsitevisitsto80projects.Asecondjob-relatedissueisthecost,inActionGrantdollars,perjobcreated.ThisisoneindicatorofhowefficientUDAGisasaneconomicdevelopmenttool.l!Cost-per-jobdataarepresentedinthreedifferentwaystoallowforcomparison:thecostofeachoriginallyanticipatedjob;thecostofeachprojectedjob(basedonnewdataobtainedfirsthandateachprojectsite);andthecostperprojectedjobaftersubtractingoutthosewhich'IIOuldhavebeencreatedwithouttheUDAGsubsidy.Compa
	hadgeneratedalmost5,000newpermanentjobs,76percentofwhichhadlowormoderate~agelevels.Thistotalrepresentsjustunder31percentofthene~jobsoriginallyanticipatedfortheseprojectsandreflectsthefactthatalmost83percentoftheseprojects,eventhoughfaralongintermsofconst~uction,arenotyetoperationalorfullyhiredup.!!Th~refore,inadditiontocurrentemploymentasofJune1981,detailedprojectionsoftheemploymentlevelsthatwillbereachedwhenthesepro­jectsarefullyoperationalwerealsoobtainedfromdevelopersandperma­nentemployers.~Whenthesenewe
	IIIIIIIIIIiIIIIIIIINEWPERMANENTJOBSGEllERA1EDBYlJDAGProjectedProjected(Discounted)OriginallyPercentofPercentofAnticipatedNumberAnticipatedNumberAnticipatedTotalJobs16.23512,55877'S.10,07762'S.low!ModerateIncomeJobs9,2587,51981$6,58971$DifferencesBetweenOriginallyAnticipatedandProjectedJobsAlthough,intheaggregate.UO~Gwillproducefewerjobsthanhadbeenanticipated,one-fifthofthesampledprojectswillemploymorepeoplethanoriginallyanticipatedand13percentwillexceedoriginalesti~atesbyatleast20percent.Thecreatio~ofmorejo
	Whileone-fifthofUDAGprojectswilldoconsiderablybetterthanex­pected1ntermsofjobcreation,aboutone-thirdwillmisstheiremploymentobjectivesbyatleast20percent(~ichisroughlytheaverageforall20percentjobshort-fallshaveexperiencedsomesortoffinancialprob­lems,includingaveryfewcasesofprojecttenainationorbankruptcy.The,ollowingexamplesillustratewhysomeprojectswillnotfulfillanticipated~mploymentgoals.*Exam~le:Employmentinalarge-ci~industrialfirmiswellbe­lowheanticipatedlevelandmayneverequalit.Theemploy­er'scurrentprojecti
	-57-*Example:Duetounfavorableeconomicconditions.anemployerinvolvedinasmall-citycommercialprojectcancelledplansforexpansionofitsheadquartersfacility.Asaresult.thisprojectwillgenerateonlyone-thirdofthenewemploymentreferencedinthegrantagreement.1/Theemplo~~entdataarereducedonaproject-by-projectbasisforthoseprojectsdeterminedtohaveeitherfullorpartialsubstitution.ForprojectswithfullSUbstitution.allofthejobsaresubtractedfromtherevisedestimatesofemploymerrr-generatedbyUDAGsincetheywouldhaveoccurredregardlessoftheA
	-58-RETAINEDEMPlOYMENTGENERATEDBYUDAGTheprojectedemploymentthatwillberetainedwhenUDAGprojectsarefullyoperational1523percentlessthananticipate1inUDAGprojectfiles.Putanother~y,77percentoftheoriginalgoalsforjobretentionwillbe.et.Mostoftheshortfallcanbeattributedtotheoriginal.isc:lassific­ationofthesejobs--f.e••sernedevelopersIndpermanentemployerslabel­ledcertainjobsasretainedwhen.fnfact.theywouldnothavebeenlosttothefrdistressedcitiesfntheabsenceofUDAGfunding.OnlytwoknowillgwhetherIjob15reallybeingretained--~h:
	Figure
	developmenttool.Inturn,thisefficiencycanbecomparedtosimilarfiguresforotherFederalprogramsthatcreatejobs.NewPermanentEmployment.Usingthedetailedprojectionsofnewperma­nentemployment,itwillcost9.284UDAGdollarsforeverynewpermanentjobcreated.Thisis29percenthigherthanthe7.142UDAGdollarsperjobthatthatwereanticipatedatthetimethatgrantagreementsweresigned,andrepresentsanaverageUDAGcostincreaseofalmost$2.100perjob.lJTheUDAGdollars-per-jobfigureincreasesevenmorewhentheextentoffullandpartialSUbstitutionisconsidered.Dis
	IIIIIIIIIIIIIIIIIIICOST-P£R-JOBCREATEDAND/ORRETAINEDBYUDAGIProjectedProjected(Discounted)OriginallyPercentofpercentOfAnticipatedCostAnticipatedCostAnticipatedNewPermanentJobs$7,142$9,284130$$11,570162~NewPennanentandRetainedJobs$5,683$7,39213~$9,344164~tionresultsinaUDAGcostof$11,570perjob.Thisis,onaverage,$4,400higherthanhadbeenoriginallyanticipated,anditrepresentsanincreaseof62percent.!!Twelvepe~centoftheprojectsexaminedforthisstudyarenotexpec­tedtogenerateanynewpermanentjobs;theywereapprovedbecausetheypr
	creatingefficiencyistocanpareitscost-per-jol:;figure\ffththoseforotherFederalprogramsthatcreateorsavejobs.ThesecCl'l1parisonscangivearoughideaaboutwhetherUOAG'scostsarehighorlowana.thus.areusefulevaluationtools.Suchcomparisonsaredifficulttomake.how­ever.andshouldbeviewedwithsomedegreeofcautionbecauseof(a)sub­tantialdifferencesamongprogramsindesignandobjectives.and(b)signi­ficantdataand/ormethodologicalproblems.Programvariationisthebiggestobstacleinmakingcomparisons.Programsvary.forexample.intermsofthetypeso
	IIIIIIIIIIIIIIIIIIIBusines~DevelopmentLoanprogramcovers,onaverage,one-halfofdeve10p­men~costswhileUDAGusuallycontributeslessthanone-fourthofprojectcusts.Finally.Federalprogramsvaryintermsoftheareaseligibletore­ceiveprogrambenefits.Forinstance,businessloansmadebytheFarmer'sHomeAdministrationgotoruralareaswhichareshortofprivatecreditwhiletheUDAGprogramgivesfundstourbanareasdesignatedaseconomical­lydistressed.Dataormethodologicalproblemsalsopresentdifficultiesinacross-programcomparisons.Firstandforemost,cost-p
	-64-.JOBCOSTCOMPARISONS:UOAGYs.EDAfavorablyIrlththoseofEDA,bothfornewpenlla~..ntji);'S2ndforalljobs--whetherneworsaved.yUDAG'scostfortreatingnewpenlllnentJobsis12percentlessthanEDA's•.mileitscostofcreating~savingajobis20percentless.TotalEmploymentIncludingNewandRetainedJobs.TotalnewjobsandtotalretainedjobscanbeaddedtogethertoIssesstheUOAGcostofallpermanentjobssupportedbyUDAGprojects.Inthisregard.theundiscount­.edcostperjobis$7.392whilethediscountedcostis9,344UDAGdollarsperjob.!IThediscountedcostsrepresent16
	IIIIIIIIIIIIIIII,IIIICharacteristicsofEmployeesandTypesofJobsMostofthepermanentjobscreatedtodateappeartobelowerlevelbluecollarandwhitecollarpositions.Forexample,70percentofthenewjobsalreadycreatedaresales,clerical,services,orunskilledlaborerpositions.The~epositionsgenerallyofferwagesorsalariesclosetoorbelow80percentofthearea-wide,householdmedianincomesforcitiesinthesample.Therearevariations,however,inthekindsofjobscreatedtodatebytypeofproject.Ontheonehand,over40percentofthenewjobsinindustrialprojectsareeith
	DISTRIBUTIONOFNEWPERMANENTJOBSAMONGCATEGORIESTotalIndustrialCommercialNeighborhoodForAllProjectsProjectsProjectsProjectsProfessionalandManagerial17$Jobs14$17$20$SalesandClericalJobs13$431>451>36$CraftsmanandOperativeJobs40$a8$13$ServiceWorkerandLaborerJobs33$39$2n34$Total1001>100$100$1001>*I*Thepercentagesinthistablearebasedon4,993newper-manentjobsinexistenceinthe80sampledprojectsatthetimeofthesitevisits(June1981).I.ConstructionEmploymentInadditiontoassistingwithjobcreationandretentionofnewperma-nentpositio
	-67-structionworkwouldrepresent.Asexamples,twoconstructionworkers,moderate-incomewages.ThislowfigurecontrastswiththecomparativelybythehigherpayscaleintheconstructiontradesrelativetomostofthenewunskilledjobsbeingcreatedintheUDAGprojects.lJThedifferenceisexplainedbyi.e.,thetotalnumberoffull-timepositionsallcon-high(76%)figurefornewpermanentjobs.work.Theproblem,then,istotransformthenumberofconstructionworkersemployedonaparticularUDAGsiteintocomparable"full-timeequivalent"eachemployedonaUDAGsiteforfourhoursperd
	ThecontributionofaUDAGprojecttoaCity'seconomicdevelopmentismeasured,primarily,bytheamountofemploymentandprivateinvestmentstumulatedbytheUDAGsubsidy.Thereare,however,otherwaystomeasureitscontribution,suchastheamountoftaxrevenu~sthateachnewprojectIIIIIIIIIIIIIIIIIII5PrecedingpageDlankTaxRevenuesGeneratedThetotalamountoflocaltaxrevenuesgeneratedbyUDAGprojectsisprojectedtofallshortoftheamountthatwasoriginallyanticipatedbyasmuchas40percent,beforeallowingforsubsti­tution,andbyasmuchas50percent,afterdis­counting.T
	g~nEratES.UDAG'smanddte15tohelptoan~viateurbandistress,andonewaytilisisdonEi$byennanc;119thelocaltaxDase.Ofcourse,UDhGcanonlybegivenerectitforsuchtaxbaseenhancementiftheprojects~tsup­portswouldnothavebeendevelopedwithouttheprogram.TaxesGeneratedbyUDAGProjectsAtthetimethatHUDmakesapreliminaryawardofanActionGranttoacity,thecityestimatestheamountoftaxesthattheprojectwillgener­ate.1/Thesefigures,then,consititutetheoriginallyanticipatedtaximpactsoftheproject.Duringthecourseofthisevaluation,cityoffi­cialsprovided
	IIIIIIIIIIIIIIIIIIIearlierestimatestodetermineWhetherUDAGprojectswill,indeed,producetheoriginallyanticipatedamountoftaxrevenues.Forseveralreasons,whicharediscussedbelow,theUDAGprogramwillnotstimulateasmuchtaxrevenueashasbeenanticipated.Beforetakingsubstitutionintoconsideration,UDAGprojectswillgenerate61percentofthetaxesthathadbeenanticipatedatthetimethatgrantawardsweremade;aftersubtractingoutthoseprojectsorprojectcomponentsthatwouldhaveoccurredwithoutUDAG,itwillgenerateone-halfoftheamountthathadbeenoriginal
	-72-ExplanationfortheRevenueShortfallFirst,themethodsandproceduresusedtoestimatefuturetaxrevenuesprocessforseveralreasons.Un]ikeemplDymentandinvestmentgoals,IIIIIIIIIIIIIIIIIII50%$2.7AmountProjected(discounted)PercentorAnticipa;;ed61%Projected$3.3OriginallyPercentofAnticipatedAmountAnticipatedTOTALLOCALTAXESGENERATEDBYUDAGPROJEGTS*cempleteknowledgeofallthepotentialtaxconsequencesoftheprojectsproposedforfunding.Inaddition,HUDdoesnotrequireapplicantcities1:0provideathoroughaccountofhowestimatesarederived.Itfo
	-73-PROPERTYANDNON-PROPERTYTAXESG£NERATEDBYUDAGPROJECTS**Alldollarfiguresinthistablearepresentedinmillions.**SeeFootnote2,page2.originallyanticipatedtaxrevenues,intheaggregate,thedirectionofbiasistowardoverestimation.Second,changeslIlayhaveoccurredsincethetimewhentheoriginalcomputationsweremade.Forinstance,priortofunding,someprojectsareSUbstantiallymodifiedinscope,butitisnotclearthatrevenueestimatesarealwayslIodifiedinconcertwithsuchchanges.Asanotherexample,significantincreasesordecreasesinlocalpropertytaxr
	TOTALLOCALTAXESPERUDAGDOLLAR-74-1/Aneffectivepropertytaxrate(ETR)foracityistheaverageproperty-tllXrateforalltypesofrealproperty.AnETRisanominaltaxrate.adjustedfortaxexemptionandassessmentatlessthanfull.arketvalue.T!:e1976ETRs.\'hIichar:etheiIIOstrecentavailable.wereusedin'this&nalysis.ProjectedPropertyTaxesComparedWithCities'Effective-TaxRatesAnotherwaytoestimatepropertytaxrevenuesistoapplytheeffec­tiyetaxrate(ETR)ofacitytothevalueofallprivateinvestmentinitsUDAGprojects.!hissuggeststheamountofpropertytaxest
	IIIIIIIIIIIIIIIIIIIThereareseveralpotentialexplanationsforthedifferencebetweenthetwoestimates.First,notalltypesofprivateinvestmentinUDAGdevelopmentsmaybecountedastaxablepropertybycitygovernments.How­ever,mostoftheUDAGinvestmentwouldbeexpectedtobecounted,sinceitgoeslargelyforphysicalstructureandnonmoveablefixturesandequip­ment,bothofwhichareusuallytaxablebycities.Second,effectivetaxratesareinclusiveofsometaxeswhichmaynothavebeenincludedwhenmakingprojections.However,theoppositemayalsotrue:projectionsmayinclud
	-76-PROJtCTEDPROPERTYTAXES-GENERATEDBYUDAGPROJECTS,COMPAREDWITHEXPECTEDPROPERTYTAXES*Projected*Alldol';rfiguresinthetableIrepresentedin\Iill'lo.ns•~*Thesetof36projectsincludesallprojectswhereinformationonthecity'seffectivepropertytaxrate(ETR)isavailablefromtheU.S.'CensusofSovernments.***The"expected"propertytaxestobegeneratedbyeachprojectiscomputedbyMultiplyingtheprivateinvestmentintheprojectbythecity'seffectivepropertytaxrate(ErR).PropertyTaxes,36SelectedProjects**Expected,UsingETRMethod***$7.0$3.550$IIIII
	---------------772/Legislativeamendmentsin1981abolishedtherequirementofareasonable...balanceamongprojecttypes.1/TheoriginalUDAGlegislation(P.L.95-128.Section110)includedthis...language.The1981amendments(containedin"OmnibusBudgetReconcili­ationActof1981")deletedthis.SeeConferenceReport(toaccompanyH.R.3982)ofJuly29.1981.Untilrecently.theActionGrantlegislationincludedspecificlanguageabout"reclamationofneighborhoods."1JTodate.aboutone­thirdofUDAG-fundedprojectsareclassifiedasneighborhoodbecauseofthelegislativer
	llrojectsareeitherilldustrial.cOJm1ercial.orhousing(orsomecombina­tionofthese)andaredesignatedas"neighborhood"ifthebenefitsoftheDrojectareaimedataneighborhoodoritsresidents.Thissectionbrieflyex~minesthoseprojectswhichareexclusivelyorpartiallyhousinginnature.l./Most.butnotall.ofthehousingprojectsexaminedinthisstudyaredesignatedas"neighborhood"projects.Thesehousingprojectsmakeup19percentofthesampledprojects.TypesofHousingProjectsTherei~_considerablevarietyinthetypesofhousingprojectsfundedbyUDAG.Ofthe15housing
	IIIII'.IIIIIIIIIIIIIcation,second80rtgageloans,rentalsubsidies,rehabilitationsubsidies,andaIOrtgageinterestpoolforsubsidizinghomepurchaseinterestrates.HousingGeneratedThe1Shousingprojectswereoriginallyanticipatedtoproduceand/orassist5,316units.Basedondatagatheredfromdevelopers,cityofficialsandothersItthetimeofthisstud,y,itisprojectedthat90percentoftheseunitswillactuallybegenerated.AreductioninunitsinonelargeprojectaccountsforIIOStofthischange.!IInfourofthehousingprojects(thosewithfullorpartialsubsti­tution)
	HOUSINGG£IlERATEDBYUDAG*ProjectedProjected(discounted)OriginallyP2rcentof.PercentofAnticipatedNumberAnticipatedNumberAnticiplIted;No.ofHOlJsing7U.Units5,3164,76290'1;3,922UOAGDollarsPer1J1\1t**$2,198$2,403109%$2,913133%TotalPublic0011arsPerUnit$2,561$2,972116'1;***-*TotalProjectCostPerUnit$15,91918,586117'1;*....***..Data~recollectedon15housingprojects.Sincethisnumberissmall.generalizAtionsframthesedataaboutallUDAGhousingpro­jectscannotbeconsideredhighlyreliable.**Forprojects~thbothhousingandnon-housingcomp
	IIIIIIIIIIIIIIIIIIIPopulationServedMostofthehousingprojectsarelocatedindeterioratingortransi­tionalneighborhoods.Onlyabouthalfoftheprojects,however,aretargetedtolow-incomeor.oderate-incomehouseholds.IneightofthelShousingprojects,thereisnospecifiedincometargetingandunitsaregenerallypricedformiddle-incomeorupper-middle-incomehouseholds.-81-
	.Precedingpageblank83InadditiontotheprivateinvestmentdirectlyassociatedwithUDAGprojects,theseprojectsmayindirectlystimulateotherprivateinvestmentactivity(newconstructionorexpansion)indistressedcities.AUDAGprojectwasdeterminedtoinvolvesuchspin-offinvestmentwhen:(a)theinvestmentactivitywasnotlocatedontheUDAGsite;(b)suchactivityfollowedtheannouncementoftheUDAG-fundedproject;and(c)evidenceobtainedledtotheconclusionthatthisinvestmentwasverymuchinflu­encedbytheUDAGaward.Spin-offactivitieswereclassifiedasactual,II
	~~pectedar90tential.Actualspin-offsinvolvedconstructionorexpansiona'rea~undeNayItthetfEoftilesitevisits;expectedspin-offswerethosewherespecificplansexisttdfortheAdditionalinvestment.Spin­ofts~2reclassifiedaspotentialwhentheUDAGprojectinvolvedthe1nstal'atfonofinfrast~Jcturethatcouldbeusedbyanotherinvestor,orthecreationofastrongpositiveinvestmentclimatewhichcouldinduce?lIoreinvestmentsllIlletillleinthenearfuture.Actualorexpectedspin-offinvestmentactivit¥wasfoundin48percentoftheprojectsexaminedforthis~tud,y.An
	IIIIIIIIIIIIIIIIIIIIn39percentoftheprojects,actualspin-offswerefound.*Example:InaIIedium-sizedNortherncity,aUDAGwasusedbythecitytobuildapedestrianconnector~stembetweenapreviouslyvacantbuildingandadepartmentstore.Thisonce-vacantbuildinghadbeenacquiredbythecityandleasedtoaprivatedeveloperwho,inturn,convertedthebuildingintocommercial-residentialuse.Inanefforttotakeadvan­tageoftheincreasedpedestriantrafficresultingfromtheconnectorsystem,departmentstoresonbothsidesofthecon­vertedbuilding,collectively,spentapprox
	~nd~ighborhoodprojects~Te=orelikelythanindustTialprojectston4ve~ctualorplanned$pin-offinYes~ntactivity.Thecommercialandandnei~nborhoodca~gorieshave57and59percent,respectively.oftheirprojectsinvolvingthesespin-effs,comparedto22percentoftheindus­trialprojects.However,industrialprojectsareIUchearelikelytoereJtetfiepotentialforfutureinvestment(23Softheprojects},thaneithercommercial{OS}orneighborhood(3S)projects.•-86-IIIIIIIIIIIIIIIIIII
	87UDAGprojectsmayhaveanimpactonthebusinessactivity(e.g.,salesemployment)ofexistinglocalfimslocatedoffthesite.Off-sitefirms.aybeaffectedbecauseoftheirproximitytotheUDAGdevelopmentorbe­causetheycanpetedirectlywiththeUDAG-fundedproject.Dataonthenatureandextentofsuchimpactswreobtainedfromdevelopers.lenders.cityofficials.andotherinterestedparties.Itisnotpossibleatthistime.however.todeterminethelonger-termimpactsofUDAGprojectsonthebusinessactivityofacityasawhole.Forexample,itisnotknownwhether.andtowhatextent,UDAG
	Off~$itebusinessactivit;)'liasbeenaffectedin45percentofthe~roj~cts~xa"i'Iinedforthisstudy.AlthoughbothpositiveandnegativeiBpac:tshaveoccurred.positiveimpacts(i.e..increasesinbusinessactivit;y)Irefoundin35percentoftheprojectsstudied.whilepurelynegativei!lplctsarefoundinonlyfivepercentoftheprojects.Anaddi­tionalfivepercentofprojectsprovide.ixedresults(i.e••bothpositiveandnegativeimpacts).Insmallcities.UDAGprojectsareassociatedwithoff-sitebusinessactivityinalittleoverhalfoftheprojectscompared-to40percentofthos
	IIIIIIIIIIiIIIIIIIIByfarthelargestproportionofoff-siteimpactsisassociatedwithcommercialprojects.Three-fourthsofthecommercialprojectscausedoff­sitechangesinbusinessactivitycomparedto38percentoftheneighbor­hoodand17percentoftheindustrialprojects.AtypicalprojectwithpositiveimpactsisacommercialdevelopmentwherethecommercialIretailsectoradjacenttoitbenefitedthroughanincreaseinsalesvolume.*Example:Athree-storyUDAGshoppingmallwasbuiltinthedecliningretaildistrictofalargeNortheasterncity.Thestoresimmediatelyadjacentt
	Figure
	displacedaresmallbusinesses,rangingfromone-personenterprisestofirmsemployingupto30workers.E~lesof~pesofbusinessenter­prisesaffected~reroomingMuses,pawnsflops,restaurants,afurniturestore,beautysalons,Icostume-aker,aplumber,andateolanddie.anu­facturer.Metropolitancityprojectsaccountforalargerproportionofdis­placementthansmallcityprojects:thirtypercentoftheformerresultedinrelocation,comparedto13percentofthelatter.Amongprojecttypescommercialprojectsare.erelikelytocausedisplacementthanothers:36percentofCOlllller
	IIIIIIIIIIIIIIIIIIIHUD'sCommunityDevelopmentBlockGrant(CDBG)program;insomeprojects,however,aportionoftheUDAGfundswasea~rkedforthispurpose.Intheoneprojectthatdidnotprovidecompensation,thebusinessdisplacedwasaState-ownedandoperatedliquorstore.Someofthedisplacedbusinesses~re,orwillbe,adverselyaffectedbytheirdisplacement.Afinnwasconsideredtobeadverselyaffectedifit:(a)subsequentlywentoutofbusiness;(b)relocated,butfoundthenewsitelessdesirable,orexperiencedareductioninsalesafterrelocation;or(c)wasinvolvedinlitigat
	1/MartinAnderson,ThefederalBulldozer(Cambridge,MA:TheMITPress,-1964).HouseholdrelocationisIpolicyissueintheUDAGprogrambecauseanearlierHUDprogram,UrbanRenewal,causedextensiveamountsofrelocation.ThisoftencreatedsignificantlocaloppositiontoUrbanRenewaland,insomecases,theoppositionblockedorpostponedsuccessfulcompletionofprojects.1lIIIIIIIIIIIIIIIIIII10..PrecedingpageblankHouseholdRelocationHouseholdrelocationisnotinvolvedinlOstUDAGprojects.Only19percentoftheprojectsexam­inedforthisstudyhavecausedanyhouseholdre­
	TheextentofrelocationthatwillbecausedbyproposedUDAGprojectsisaselectionfactorusedduringtheUDAGapplicationreviewprocess.Projects'thatwillcauseminimalamountsofinvoluntarydisplacementaremorecompetitiveorattractivethanthosethatwillcauseextensiverelocation.!!Thissectionexaminestheextenttowhichfundedprojectsinvolverelocationofhouseholdsandtheextenttowhichassistanceisprovided.HOUSEHOLDRELOCATIONPercentageofprojects-causinghouseholdrelocation:19$Numberofhouseholdsrelocated,asoriginallyanticipated:430Numberofhouseho
	IIIIIIIIIIIIIIIIIIIIoriginallyanticipatedintheprojectapplications.Mostofthesehouse­holds(85%)remaininthesamecity.Thevastmajorityofhouseholdsthathavebeenrelocatedhavelowormoderateincomeswiththeaveragebeing$6,600.Althoughtheyreceivefinancialandpersonalassistanceinmoving,thesehouseholdspayanaverageofaboutone-thirdmoreforhousingafterrelocating.lJInmostoftheprojectswithrelocation,financialassistancewasprovidedundertheUnifo.rmAct.21Renterhouseho1dsreceivedvaryingamountsupto$4,000inrentalassistance,includingsecuri
	butthosewhichcontain!lousingcomponentsaccountforoverone-halfofallrelocation•.!!HouseholdrelocationisalsoIIOre11kelytooccurinllIetropolitanthaninsmallcitydevelopmentsanditoftenoccurssimul­taneouslywithdisplacementofbusinesses.Onefactort!lat.aycontributetorelativelylittlerelocationintheUDAGprogramisthefrequencywithwhichUDAGprojectsarelocatedonsitesthatwereoriginallyclearedundertheUrbanRenewalprogram.Twenty-four.percentoftheUDAGprojectsreviewedforthisstudyareeitherfullyorpartiallyli3catedonurbanrenewalsites.Th
	1/Thisrequirementhasbeendeletedbythe1981amendmentstotheHousing-andCClCII1lunityDevelopmentAct.Theprecedingsectionsoni~pactshaveexaminedtheextenttowhichbenefitsanticipatedatthetimeofthe-grantagreementshavebeenorwillberealized.ThissecUoncomparesindustrialandcommercillprojectsonseveralleasuresofeconomicdevelopmentbenefits,andseparatelydiscussesprojectsthatproduceorsubsidizehousing.Untilrecently,theUDAGprogramhasdesignatedprojectsas-indus­trial-,-commercial-,or-neighborhood.-!!ProjectsaredesignatedherebyIIIIIII
	their~~imaTYcharacteristicoxceptinthecaseofneighborhoodprojects.rh~setanbe~1therindustrial,cOMmercialorhousingdevelopments,andare6esignatedas-neighborhood-iftheyinvolvehousingorarelocatedinapredominantlyresidentialareaoriftheyprimarilybenefitaneighborhoodoritsresidents.Forpurposesofthisanalysis,neighborlloodprojectsarereclassifiedaseitherindustrial,commercialorhousing.l!Thesmallnumberofhous­ingprojects.however.precludescomparisonbetweentheseandcommercialorindustrialprojects.Thefollowingareusedasindicatorsof
	IIIIIIIIIIIIIIIIIII•oPercentageofProjectswithPositiveEffectsonOtherBusinessesintheCity.ThismeasurestheshortruneffectsOfvariousprojectt¥pesonbusinesseswithinthecity.Positiveeffectsincludeincreasedsalesvolumeforotherbusinesses.aswellasthestimula­tionofnewbusinessinvestment.Thisisonlyasea­sureofthefrequencyofindirecteconomiceffects.sinceitistooearlyinthelifeofmostprojectstolIIeasurethemagnitudeoftheeffectsintennsofin­creasedsales.privateinvestment.jobsandtaxes.oPercentageofProjectswithTaxAbatements.Thismeasure
	T!'>eyarealsomorelikely,however,tohavetaxabatementswhichmaypartiailyoffsetthegreatervalueofrecapturedfunds.J.!Thecostofcreatingnewpermanentjobsissomewhatsimilarforindustrialandcom­mercialprojects($9,619and$10,827,respectively).A1thou9hcommercia1projectsrequireadeepersubsidythanindustria1projects,theyaremorelikelytohaveshort-runpositiveeffectsonotherbusinesses.Unlikeindustrialprojects,thenarketeffectsofcommercialdeve10pnentsappeartobemorelikelytoremainwithinthecity,atleastintheshortrun.Althoughcommercialproj
	IIIIIIIIIIIIIIIIIIICOMPARISONOFECONOMICDEVELOPMENTIMPACTSOFINDUSTRIALANDCOMMERCIALPROJECTSIndustria1COl1lllercial(n=31)(n=33)Projected(Dis-counted)UDAGLeverageRatio6.303.90TotalPublicFundsasaPercentof10%25%TotalDevelopmentCostProjected(Discounted)UDAGCostPerNewPermanent$9,619$10,827FullTimeJobRecapturedFundsasaPercentageof11%23%UDAGfunds.ProjectsWithRelocated29%9%HouseholdsProjectsWithTax26%46%AbatementsProjectsWithPositiveEffectsonOtherBusinesses39%79%withinTheCity-103-
	totherevitalizationofthecommuni~01'theretention01'creationofjobs.u11Althoughhousingprojectsprovidefewerdirecteconomicdevelop­mentbenefitsthancormnercialorindustrialprojects.theymayhavesub­stantialsecondaryimpacts.Forinstance.anumberofcitieshaveusedhousingdevelopmentasapartofanintegratedstrategyforoverallcityeconomicdevelopment.Somehaveproposedhousingdevelopmentstoincreasethenumberofmiddle-incomeresidents.which.inturn.mayincreasetheaggregateder.landforgoodsandservices.Thisgreaterdemandmay.inturn.increasesale
	AUDAGprojectmaynotgeneratetheexpectedlevelofbenefitsforoneormoreofthefollowingreasons:Explanations••WhySomeProjectsAreNotMeetingTheirGoalsIIIIIIIIIIIIIIIIIII12~~~-~---PrecedingpageblankSomeoftheprojectsexaminedforthisstudywillfailtoproduceexpectedbenefitseitherbecausetheActionGrantwasnotneededforallorpartoftheinvestmenttohaveoccurredorbecausepre­dictionerrorsmadeatthetimeofthegrantagreementcausedbenefitstobeoverestimated.,Otherprojectsareexperiencingseriousunfore­seendifficultiesthatmayconstituteareallossof
	oSubstitution.BasedontheanalysisdescribedinSection2andsubsequentlyusedinthereesti~tionofprojectedimpacts,thebenefitsproducedbysome.orallprojectcomponentscannotbeattributedtoUDAGsincetheseinvestments~uldhaveoccurredanyway;oMiscalculation.Asnotedintheprecedingdiscussionofimpacts,predictionerrorsmadeatthetimeofgrantagreementaccountformuchofthedownwardre­visioninestimatesofprojectedbenefits--especi­allyfornewpermanentjobsandfiscalimpacts;andcUnforeseenProblems.Anotherexplanationfortheshortfallinprojectedimpacts
	wereoriginallyexpected.TheoriginallypredictedprivateinvestmentwillsarilyindicateprojectswherefinancialorotherprOblemshavereducedorTHEPROPORTIONOFUOAGPROJECTSWHEREBENEFITSWILLFAll20PERCENTORMORESHORTOFORIGINALEXPECTATION.BYTYPEOfBENEFITgainswillbesubstantiallyshortin3Spercentoftheprojects.Ofthe15housingprojectsinthesample.7percentwillproducesubstantiallyfewerunitsthananticipatedwhenthegrantagreementsweresigned.33$Theexpectedfiscal3S$13$Asnotedelsewhere,errorslIIadeatthe-109-Predictedbenefitshortfallsdonotnec
	PROBLEMSIDENTIFIEDINUDAGPROJECTStimeofgrantagreementincalculatingexpectedbenefitsarethelargest*At'present,about8.Spercent(102of1,201)ofallUDAGawardshavebeencancelledorterminatedIIIIIIIIIIIIII!IIIII321*1oTerminatedduetolackofprivateccmmitmentsoActualbankruptcyorclosureoInseriousfinancialdifficultyoProjectchangedsoastogreatlyreducebenefitsSeriousProblemsLessSeriousorPotentialProblemsI)Cancellationofoneormore-projectccmponents4oTemporaryfinancialdifficultyorshrinkage4oPoorphysicaldesign2oMajordelayincompletion
	I'.IIIIIIII•IIIIIIIIkindsofactualorpotentialproblemsaregroupedaccordingtotheirrela­tiveseverity,andthenumbersofprojectsineachcategoryareindicatedbelow.Aboutoneintenoftheprojectsexaminedforthisstudyhasaseriousproblemthateitherhasorthreatenstosubstantiallyreduceitspotentialbenefits.Asomewhatlargernumberhavelessseriousorpotentialproblemsthatwillprobablyreducetheirbenefitssomewhatorcouldbecomeseriousproblems.However,whilesomeprojectsarenowexperiencingfinancialproblems,theymayultimatelybeprofitableandofbenefitto
	inoneofthemostdistressedurbanareas.Thisprojectpro­misedtoproduceasmanyas300low-incomeandminorityjobs.Despitesufficientandgrowingdemandforitsproduct.itsproblemsaresosevereanditissounder-capitalizedthatfutureprofitabilityisfarfromassured.Problemsincludedifficultytngettingasse~b1ylineequipmenttoworkproper­ly.excessiveemployeeturnover.anunexplainedfire.muggings.cancellationofamajorpurchasecommitment.andashortageofworkingcapital.AsofJune1981.thecompany'sproductionvolumeandemploymentwerefarlowerthanprojected.Theo
	ReasonsForFailureToProduceFullBenefitsEconomicConditions.Changesinthenationaleconomyareamajor,associatedwithanyinvestment,thisris1<maybeaboveaverageforreales-UDAGs,likeotherinvestors,mustassesstheprobabilityoffailureandde-ThoseresponsibleforawardingInreachingthisdecision,theymust-113-*MajorDelay:Thisneighborhoodproject,originallysubmittedinthesj;,rfngof1979,isnotyetunderway.BecausetheUDAGstaffbelievedaprojectofthescopeoriginallyproposedwasbeyondthecity'scapacityandalsodisapproved,oftheproposeduseoftheUDAGfu
	.ahoweigh\lihetl'lel''ief':t1I19npotentialbenefitsareassociatedwithsomeoftheriskiestproposedprojects.BasedonanalysisoftheprojectsexaminedfortIlisstudy.several$Ourcesoffinancialfailurearepotenti411yidentifiablein!ldvanceand.therefore,canbeconsideredexplicitlywhenUDAG"warddecisionsIremade.AmongtheidentifiablesOlJrcesare:inexperienced.anagement;newproductsornewproductiontechnologies;Indproblemsassociatedwithaprojectsite.However.theseillayorlIIlaynotbethellIajorfactorsindeterminingWhetherprojectssucceedorfail.G
	IIIIIIIIIIIIIIIIIIIrealization,afinalaccountingofthenumbersthatwillfailtoproducetheirexpectedbenefitsisnotpossible.Afurtherindicationofemergingproblemsinsomeprojectsisprovidedbylookingatconstructionprogress.Atpresent,15percentoftheprojectshavefallenoneyearormorebehindtheiroriginalconstructionschedulesalthoughsomeofthesearefullybuilt.Another16percentarebetween3and12monthsbehindoriginalconstructionschedules.Fiveprojects,however,werecempletedatleastoneyearaheadofschedu1e.Delayedconstructiondoesnotnecessarilyli
	-------III.'IV.Distribution••IWhoGetsUDAGIAwards?IIIIII.IIIII------I,Precedingpageblank117,--.
	IIIIIIIIIIIIIIIIIIIDistribution--WhoGetsUDAGAwards?Ingeneral,themostdistressedUDAG-eligible13citiesaremore1il<elythanotherstoreceiveIUDAGawardsanddollars.However,thisisnotastrueforsmallasformetropolitancities.IThegreatertargetingofawardstothemostdis-I•tressedmetropolitancitiestoresultIappearsifroma1argershareofapplicationsbeingsUb-IIImittedbythisgroupofcitiesratherthanfromII,Iahighersuccessratefortheirapplications.In,,Ithecaseofsmallcities,however,themostdis-IItressedgrouphasabettersuccessratethanlessIIdist
	thuefore,concernsthedistributionofIJDAGfundswnichresultsfromthiscombinationofFederaltargetingandlocalinitiative.Theprimaryselec­tioncriterionforawards,assetforthintheprogramregulations,isthe"comparativedegreeofphysicalandeconomicdistressamongapplicants;"'therefore,onewayofaddressingthisissueistoseewhetherthemosteconomicallydistressedoftheeligiblecitiesbenefitmostfromtheUDAGmechanismforeconomicdevelopment.Toaddressthisissue,thissectionexaminesthedistributionofprogrambenefitstocities,calculatedintermsofnumber
	IIIIIIIIIIIIIIIIIIIcomposedofsixindicators:thepercentageofthecity'shousingstockbuiltbefore1940;thepercentageincreaseinpercapitaincanefrom1969to1977;the1970percentofpopulationatorbelowthepovertylevel;therateofpopulationgrowthbetween1960and1978;therateofgrowthofretailandmanufacturingemploymentbetween1972and1977;andthemostrecentaverageannualunemploymentrate.1/Theeligibilitythresholdoneachindicatoristhemedianvalueforallmetropolitanandsmallcities.Citiesreceiveaqualifyingpointforeachindicatoronwhichtheyexceedthed
	andcitiesillthefintj)ert;entilearethe1II0stl!ht\"~Sli:edcities,.nilecitiesinthelOOthpercentilearetheleast~istressed.llForpurposesofthisanalysis,ttl\!l'lInkedlistsofiletropoi1unilldsmalleligiblecitiesaredividedintofivegroupsor"quintl1es"lifdistress.Forinstance,E!lstSt.Louis,the1I0stdistressedofthew.etropolitllncities,isatthetopofthefirstquintl1e(Ql)oflIIetropo­Huncities.Huntsville,Alabama,theleastdistressedoftheL'OAG­eli~1blemetropolitancities,isatthebottomofthefifthquinti1e(Q5).Thevariationindistressbetween
	IIIIIIIIIIIIIII.IIII'politancities,whileonlyeightpercentwenttotheleastdistressedquintile.Althoughthemostdistressedmetropolitancitiesreceivemorebene­fits,onaverage,thanthosethatarelessdistressed,asmallgroupofthemostdistressedmetropolitancitieshasnotreceivedanyawards..lJTwelvecities,or17percentofallofthecitiesthatareinthemostdistressedquintile,haveneverreceivedanawardasofJune30,1981YThesecitiestendtoberelativelysmallermetropolitanplaces;withtheexceptionofMayaguez,PuertoRico,nonehasapopulationmuchabove50,000.l
	DISTRIBUTIONOFUDAGAWARDSAMONGCITIESBYDEGREEOFDISTRESSMetropolitanCitiesSmallCitiesNumberofPercentofNumberofPercentofGroupofAwardsAwardsAwardsAwardsEligibleCities01(MostDistressed)23637%13630%0218829%8619%039715%7918%047011%7116%05(LeastDistressed)498%7517%Total640100%447100%awards,thepatternoverallindicatesastrongertietoeconomicdistressformetropolitancitiesthanforsmallcities.Aboutonehalfofthesmallcityawardsgotothetwomostdistressedquintilescomparedtotwo-thirdsoftheawardstometropolitancities.Infact,onlythemos
	IIIUClA'APPI.ICAlIONSANDAWARPSBYDEGREEorDISTRESS~TROPOl.ITANCITIESI...5737IPIIERIcEN28TIIII..APPLICATIllNSAIIAItDSI•LU$1ID1STIlUIEl)IIUClAGAPPl.ICATIONSANDAWAROSBYDEGREEOrDISTRESS$/'tAl.1.CITIES58IIpE38IRCEN28TI18~APPU:CATIllNSIAIIAItDSIIII-125-I
	shownonthepreviouspage,metropolitancityapplicationsaremorelikelytocomeframthemoredistressedcities.Thirty-sevenpercentofthemcomefromthemostdistressedquintilewhileonlyeightpercentarefromtheleastdistressedquintile--a29percentagepointdifference.Bycontrast,applicationsarealmostaslikelytocanefromthelessdis­tressedquintilesofsmallcitiesasfranthemoredistressedquintiles.Thereisadifference,therefore,betweensmallandmetropolitancitiesintermsofwhereapplicationsareoriginating;thelessdistressedmetropolitancities,areineffe
	Inconclusion,themostdistressedsmallcitiesarenotmoreactive-127-54III8Q•....,....."...."_CESSRAlESBYOEGIlEEOFDISTIlESS••,---------<'8tressedgroups.Fifty-twopercentofallapplicationsclJllingfromthemostdistressedsmallcities,clJllparedtoonly37percentofapplicationscomingfromtheleastdistressedcities,culminateinawards.thantheirleastdistressedcounterpartsloItIenitclJllestosubmittingapplications,buttheyaremoresuccessfulinreceivingawards.ThlScontrastswiththemetropolitanpatternwheremoredistressedcitiesapplymoreoftenbuth
	tenusoftotalawarddollarsanddollarspercapita,aresnownbelow.IIIIIIIIIIIIIII11I.IIO~05LEASTDISTRESSED0102110STDISTRESSEDASO]VE40$P30ER20CAIeIPIITeA'Itancitiesincreasewithgreaterlevelsofeconomicdistress•.!.!Thepercapitafigureistwoandone-halftimesgreaterforthemostdistressedquinti1eofcitiesthanfortheleastdistressedqUintile.WhileUDAGawardsaremadeonlytodistressedcities,itispossiblethatmostoftheprogrambenefitsmaygotothelessdistressedeligibleci,ties.Toaddressthisissue,thetoptenmetropolitancities,bothinOnlyonecityappe
	IIIIIIIIIIIIIIIIIII---------------,thetencitieswiththehighestpercapitadollarsandsevenofthosewiththehighesttotalawarddollars.Furthermore.31percentoftheeligibleTHETOPTENMETROPOLITANCITIES:TOTALUDAGAWARDDOLLARSANDPERCAPITAAWARDDOLLARSQuintileTotalUDAGQuintileUDAGofDollarsofDollarsCityDistress(Millions)CityDistressPerCapitaDetroit.MIQl$76.9Duluth.MNQ2$322NewYork.NYQ2$76.3Wi1mington.DEQl$315Chicago.ILQ2$55.5Charleston.WVQ1$210Ba1timore.MDQ1$45.2NewBrunswick.NJQ3$180Boston.MAQ1$45.2BayCity,MIQ2$178St.Paul.MNQ3$43
	p2rcentofthesmallcitydistressrankingsbuttheotherfive'havelowerlevelsofeconomicdistress.Hamtramck,Michigan,intheDetroitSMSA,hasthelargestUDAGawardofanycity--$30milliondollars,whichconvertsinto$1,346percapita.Commerce,California,intheLosAngelesSMSA,hasthesecondlargestaward--$12,693,000,or$1,269percapita.l!UnlikeHamtramck,whichisoneofthemostdistressedsmallcities,Commerceisamongtheleastdistressed.BothHamtramckandCommerce,aswellasseveraloftheothersmallcitieswithlargeawards,arelocatedwithinmetropolitanareaswithot
	-131-DistributionofUDA3FundsAmongMetropolitanCities15%---t,~~W8Il--.oo~~~~{)DistributionofPopulationinUDAG-EligibleMetropolitanCitiesRegionalDistributionofUDAG-EllglbleMetropolitanPopulationandUDAGMetropolitanDollarsIIIIIIIIIIIIIIIIIII
	-132-*Alldollarfiguresinthistableareinmillions.1/TheregionalbreakdownintotalUDAGdollarsisverysimilartothe-metropolitandistribution.TheNortheastregionhas32percent,theNorthCentral,33percent,theSouth,24percent,andtheWest,11percent.isfound.1JSixty-fourpercentoftheeligiblepopulationinmetropoli­tancities(andover77percentofthoselivingincitiesrankedinthetoptwodistressQuintileslareintheNortheastandNorthCentralre­gions;theseregionsreceived67%ofthemetropolitanawarddollars.TheWest,bycontrast,has15percentoftheeligiblepo
	IIIIIIIIIIIIIIIIIII-->-----PrecedingpageblankVI.UDAGandLocalEconomicDevelopment134
	~ntroductiontoUDAGandleadEconomicDevelopmentTheUDAGprogramprovidestwobasiceconomicdevelopmenttoolstolecalgovernments:(1)thefundswithwhichtosubsidizeeconomicdevelop­mentprojects;and(2)thestaffexpertisetoassistlocalofficialsinputtingtogetherthecomponents,terms,andfinancingofsuchprojects.TheextenttowhicncitieshavethesetoolsindependentlyofFederalprogramssuchasUDAGis,ofcourse,animportantquestionrelatingtotheneedforandimpactsoftheUDAGprogram.Thissectionbeginstoaddressthisissueoflocalgovernmentcapacitytopromoteeco
	CitiespursueIdiversi~ofdevelopmentobjectivesIndtheUDAGprogramisdesignedtoprovidethemwithsufficientlatitudetoIdapttheFederalfundstovariedlocalsituations.Unlike.anyotherFedera'programs,UDAGal'owswideeliscretion:(l)tosupportvirtuallyInytypeofnewprivatedevelopment,provideditsbenefitscanbedemonstratedintenllSoftileprogram'sobjectivesiand(2)tostructuretheFedera'subsidyinwhateverway--loans,grants.infrlstructure,landwritedowns,IIIIIIIIIIIIIIIIIII14UDAGandLocalEconomicDevelopmentStrategiesThelargemajori~ofUDAGprojec
	etc.--theyde~ermineto~~mostappropr~at~.Suchlatitudehelpstoex-plainwhynoinstances'Rereidentified,inanyofthe70citiesstudied.ofadirectconflictbetweenaUDAGprojec~andacity'sdevelopmentplanorstrategy.Athastthree-fourthsoftheUDAGprojectsinmetropolitancitiesaraconsistantwithapreexistingcityeconomicdevelopmentplan.Tharemainingone-fourthofmetropolitancityUDAGsareneitherrelatedtonorinconflictwiththesecities'developmentplansorpriorities.Insmallcities.abouttwo-thirdsoftheobservedUDAGprojectsconformtoanexistingdevelopmen
	Figure
	nursingn~eh~r~l~d.;ro1~60.totheci~t'sfir~t~uAG;theMayor~~ysof~hEa«ard;'F~r~hef!rsttime!n20or30yearsyears,theUOAGh~sgi¥e~usscmed~stlnyofourQWninsteadofofbeinga?artofscrnebo~else's."*I~dustr1«jD~veloDment:AverysmallMiowesterncityhadlittleeconomicaevelop~ntplannIng~apacitypriorto1978.Inthatyear,10calbankersstartedto~ormulateanindustriaidevelop­mentprogramandaskedt".eregionalplanningcouncilforadviceonFederalaidavailabletothecity.Coincidentally,adeveloperapproachedthacityforhelpinbuildingflfoodproductsprocessing
	IIIIIIIIIIIIIIIIIIIremainedidleorunderutil1zeduntilUDAG'slatersubsidyfinallyallowedcity-sponsoredprojectstoproceed.Thecombinationofthetwosubsidies__UrbanRenewalandUDAG--thusproducedprivateinvestmentonwhat.forsometille.hadbeenregarded'bythesecUiesaskeyredevelopmentsites.BecausetheycompleteprogramsbegununderUrbanRenewal.theseUDAGprojectscanbeclassifiedaspartofcities'economicdevelopmentstrategies.-141-
	OverhalfofthedevelopmentideasthatultimatelybecomeUDAGpro­jectsoriginatewiththeprivatesector.However,cityofficialsthem­selvesaretheoriginalsourceofasig'lificantproportionofthedevelop­mentproposals.Inmetropolitancities,aboutoneinfiveUDAGprojectsisfirstconceivedbycityofficials;insmallcities,abouttwicethispro­portionariseinsideCityHall.Whereverdevelopmentideasarise,most(atleasttwo-thirds)precedeanythoughtofUDAG.Thiswasastruein1978asitwasin1979or1980.IIIIIIIIIIIIIIIIIII15OriginationofUDAGProjectProposalsHostdeve
	Cri:'1€otharha;-:j~a~0U~C~~~I'ojec;:inf0U"-wasappar~~t.lyviewedfromfirstcon~;ptioflasarprovl...~:;"teror'"Jr"{equiring~JC'AGSllbsldy.Fourtimesoutoffive.t:l:?f,;·,;tw:'so..tvidentifyilde,,€lopmentiJeaasapotentialUOAGproject\;'0.:;aci1:yofficial.Thispatter'isuggeststhatmostprojectsfunaedthroughUDAGarenotmerelyIdeasforottainingpublicsuo:;idiesbutratherdel'elopmentidadsconceivedindej:enaentlyandjudgedf;rstlocallyandla"erbyHunto~equiresubsidy.Three-fourthsofthesvccessfulUOAGapplIcationsarepreparedprincipallybyci
	IIIIIIIIIIIIIIIIIIIornegativelydisposedtowardthechanges.OfficialsoflIletropolitancitiesIlaybelessfavorablydisposedtowardtheinterventionoftheUDAGstaffthan$ITIallcityofficialsbecauseoftheirgreatercapacitytonego­tiatesuchprojectsthemselvesand/ortheirstrongernegotiatingpositions.-145-
	OnefeatureoftheUDAGprogramthatmayassUmegreaterimportanceinfutureyearsisitspotentialforlocalrecaptureandrecyclingofActionGrantfundstosubsidizeadditionalcommunitydevelopmentactivities.Re­capturedUDAGfundsincludeloanrepayments,leasepaymentsand.whereapplicable,cityparticipationinprofitsgeneratedbyUDAG-subsidizedin­vestments.Thelastoftheseformsofrecaptureoccurswhentheprojectgrantagreementincludesa·kicker·provision.OneoftheintendedpurposesofakickeristoallowprivateinvestorsinUDAGprojectsareasonablerateofreturn,whi
	lire:Becauser,~stoftheseprojects~r2nnt¥eryfaralongandtheirfuturepro-fiiabilitycannotbepredictedacc:;rateiy,itisuncertainwhetherthecities'profitparticipationwilllie,invety!lanycases,IsignificantIIIIIIIIIIIIIIIIIIIKicker:!\pro'ilsi;)ninsomeUOAGgrantagreementsgivingtermsunder_~ichthecitywillshareindnynetincomeornetcashf1owfromoperat;0'1orsaleofUDAG­subsidizedprivatedevelo¥~ent.For;nst~nceakickermighttaketheformof~specifiedpercentageofthepro­ject'snetcashflowtobepaidtot~ecityaboveandbeyondanyloanrepayment.Recap
	IIIIIIIIIIIIIIIIIIIsourceofrecapturedfunds.Allindicationsarethatthelargestproportionofrecapturedfunds~i11resultfromloanpaybacksorleasepaymentsratherthandirectprofitparticipation.About30percentofUDAGfundsawardedthroughFY1980wereloanedbythecitiestoprivatedevelopers.ThroughtheendofFY1980,about40percentofallUDAGprojectsprovidedforrecaptureoffundsthroughloanpaybacksorleasepayments.Theproportionofallprojectsincludingloanorleasearrangementshasincreasedfrom30percent,inFY1978,to35per­cent,inFY1979,and62percent,inFY1
	ti!pitaHzer~'1oivill!llQ~nfundsfr,r;~l"thl.'i:lQustrf"l,tH'{'inafewcasez}hcui'lng<ina1ll!!ig!Jbcr~(lcdui!;;l!lopmen-;.ae~;)w4r-e~scriptior.softhemaincategoriesofplanneduseforr~cap~redfunds.CommercialorIndustriall~anPools.More~~an40percentofthecitieswith~echan15msplannedorinp1~cetor~c~ive?aybacksorkickershavesetupordefinitelyplantoest~blis~revolvingloanfundstosupportwhatseveralcall-.ini-UDAS"p?o9ra~stoaidsmallindustrialore~er­chlprojects.TYDiclilly,t!lesef'JndscOIlDineUDAGpaybackswithIilOneyfromothersources;
	IIIIIIIIIIIIIIIIIIIHousingandNeighborhoodImprovementLoanFunds.AfewcitieshavedefiniteplanstoreuseUOAG"paymentsonlyorprimarilyforloanstorehabilitatehousingorsupportneighborhoodrevitalization.*Example:UOAGloanrepaymentsreceivedbyoneWestCoastcitywillbeplacedinarevolvingloanfundestablishedaspartofthecitysCOSGprogram.LoansareIladefromthisfundforhousingrehabilitation.*Example:InaMidwesterncity,bothloanpaymentsandtaxincre­mentreceiptsfromtwoUOAGprojectswillbeusedtohelppayoffhousingbondsissuedbythecitytoacquirehousi
	Figure
	~ithno~deal-maKlng·~rotherassistan~efr~theUOAGstaff,TheCurrentEconomic~'el~Dme~tCa~&r.ityofCityGov~rnments!therellvailab1e.tor.t.irnulatellndsupportecon0lll1cdeve1'Jpmentactiv1­ties.Theseincllloe:Federalandlute!JO\fermenteeoncmicdevelop­lIentgrantprograms{basedone115ibflity)jsUitellndlocalgovernmentspecialpurposebon:ls!illdU5~rfa'rsyenuellndtaxincrementbonds);loanpoolsandrevolvingfunds(SUChasfromUuAGprojectpaybacks);financialincentivessue!,ilSlandwritedowl1S,taxab~teme~ts.paymentsinlieuoftaxes,etc,;andthepr
	IIIIIIIIIIIIIIIIIIIBasedontheinfonnationobtainedfromcitydevelopmentofficials.lendersandprivatedevelopers.adetenninationwasIIadeofwhetherthecurrentadministrativecapacitytosupporteconomicdevelopmentineachcityvisitedforthisstudyis·strong".·lIIOderate".or·weak".Acityisclassifiedashavinga·strong"economicdevelopmentcapacityifthefollowingconditionsaremet:(a)theorganizationalresponsibilityforcarryingouteconomicdevelopmentactivitiesisclearlydefine<!;(b)ithasastaffskilledintheuseofeconomicdevelopmenttools(asevidenced
	citieslinddpproxilllatelyl)ll~illllfofthe$IIlal1:::1tiuincludedinthisstudystrengthenedtheirabilitytofostereconomicdeve1opment.For.example,sOl1\ewhatoverone-haHofthecitieseithercreatednewofficesoraddednewstaffpositionsconcernedwith~onomicdevelopmentor~ithhelpingtosolvebusinessproblems;alargernumberhaveundertakenl!ffortstoattractnel>'businessorindustrytothecommunity.Accordin9tocityofficials.thereisincreasingcooperationintheworkingrelationsbetweencitygovernmentandbusinessinover90percentofbothmetropolitanandsma
	IIIIIIII'IIIIIIIIIIIaboutone-fifthofthemetropolitancitiesandoverone-fourthofthesmallcities.oThefirstuseofatleastone·economicdevelop­.enttool"(suchasalocalorstatebondissue)wasassociatedwithaUDAGprojectinaboutoneoutOfsixmetropolitancitiesandinover40percentofthesmallcities.oInaboutone-sixthofthecities,thefirsttimethecitytookaleadroleinnegotiatingalanddevelopmentdealwasinconnectionwithaUDAGproject.Basedonthistypeofinfonnation,itisestimatedthattheUDAGprogramhashadanimpactthatrangesfrom·some·to"major"onslightly1I
	Goingastepfurther,one-thirdofmetropolitancitiesandone­si.<thofsmallcitiesseethemostimportantroleoftheUOAGstaffinWashingtontobeitsdirectinvolvementwithbothcityofficialsandprivatesectorparticipantsin"deal-making"negotiations.Somecitieslackthesophisticatedfinancialknowledgeorskilltonegotiateorputtogethercomplexormixed-useprojectsandlooktotheacknowledgedabilityoftheUOAGstaffforassistanceinsuchsituations.Inothercases,thereissimplyno"deal-making"abilityatthecity1evel•Anespeciallyinterestingfindingofthisstudyistha
	IIIIII'IIIIiIIIIIIIITheCapacityofLocalGovernmentstoDesignandCarryThroughFeasibleEconomicDevelopmentProjectsWithoutany"Deal-Making"orOtherAssistancefromUDAGThisevaluationofacity'sabilitytomakeitsowndealswithnoassistancefromtheUDAGstafftakesintoaccountthecurrentqualityofthecity'seconomicdevelopmentcapacity,thetrendinthatcapacityoverthelast3-1/2years,thenatureofthecity'spresentrelianceontheUDAGstaffinprojectdevelopment,thenumberofUDAGprojectsawarded,andtheopinionsoflocalofficialsonthissUbject.Inmakingthisparti
	IIIIIIIIIIIIIIII'.I'IPrecedingpageblank161VII.OptionsforProgramImprovement
	OptionsforProgramImprovementIIIIIIIII,IIIIII.IIII18--PrecedingpageblankThereareseveraloptionsforimprovingtheUDAGprogram.First,toinsurethatUDAGsubsidiesareawardedonlywhenabsolutelynecessary,pro­gra~officialscould:seekadditionaloutsldeex­pertopinionaboutlocalrealestateandmarketconditions;strengthentheprocessbyIotlichHUDAreaOfficeeconomistsparticipateinprojectre­view;and/orrequiredocumentationfromprivatelendersthatsufficientprivatefundsarenotavailable.Second,toincreasetheprobabilitythatprojectswillbefinanciall
	-164-performancerelativetothepurposesestablishedbyCongress.Thefollow­ingdiscussionisnotintendedtoaddressthoseproposalsforchangethatwouldaltereitherthepurposesorIlIIjorfeaturesofUDAG:forinstance,proposalstofoldActionGrantsintoCDSGortosubstituteforUDAGaneweconomicdevelopmentblockgranttostates.Norwillthisdiscussioncon­tributedirectlytobroadphilosophicaldebateovertheproperFederalroleinlocaleconcmicdevelopment.Instead,thealternativesconsideredCSSLIlIl!IcontinuationofUDAGwithinitspresentlegislativeIIIndate.II•par
	IIIIIIIIIII,IIIIIII,IImplicationsofEvaluationFindingsforProgramImprovementInsUl1lllary,thisevaluationhasaddressedthefollowingissues-micharecentraltotheWAGprogrll1l:(1)Theneed-for-subsidiesissue.(2)Therealization-of-benefitsissue.(3)Thebenefit-projectionissue.(4)Thedistributionissue.Thesearebrieflyreviewedbelow.NeedforSubsidies.AreWAGfundsgoing-onlytoprojectswheretheyareneededtoproducetheprivateinvestment?Withregardtothisquest­ion,ithasbeenshownthatatleasttwo-thirdsofUDAGprojectscouldnot-haveoccurredwithoutt
	Concerningthisquestion.ithasbeenshownthat.ostprojectswillproducetilebulkoftheintendedbenefits,butthatinitialforecastsofscmecategoriesofbenefittendtobehigh--.cstoftenbecauseofillpropercalculationsOf"forecastingdifficulties.However,aboutoneintenoftheprojectsexaminedhasasenousproblemthateitherhasorislikelytosubstantiallyreduceitsbenefits.TIlisfindingimpliesIIneedformorecarefulconsiderationofthefinancialviabili~ofproposedprojects.Afteraward,improved1lI0nitoringcouldhelpidentifyandrespondtoemerg­ingproblemsandav
	IIIIIIIIIIIIIIIIIII,lessofthedegreeofeconanicdistress,havereceivedfewawardsinthepast.Ithasbeenshownthatthemoredistressedoftheeligiblecitiesreceiveagreatershareofawardsanddollarsthanlessdistressedcitiesandthatthereis1essconcentrationtowardseveredistresslIllOngsmallcitiesthanamongmetropolitancities.Thelatterdifferenceprobablyresults,inpart,frantherelativelypoorerqualityofapplicationsforthe25percentofUDAGfundsreservedforsmallcities.Greatertargetingincreasestheproportionoftotalbenefitsreceivedbythecitiesmostin-
	citiesthatl!'lchprojectiscontingertontile!,Cl,;;O"lGrallt,hyconductingj~$ownanalysisoftheprojects'financing(sometimesin,ludinginquiriestGlocallenders),andsometimesbyofferingstifferterms(suchas"kicker"requireme'1ts)totesttheintentionsofdevelopers.Indoubtfulcases,anotherwisefundableprojectmaybeheldovertothenextfundinql"oundtoseewhetherthedeveloperwillproceedwithotherfinancing.UDAG'ssmallstaffrelativetothenumberofapplicationsprocessedin~achfU'1dinground,combinedwiththeverybrief(effectively30day)timeperiod;n'1I
	III!IIIIIII,II:IIIIIIInsomecases.usefulinformationcanbeprovidedbyaquickphonecalltoverifythereasonablenessofspecificfiguresintheapplications.Inotherinstances.detailedstudyofaproject'sdevelopmentcostesti­matesandprojectedcashflowmyberequiredtogenerateausefulassess­ment.Giventheextrenelytightscheduleforreviews.it101111bealmostessentialtoidentifyappropriateexpertiseinadvanceandtohavepro­fessionalconsultantsnotpersonallyinvolvedinanyUDAGapplicationsoncall.Option2:StrengtheningtheAreaEconomist'sReview.Application
	requestforaprivatemarketrateloan.FollowingasOlr.e",natsimilarap­l'n~ach,HUDcouldrequirethat,whentheUDAG:.Iiilbells.ad<ISIIdevelopment;oan,theprivatedeveloperfirstseektoborrowfromoneormoreprivatelenders.Letterswouldbeobtainedfromtheselendersstatingthataloanat"herequiredloan-to-valueratiollndattherequiredinterestrate,is~Otllvailableandindicatingthete~sunderwhichaloanwouldbeavailable.Tileseletterswouldbesubmitted'<liththeUDAGapplication.Twoproblemswiththisoptionarethetimeandpaperworkburdencreatedandthepossible
	IIIIIIIIIIIIIIIIIIIcontrolofthedevelopers.Also,projectswhosefutureprofitabilityisverysensitivetochangesinthenationaleconomyMaycarryagreater-than­averageriskoffinancialfailure.Suchrisksareoftensignalledbytheunwillingnessofaprivatelendertomakealoanasanindicationthat,withtheUDAGsubsidy,aprojectpromisestobeeviableinves1ment.However,insomecases,lendersarealsothedevelopers,thedevelop­mentcompanyisalendersubsidiary,orthelenderwillbeamajortenantintheproject.Also,wherealenderismakingarelativelysmallcon­structionorfi
	above,itmaybepossibleforHUDtoincreaseits:.Iseofoutsideexpertise;nassessingbothsubstitutionandfeasibility.Itmaybepossibletoestimatetheprobabilityofflnancialfailure:romcharacteristicsoftheproposeaprojectsbasedonstandardinvestment"nderwritingcriteria.Aprofessional,systematicapproachtoanalysisoff,skisli~elytobecost-effective,morethanpayingforitselfbyreduc­illgthellDAGdollarswastedonnon-viableprojects.Inaddition,itwouldbeusefultocomparethecharacteristicsofthe100orsoprojectsthathavebeenterminated,andofotherprojec
	-173-Accurateprojectionsofimpactareessentialtoselectingthosepro­posedprojectslikelytoprovidegreatestbenefittodistressedcities.AnyerrorsthatcauserelativelyweakerprojectproposalstobeselectedoverstrongeronesnotonlyproduceinequitiesamongcitiesbutIlayalsoreducethecredibilityoftheselectionprocedure.AsthenumberofAreaOfficepersonneltodevotesufficienttilletothisfunctionandtheburdenisincreasing.GiventhepotentialillportanceofIIOnitoringforearlyidentificationofprojectsinfinancialtrouble(aswellasotherproblems.suchasviol
	app1icat'lill1Srisesinrelationtoavailablefunds,'thel',,~,.dfllcreasesto~i:terrninenotonlywhetherproposed.,rojectsHett!l,llSlh)',<lc1'iur'!,aof¥",oJecti!db;:l'll!fjtbut3150torank.themaccuratelyrelativetoonellflotller.r<llloptionsdistllsseclinthissubsectiondealeitherwithimprovingtheiltllllbersusedtopredictimpactsorwithilllprovingtheuseofthosenumbersinrSDKingprojectsforselection.Option1:Ref)ningEmploymentEstimates.ManyinstanceshavebeenfoundWhere,atthetimegrantagreementsweresigned,calculationerrorslIaveresulted
	IIIIIIIIIIIIIIIIIIIboththeincentiveandtheneedforprecisejobsprojections.Option2:ProvidingCftiesWithMoreGuidanceonHowtoEstimatetheRevenueImpactsofProposedProjects.Currently,theamountoferrorinprojectingthefiscalimpactsofproposedprojectsissolargethattheseestimatesarenotveryusefulinselectingprojectsforaward.Propertytaximpactshavebeenestimatedwfthreasonableaccuracy,butotherrevenueshavenot.Infact,relatfvelylittleattentionhasbeengivenbyHUDtothemethodscitfesuseinprojectingfiscalimpact.Asaresult,thereisroomforimprovi
	eases,thelev;erageratioiIIfhUlstlle:'oleof\l!;ft.Gjll~l:~eratingbene­fits.Second,~eretheUDAGis50ughtpartlysot~~t4p~ivatefirmcan'ililIployindustrialrevenuebondstotall1ngupto$20million,theleverage1sexertedbythecombinationofbenefitsjointlyandnotbytheUDAGalone.BecauseHUD'spracticehasbeentorestrictUDAGamountsinsuchproj\!ctstobetweenfiveandeightpercentoftotalprojectcost,theIlcrmallycomputedpriYate-dol1ar-tO-UDAGratioisquitehigh,butalso~isleading.Theconceptualweaknessesofthepresently-usedleverageratioliSanindicate
	IIIIIIIIIIIIIIIIIIID.AlteringtheDistributionofFundsAmongCities.Option1:GivingGreaterWeighttoDistressinProjectSelection.Option2:ReducingtheEligibilityList.Option3:ConcentratingTechnicalAssistanceonHighlyDistressedCitiesWithFeworNoAwards.Option4:PlacingaLimitonAwardsorFundsGiventoAnyOneCity.Option5:OfferingTechnicalAssi~tancetoAnyCityWithFeworNoAwards.WithintermssetbytheCongress,UDAGcanbeeitheratargetedprogramfortheJlosthighlydistressedcitiesoraprogramthatignoresvariationsofdistressamongeligiblecities.Ifthepr
	levelsofeconomicdistress.withsomecitieshavir'Jgrecew!i!dnogrants.Amongsmallcities.themostdistressedgroupalsorecei~esagreatershareofawardsthanothers.andapplicationsfromthisgrouphaveasome­",hatgreaterchancethanothersofbeingfunded.However.theoveralldistributionofawardsamongsmallcitiesisnotashighlyskewedtowardthemostdistressedplacesasitisformetropolitancities.Ifevenmoretargetingisthegoal.Options12.and3aresuggested.Option1:GivingGreaterWeighttoEconomicDistressinProjectSe­lection.TheUDAGstaffcouldgivegreaterweigh
	IIIIIIIIIIIIIIIIIIIfour(orfive).Option3:ConcentratingTechnicalAssistanceonCitieswithFeworNoAwardsButHighLevelsofDistress.Athirdwaytoincreasetargetingoffundstowardthemostdistressedplaceswouldbetoprovideconcentratedadviceandtechnicalassistancetothatminorityofhighlydistressedsmallandmetropolitancitiesthathavereceivedfewornoawards.Thisoptionwouldrequireareallocationofstafftimeorotherdepartnentalresources.If,ontheotherhand,apreferredgoali~toincreasetheextentofparticipationintheUDAGprogrambyalleligiblecities,rega
	bireeity,especiallythosewithfewornoawards,':«luldlIelptoreducethepre$cntvariationinprogrambenefitsacrossallellgibl~cities.E.EncouragementofRecyclingRecapturedFunds.Thislastsubsectionaddressesseveraloftheareasofpotentialim­provementdiscussedpreviously.Option:EncouragingCitiestoRecycleRecapturedUDAGFundsinSubsequentUDAGProjects.OnedistinctivefeatureoftheActionGrantprogramhasbeenitsemphasisonlocalrecaptureoffundsloanedtopri­vatedevelopersandtherecyclingofthesefundsforothercommunityde­velopmentactivities.Amongc
	IIIIIIIIIIIIIIIIIIIprojectswouldbereduced,therebyenablingtheDepartmenttosupportadditionalprojectsatthesamefundinglevel,whilemakingthehighrecapturecitiesmorenearlyself-sufficient.Second,recyclingwouldencouragecitiestouserecapturedfundsforprojectsthatmeetthespeci­ficobjectivesoftheUDAGprogram.Third,itwou1dencouragecitiestotakeamoreactiveroleinmonitoringandmanagingfutureUDAGstoinsurethatanyemergingproblemsareidentifiedanddealtwithpromptly.Thehighertheshareofthelocalsubsidy,themorecitiescouldbeexpected~to~assum
	-186-formula:*Oneprojectaccountsfor$8.825millionof51or45percentoftotalunnecessaryfundsinsampledprojects.IIIIIIIIIIIIIIIIIII,$19.6million=~~..,......,.,..........,..,-=.17$116.6million$1=$10.29million*$2=$4.05millionL2=S2.57millionL3=$2.74millionT=$116.59millionS1+52+L2+L3Tu=Forasetofprojects,thecalculationoftheproportionofthetotaldollarsthatwereunnecessary(i.e.,Ulcanbeobtdined~ythefollowingForthe80projectsexaminedinthefieldstudy,Uiscalculatedasfollows:U=(whereT=totalUDAGfundsinprojectgrantagreElllentsl.Llis
	-187-APPENDIXB:BIBLIOGRAPHY•TheUrbanDevelopmentActionGrantProgram:APreliminary---.£'""v"'a....l·uatlonDeslgn.Cambrldge,MA:AbtAssoclates,July1980.(Re­portpreparedforU.S.DepartmentofHousingandUrbanDevelopment.)SecondinaHUD-commissionedseriesonthedesignandimplementationofanevaluationoftheUDAGprogram,thisreportprovidesasomewhattheoreticaldiscussionofevaluationmethodology.Focusisontheissuesofsubstitution,economicandsocialdisplacement,indirectandmultipliereffectsofsubsidizeddevelopment,andthepotentialfiscalimpact
	Tnl$is~cempihtionofpropcsadriawcoll:actio'1jn,';rJ,~,"n~sj?Signeotoprv.ioti~fo~ationnecessaryforansweringques.io~srega~aingtheimpacts~f,'dividualUDAGprojectsorgroupsofprojects.Tnecate­goriesofimpactsmirrorthoseidentifiedinthethirdreportofthisseries{seepreviousentry},andassumeasurvey-basedevaluationmethodo]ogy.A~t~ssociates,Inc.TheUrbanDeveloomentActionGrantProgram:APreliminaryAssessmentorImpactsandIssues.Cambrldge,MA:AbtAssoclates,1980.(ReportpreparedforU.S.DepartmentofHousingandUrbanuevelopment.)Thisstuaya
	IIIIIIIIIIIIIIIIIIIThisarticlereviewstheUDAGprogram'sgoalsandachievements.ItdescribestheUrbanLandInstitute'sroleinthepromotionandassess­mentofUDAGthroughpUblications,conferences,andtheuseofapanelofexpertstoreviewandcommentonprogramissues.Case,KarlE."TheRoleofHousinginUrbanDevelopmentStrategies."Cambridge,MA:UrbanSystemsResearchandEngineering,Inc.,November1980.(ReportpreparedforU.S.DepartmentofHousingandUrbanDeve1opment.)Theroleofhousingasacomponentofeconomicdevelopmentstrategyisexamined.Amongtheissuesdiscus
	~~ploymentand"rainingprc~rams.Finally.severalrecentdemonstrations,designedtoo.ercomethebarrie~s,arereviewed.Farnham,Paul."TheTargetingofFederalAid:ContinuedMlbiva1ence."PublicPolicy29(Winter1981):75-95.ThispaperexaminestheprocessbywhichHUDcategoricalgrantsforurbanand~uT~unitydevelopmentweretransformedintocoou1'unitydevelopmentb!ocl:.grantprogrimls.Inaddit10nthepaperfocusesonthedebatethathasoccurredovertheimplementationandrenewalofthislegislation.Itthenexaminesbrieflythebenefitsandcostsoftargeting,i.e.,admin
	IIIIIIIIIIIIIIIIIIIthesmallestnetflowoffunds,liotliletheNorthernNewEnglandstatesreceivedarelativelylargeflow.NorthernNewEngland,however,isconsiderablypoorerthantheotherthreesubregions,asmeasuredbytheincidenceofpovertyormeanincomes.Greer,NoraRichter.·St.PaulandtheUsesofUDAG.·AlAJournal,70(Harch1981):82-84.ThisarticleexaminestheuseofUDAGfundsinSt.Paulforprojectsrangingfromneighborhoodrehabilitationtohotelrenovationtodevelopmentofanindustrialpark.Theprojectshaveboostedpropertyandsalestaxes,retailsales,andhaveh
	effectivenessofUDAGandutllerdevelopment?re9r~?~,Thereport,oncludesthatearlyevide;lceindicatesthatUD,".Gisachievingi~snarrowly-definedobjectivesbutthattheseobjectivesneedtobereevJluatedfromabroadpublicpolicyperspectiv~1nviewoftheirpotentialimplicationsforaggre­gateproductivityandgrowth.Katzman,MartinT."TheCaseAgainstBailingOutDistressedCities."PolicyStudiesJournal,forthcoming.Accordingtotheauthor,regionalandareadevelop~entstrategiesarelesseffectivethanpoliciesthattargetbenefitsdirectlytothepoor.Itdoesnotfoll
	I-~IIIIIIIIIIIIIIIIIIfourdifferentprogramsintermsofobjectives.$trategi~sanddefinl~l~nsofprivateandpublicinvestment.Shedescribesthedifficultyincomparingtheleveragingperfonnanceofthefourprograms.Shethenpresentsandcomparesthefindingsofseparateanalysesofeachofthefourprogramsthatwereconductedbyotherevaluatorsandanalysts.Thefindingsaregroupedintotwomeasuresofleveragingperfonnance:privateinvestmentleveragedbyeachofthefederaleconomicdevelopmentprogramsandtotal(publicandprivate)investmentperjobcreatedorsaved.Myers,P
	Thisr~portincludespaperspresentedduringa~oni'e.-em::esponsoredbyurbanconservationgroupstodiscussthelmpactofUDAGonpreservationandrehabilitationactivities.ThepapershaveihownthatUDAG'simpactisgenerallypositive.However,40%ofcommercialprojectsinvolvedmajorclearance,lackedconsiderationofpotentialre-useandappearedtothreatenthecity'seconomicandarchitecturalmake-up.Controversialprojectswerecharacterizedbyalackofsurveyinformationabouthistoricbuildingsinthecommuni~.Thepreservation-orientedprojectscomparedfavorablytoth
	IIIiIIIIIIIIIIIIIIIthe2COn~jnecess4rytorespondtocompetitivepressuresstemmingfromaifferentsectorsoftheU.S.~con~yandfromforeignsources.ThepaperusesdatafromEDA,flllHA,andUDAG.Rich,MichaelJ.WHittingtheTarget:TheDistributionalImpactsoftheUrbanDevelopmentActionGrantProgram."Evanston,IL:North­westernUniversityCenterforUrbanAffairsandPolicyResearch,1980.ThispaperisaquantitativeanalysisoftheextenttowhichUDAGhasbeentargetedtothemostdistressedcitiesaccordingtoitslegislativemandate.Inaddition,thepaperexaminesthekindsof
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