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Abstract

This paper provides a selective review of two aspects of urban
policy in the US. - federal policy providing housing subsidies
for lower income households, and federal support for wurban
redevel opnent and physical renewal.

The paper reviews four periods in the history of American
housing policy, indicating the major equity and efficiency
issues in delivering housing services, the factors affecting
program costs, and the devel opnment of nore effective prograns.

The paper also traces urban devel opnment policy from the urban
renewal partnership sponsored by the 1949 Housing Act to the

present, i ndi cating t he | i nkage bet ween t heori es of
i nt ergover nnent al fiscal relations and the evolution of
pr ogr ans.

The analysis is nostly an exercise in positive economcs,
explicating the devel opnent of pol i ci es, their economc
rationale, and econom c consequences. However, inevitably,
there is sone attention paid to the normative aspects of these
pr ogr ans.



| nt roducti on

Government policies directed specifically towards urban
areas are certainly not new ideas. | ndeed, two thousand years
ago Caesar Augustus decreed a set of physical restrictions on
Roman buil dings and public infrastructure that affected the form
and devel opnent of the city and whose effects are visible even
t oday. Sets of policies intended to inprove living conditions
in the big cities were wdely adopted in Europe during the
latter half of the nineteenth century; the British Public Health

Acts and the Salisbury Acts are but two well-known exanpl es.

Urban affairs were, of course, a concern of the states and
the cities they sanctioned since the beginning of the Republic.
However, it was only after World War Il and the end of the G eat
Depression that direct wurban policies were articulated by the
Federal Governnent. The Housing Act of 1949 espoused the goa
of “a decent home and a suitable living environment"” for all
Anmericans and provided the rationale for an anbitious program of
urban renewal and slum clearance begun in the 1950 s. The
factors that led, ultimately, to the passage of the Housing Act
included a severe nationw de housing shortage which continued
long after the wartinme victory. This shortage reflected the

cunul ative effects of the great depression, the explicit



limtations on residential construction during the war, the
post-war shortages of construction material, and the nassive

immgration to the cities which had taken place during the war.

This paper reviews the Anerican housing and urban
devel opnment policy emanating from the |andnmark housing act
enacted a half century ago. As we shall see, current US.
policies and prograns are directly descended from the 1949
Housi ng Act. From a broader viewpoint, housing and urban
devel opnment is the nobst basic and durable aspect of national
urban policy, and provides the spatial context wthin which
other policies operate. The intra wurban distribution of
popul ation, the concentration of the poor, the distribution of
work sites, housing quality, and tax bases are all directly
affected by the substantial resources devoted to housing and
urban devel opnent policy. These spatial relationships in turn
have a profound effect upon the economic health of the urban

econony.

O her policies which entail substantial central governnent
expenditures may also have inportant effects upon urban areas.
For exanple, the Federal Tax Code in its treatnment of owner-
occupi ed housi ng may have substantial effects upon urban spati al

structure (Gyourko and Voith, 1999), and the recent changes in



wel fare entitlenments will surely affect the incomes and
opportunities of the poor who live in central cities. Yet
neither of these policies is designed to pay attention to their
distinctly netropolitan or wurban inpacts. Metropolitan areas
are large, so nobst national policies do have sone effect upon
urban life. Housing and urban devel opnent policies are directly
intended to affect the residents of urban areas -- and they do

So in inportant ways.

For the nobst part, the text is an exercise in positive
econom cs, indicating the course of wurban policies, their
econom c rational e, and their econom c consequences.
Nevert hel ess, the paper cannot avoid discussing sone nornative

i ssues and of fering sonme eval uati ons.

1. Federal Housing Programs for Lowinconme Househol ds

The history of housing prograns for |owincome Americans in
the U S can be divided into four phases. During the first
period, from the founding of the Republic through 1937, the
nati onal governnment provided no support at all for |owincone
housi ng. Many crucial policy decisions about housing were
taken, for exanple, the treatnment of housing under the new
income tax law in 1913 and the establishment of the Federal

Housing Administration in 1934. By increasing the demand for



owner - occupi ed housing, both had inportant consequences for
urban form However, neither these nor other national housing
policies were directed specifically towards those wth |[|ow
incones. During the second period, from 1937 to 1962, one
federal governnent program subsidized poor households -- |ow
rent public housing owned and operated by governnment agencies.
The third period, from 1962 through 1974, saw the first
encour agenment of private entities in the provision of federally
subsi di zed housing for the poor. It was not until the fourth
phase, beginning in 1974, that the |ink between the new
construction of dwellings and the subsidy of |owincone

househol ds was first broken.

Economi sts are quick to point out that public resources
spent on |lowincone housing are small conpared to the foregone
revenues arising from the treatnent of housing wunder the
I nternal Revenue Code. The inputed income an owner receives
from an investnent in owner-occupied housing has always escaped
taxati on. However, after passage of the Tax Reform Act of 1986
(TRA8B6), the treatnment of inputed rent, |ocal property taxes,

and nortgage interest paynents for honeowners has contrasted



even nore starkly with the tax treatnment of other investnent

returns, other taxes, and other interest paynents.!?

O course, nost of these "subsidies" inbedded in the tax
code accrue to the wealthiest of households. It is estimated
that these asymetries in the tax code reduce federal revenues
by al nmost $100B ($93.8 for FY 1998), and that two thirds of the
benefits accrue to households in the top quintile of the incone

di stribution.?

Table 1 illustrates the four historical phases in federal

! The treatnent of investment in rental housing also contrasts

nore starkly wth investnent in owner-occupied housing after
TRA86. The 1986 change in tax |laws |engthened the depreciation
schedul e, required that a straight line depreciation profile be
used (instead of the nore favorable ACRS nethod), increased the
capital gains rate to 28 percent, elimnated passive |o0ss
deductions conpletely, and decreed a phase out of existing
progranms wthin four years. These had the net effect of
i ncreasi ng the breakeven rents charged by | andl ords and reducing
the profitability of rental housing.

2 The | argest conponent of this total arises fromthe failure to
tax the gross inplicit rental income of owner occupants. The
Congressional Budget Ofice (1996) estimates that federal tax
revenues would increase by $40-$50B if the nortgage interest
deduction were elimnated, but this is surely a |large over
estimate -- since nmany owner occupants would sinply reduce their
reliance upon nortgage debt finance in response to changes in
the price of debt. (See Follain and Melaned, 1998). Feder a
efforts to increase honeownership through the FHA have been
rationalized, in part, as a neans to nmake |ower incone
househol ds qualify for federal tax "subsides."



housi ng policy. For the analysis of programs in each of
t hese phases, two inportant economic characteristics are
salient: the identities of the owners and nmanagers; and the form
of the subsidy. For governnment housing prograns, identity and
form have been intimately inter connected. Each aspect matters

in evaluating the econom c incentives in these prograns.

A Publ i ¢ Housi ng: Governnent Omnership and Managenent

For twenty-five years, beginning in 1937, lowrent public
housing was the only federal program providing housing
assistance to the poor. I ndeed, it is still true that public
housi ng provides shelter for nore than 1,300,000 U S. househol ds
(U.S. Departnment of Housing and Urban Devel opnent, 1999).
Waiting lists for public housing acconmodation are |ong, eleven
nmonths on average in US. netropolitan areas (HUD, 1999). For
the largest public housing authorities, current waiting tines
average alnost three years (Painter, 1997). Despite nuch
criticismof public housing, there has always been excess demand

at prevailing prices.

First, consider the ownership of public housing. For the
first 28 years of the program all public housing units were
designed, built, and managed wth direct oversight by |ocal

housi ng authorities. These housing authorities are established



by local governments to operate within a single political
jurisdiction, or in groups of cities and counties. The | oca
authorities issue long-term tax-exenpt debt whose interest and
anortization is guaranteed by an annual contributions contract
with the U S. Departnment of Housing and Urban Devel opnment ( HUD)
The proceeds are used to finance HUD approved public housing

proj ects.

Second, consider the form of the subsidy. For the first 33

years of the program essentially all the capital costs of
public housing were borne by the federal gover nnment .
Conversely, after the construction of public housing, |ocal
authorities were required to neet all subsequent operating

expenses out of current rental incone.

These two features of the public housing program had far
reachi ng consequences. Control by local authorities neant that
deci sions about public housing were responsive to the politica
processes buffeting snall units  of gover nment . Local
governnents, fearful that the availability of public housing
woul d encourage immgration of the poor, <could opt not to
establish housing authorities, thereby preventing the building
of public housing within their borders. The 1949 Housing Act,

extending the public housing programoriginally enacted in 1937,



included a requirenment that |ocal authorities’ applications for
funding be approved by |ocal governnent. Mreover, any locality
in which public housing was to be built needed a locally
approved “workable progranf for comunity devel opnent. Thi s

requi renent was inmposed until 1969.

Local governnents, fearful of neighborhood reaction to
public housing, can also intervene in decisions about the design
and location of facilities serving |lowincone residents.
Because public housing concentrates |owincone househol ds
geographically, the program has been subject +to intense

political pressure.

The requirenent, that housing authorities cover operating
costs from rent revenues while the federal governnment finances
all capital costs, led to predictable results, still visible in
the urban skyline of many cities. Subsi di zing only capital
costs made it econonmically rational for local authorities to
design housing requiring additional capital up front as long as
the design reduced subsequent operations and mai ntenance costs.
High rise structures, smaller w ndows, and smaller commobn areas
were all predictable economic inplications of the form of the
public subsidy. The subsidy also increased the spatial

concentration of program beneficiaries, typically the poorest



households in the urban area. The federal governnment began
contributing to operating costs in 1970, but the |egacy of

economcally inefficient design still exists.

The efficiency costs of subsidizing input prices rather
than output quantities is also worth pointing out. Even with
very elastic substitution of capital for operating inputs in
response to prices, this feature of program design ensures that
the cost of the program to taxpayers exceeds the value of the
addi ti onal housi ng produced. It is estimated that, as a result
of the form of this subsidy program taxpayer costs for public
housing were about forty percent greater than the value of

housi ng produced (Muth, 1973).

The requirement that operating costs be covered out of
current revenues gave local authorities a Hobson's choice: to
help those famlies nost in need; or to ensure the fiscal
sol vency of the agency itself. The Brooke Amendnments of 1970
limted rents to 25 percent of incone (increased to 30 percent
in 1981), reducing wide disparities in rent burdens anong public
housing tenants in different geographic areas. The Brooke
Anmendnent s provi ded operating subsidies to local authorities and
thus gave them greater incentives to serve a poorer clientele.

However, as local authorities permtted greater access to public



housing by the very poor during the 1970's and 1980's, rent
revenues accruing to the agencies necessarily declined, and
consequently the need for federal operating subsidies increased
substantially. The solution to the Hobson's choice facing |oca
authorities involved limting the exposure of l|ocal authorities
to cost increases, but renoving previous limts on the financial

exposure of the federal governnent.

Sonme of the spatial and geographical problens encountered
by local authorities, and tenants as well, were aneliorated by
the Leased Housing (Section 23) Program and the Turnkey Program
both introduced as nodifications to public housing in 1965. The
former program permtted local authorities to rent privately
owned dwelling units for occupancy as public housing. Thi s
provided nore flexibility to local authorities. It reduced
m ddl e-cl ass opposition to the geographical dispersion of public
housing wunits -- since public housing recipients could be
anonynous renters whose bills were paid by local authorities.
The anonymty of the |eased housing program also benefited
tenants who were less easily identified as being “from the
projects.” The Section 23 program also helped to reduce the

geogr aphi cal concentration of public housing recipients.

The Turnkey Program enabled private devel opers to propose

10



construction of additional public housing with a particular
design and price tag at a specific |ocation. Choosi ng anong
| ocations proposed by others proved to be less politically
contentious for |ocal housing authorities than proposing them de

novo.

Figure 1 sunmarizes the course of the public housing
program during the post-war period. The program began with a
substantial financial conmtnent, quickly scaled back with the
out break of the Korean War. By the late 1960's, the program had
been restored to the level contenplated in the original act.
From a total of 830,000 units under public management in 1970,
the nunber increased to alnost 1,200,000 by 1980. During the
past two decades the size of the public housing program has
scarcely grown: In 1998, there were just under 1,300,000 units
in the public housing inventory, down from a high of 1,410,000
units in 1991. Since the early 1970s, half or nore of the units
added to the public housing stock have cone from the |easing of
existing units rather than the construction of new public

housi ng proj ects.

Wth the aging of the public housing stock canme the
increasing need for substantial expenditures for rehabilitation

and noderni zati on. From 1980 to 1992, funds for nodernization

11



were allocated to |local authorities as conditional grants (under
t he Conprehensive |nprovenent Assistance Progran). Beginning in
1992, this program was supplenented by disbursenents under a
formul a taking structural conditions and managenent into account

(the Conprehensive G ant Progran.

The Housing and Community Developnment Act of 1982 also
authorized HUD to set aside up to twenty percent of devel opnent
funds for nmmjor reconstruction of obsolete public housing
projects. This assistance also cones in the form of conditional
grants (under the Major Reconstruction of Obsolete Projects

Program .

Since 1993, other HUD programs have provided grants and
regulatory flexibility to local authorities to revitalize
severely distressed public housing. For exanple, the HOPE Vi
Program has funded planning, revitalization inplenentation, and
denolition-only grants for public housing. Local authorities
adm ni ster the program and can use these grants in conjunction
wi th noderni zation funds or other HUD funds. Local authorities
can co-mngl e t hese f unds with muni ci pal and state
contri butions, public and private. Figure 2 summarizes
i nformati on about HUD funds expended on operating costs and the

rehabilitation of public housing projects. HUD currently spends

12



about $3B annually in operating subsidies and another $3B in

rehabilitation (in 1997 dollars).

The nost recent public housing prograns are those
encouragi ng private ownership of individual dwellings. Enact ed
as part of the Cranston-CGonzalez Act of 1990, the HOPE Program
provi des funds that nonprofit organizations, resident groups,
and other eligible grantees can use to develop and i nplenent
honeownership prograns for the residents of public housing

units.

The end gane of the public housing program is not a
pl easant sight. In the new m|lennium no one would countenance
the construction of high density over-capitalized buildings
concentrating the nost deprived households in particular urban
nei ghbor hoods. Yet the overhang from a half century of public
housing is a large stock of such buildings. Mor eover, the
buil dings are deteriorating and many of them are functionally
obsol et e. There are limts to the possibilities of converting

this stock to m xed use or to home ownership units, and the
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costs of rehabilitation are exorbitant.?®

Yet, it is worth enphasizing: this stock of public housing
provi des higher quality housing services to the |owest incone
househol ds than they could afford on the open market. At rents
of thirty percent of household incone, there is substantial

excess demand by the poor for public housing.

B. Private Suppliers

The 1960's saw the first efforts to subsidize |owincome
housing units that were not owned by an agency of governnent.
As noted above, the Section 23 |ease program of 1965 allowed
| ocal authorities to contract with private sector owners for

units of public housing to be managed by the public sector.

% Despite HUD s annual expenditures of roughly $6B on
operations and nmaintenance, it is estinated that nore than a
mllion wunits of public housing are in jeopardy due to
depreciation and under maintenance (Schnare, 1991). Gabri el
(1996) reports that about 15 percent of all public housing units
are in need of renovations costing $20,000 or nore; nore than
$15B would be required to put the public housing stock in an
"accept abl e" physical condition. HUD currently reports that a
fifth of all publicly subsidized wunits are not in "good
condition" (HUD, 1999b).
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At about the sanme tinme, beginning in 1961, a series of
prograns was initiated which invited greater participation by
nonprofit and |imted-dividend corporations, and ultimately by

private profit-maximzing |andlords.

These prograns, including those with such colorful nanes as
Bl MR Section 221(d)3, Section 235, and Section 236, were short-
lived in some cases. Several contained perverse incentives that
led to escalating expenses, and invited waste and fraud. Here

are two exanpl es:

The Section 236 Rental Assistance Act provided subsidies
equaling the difference between one fourth of tenant inconmes and
the anortization of construction costs for new |owincone
housing over forty years at narket interest rates. Now in a
period of rising interest rates, anortization costs increase
much nore than proportionately with interest rate increases.
Thus, the annual subsidy due under the Section 236 program can

si nply expl ode.

The Section 235 Honeowner Assistance Program required
participants to pay a fixed percentage of their incones for hone
purchase regardless of the selling price of the house they
purchased (as long as it was appraised wthin general

gui del i nes). Thus, buyers had no real incentive to negotiate

15



for lower prices or better terns, and honest appraisers had
incentives to report the highest value that could be justified.
Di shonest appraisers had strong incentives to collude wth

sell ers.

Table 2 provides a sumary of the major housing prograns
devel oped during the period of The Geat Society.® Wth the
exception of the Section 235 and Section 312 Prograns, these
programnms involved federal subsidies paid to private entities for
the construction of rental housing for occupancy by |ow incone
renters (As already indicated, Section 235 was a |ow incone
honeowner shi p program beset by problens in the design of the
subsi dy) . By 1975, about 400,000 dwellings were subsidized
under Section 236, and another 165,000 were subsidized by the
rent suppl enent program (which augnmented the rental paynents of

househol ds living in designated newWy constructed dwel | ings).

Despite many problens in subsidy design, the new prograns

of the 1960's were real innovations in the course of U S

4 The table reports little information about subsidies under the

short-lived BIMR (Section 221, d, 3) program passed in 1961
but effectively scuttled when governnment accountants ruled that
the present value of the program had to be charged as a public
expense in advance of the housing services enmtted over the life
of the project.
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housi ng poli cy. These progranms represented the first tinme that
federal governnent provision of |owincome housing relied upon
units supplied by the private as well as the public sector. The
owners and managers of units under these prograns were private
entities who would reap sonme of the benefits of increased

productive efficiency.

These prograns also freed subsidized housing provision for
| ow-i ncome populations from the threat of veto by loca
gover nment s. By renoving the requirenent of a locally-
sanctioned “workable progranf for comunity involvenment, these

prograns increased the potential for sonme dispersion of |ow

i ncome popul ations anobng urban comrunities. The liberalization
of the “workable progranmi requirenent did not cone until 1969,
however, and the programs -- below interest nortgages (BIM),

honmeownership (Section 235), rental assistance (Section 236),
and rent supplenents -- floundered well before President N xon
announced a noratorium on new obligations under these prograns

in his State of the Union Address in January 1973.

C. Exi sting Housi ng

Section 8 of the Housing and Community Devel opment Act of
1974 opened the way for greater participation by private

entities in the provision of housing for the poor. The Act

17



proposed federal funds for the “new construction or substanti al

rehabilitation” of dwellings for occupancy by |owincone
househol ds. This project-based assistance was a |ogica

extension of the rental prograns introduced in the 1960’ s. HUD
entered into housing assistance paynents contracts for up to
forty years wth private housing suppliers, guaranteeing a
stream of rental paynents for the dwellings. | nconme-eligible
househol ds paid 25 percent (now 30 percent) of their incones in
rent, and the difference between tenant paynents and the
contractual rate was nmade wup by direct federal paynents.
Landl ords received a reliable source of paynent at an agreed-
upon rule (For newly <constructed or rehabilitated wunits,
agreenents about the rental stream included provisions for its
escal ation during the contractual period). Mor eover, | andl ords
were able to shift the cost and risk of vacancies to the
government. This program conti nued the advantages of the 1960's

prograns over the traditional public housing program Section 8

involved private enterprise -- non-profits, and syndicates but
also for-profit firms -- in the building and managenent of |ow
i ncome  housi ng, and the program reduced the  historical

incentives for concentration of the poor in |arge projects.

However, a crucial nodification to housing policy was

introduced in Section 8 of the 1974 Housing Act: the restriction

18



that subsidies be paid only to owners of new or rehabilitated
dwel lings was renoved. An equally inportant nodi fication
permtted paynents to landlords on behalf of a specific tenant
rather than by a long-term contract with the landlord. Through
t hese nodifications, project-based assistance program authorized
under Section 8 came to be domnated by the tenant-based

assi stance program authorized under the sane section of the

housi ng act. Under the latter, tenant-based subsidies, HUD
enters into an annual contributions contract wth |ocal
authorities for program admnistration. Local authorities

ensure that the specific |owincome households assisted by
Section 8 are income eligible and that the housing wunits
sel ected by assisted households nmeet mninum quality standards.
Househol ds receiving tenant-based assistance use the resources
provided by HUD s annual contribution to |ease dwellings from
| andl ords of their choice (as long as the dwelling selected
meets HUD standards and the owner agrees to participate in the
program . Landl ords receive HUD s currently published fair
market rent for the unit (FMR s are calculated by survey to be

the fortieth percentile of the rent distribution).

The Housing Act of 1974 also set conprehensive incone
limts on eligibility for housing assistance across all federa

progr ans. These limts were set at eighty percent of area

19



median income (At the tinme, this nmade alnost forty percent of
the entire U S. population eligible for assistance). However

other factors made the effective targeting of public assistance
somewhat narrower -- with the |owest inconme households in public
housing and those wth somewhat nore resources in other

programs. °

The targeting of federal housing assistance was again
strengthened in the 1981 Omi bus Budget Reconciliation Act which
established eligibility for those entering federal housing
prograns at 50 percent of area nedian incone, subject to a

vari ety of exceptions.

Figure 3 sumarizes the new units supplied by project-based
assi stance under Section 8 as well as the nunber of househol ds
assisted by the tenant-based demand-side program As the table
indicates, during the first few years of the program the nunber
of project-based subsidies (i.e., dwellings provided in newy

constructed or rehabilitated dwellings) was about the sane as

® |ndeed, several observers have cited the geographic isolation

and unpleasant surroundings of public housing as factors
"hel ping" to target assistance by discouraging all but the nost
desperate households from applying for assistance under the
program (See Nel son and Khadduri, 1992; Mayer, 1995.)

20



the nunmber of tenant-based subsidies (i.e., the nunber of

certificates outstanding). During the early 1980's, there was
i ncreased enphasis on new construction. By 1990 this had been
conpletely reversed. There are now about 1,600,000 househol ds

subsi di zed through Section 8 vouchers and certificates, while
1, 400, 000 households are subsidized through the project-based

program

Under the woriginal version of the Section 8 program
househol ds receiving tenant-based assistance would qualify on
income terns for a "certificate" issued by the local authority.
The household in possession of a certificate would then be
required to occupy a wunit renting for less than the HUD
established fair nmarket rent and to pay a stipulated fraction of
its inconme (currently 30 percent) on rent. The difference
between the tenant contribution and the FMR would be paid to the

| andl ord as the federal subsidy.

Note that the certificate program suffers from the sane
incentive problem as the Section 235 Honeowner Assistance
Program Since the recipient pays a constant anount towards
housing and since the recipient is far better off wth the
certificate than searching for wunsubsidized housing on the

private market, he or she has little incentive to bargain for a

21



| ower price as long as the unit rents bel ow FMR

These incentives were changed by the nore flexible
"voucher" program introduced in 1987. Under this program
househol ds in possession of a voucher may choose to pay nore
than the fair nmarket rent conputed by HUD for a particular
dwel ling, nmaking up the difference thenselves; they may also
pocket the difference if they can rent a HUD approved dwelling

for less than the FMR

In 1998, | egislation made vouchers and certificates
“portable,” thereby increasing household choice and facilitating
novenent to other regions where enploynent opportunities may be
greater. Also in 1998, the voucher and certificate prograns
were essentially merged; local authorities were permtted to
vary their paynent standards from 90 to 110 percent of FVMR  The
1998 changes (in the Quality Housing and Wrk Responsibility
Act) al so sharpened the targeting of housing assistance. Thr ee
gquarters of all new vouchers nust now be issued to those whose
incomes are below 30 percent of |ocal nedian incones. Al new
vouchers nust go to recipients with incones below 80 percent of

the nmedi an i ncone of the area.

Wth the wunwllingness to appropriate new funding for

public housing or for Section 8 new construction, additions to

22



the stock of subsidized housing now rely alnost entirely upon
used dwellings.® The cost advantage in producing |ow incone
housing from the existing stock rather than by new construction
is enornmous. (This is sonething private suppliers of |ow incone

housi ng have al ways known.)

Table 3 reports trends in new commitnments by the federa
government for rental assistance (across all prograns) through
new construction and through the existing stock of housing. Two
trends are apparent in this summary. First, the distribution of
newly subsidized wunits between newy constructed units and
exi sting dwellings has changed markedly. In 1977, 65 percent of
the newy subsidized units were newly constructed. By 1997, 72
percent of new federal conmtnents were nade to existing
dwel | i ngs. Second, the net nunber of new federal comm tnents
for housing has plunmeted. During 1977-1980, the nunber of new
commi t ments averaged 350,000 a year. During 1995-97, the nunber

of new comm tnents averaged 49,000 -- a decline of 86 percent.

One way to illustrate the downward trend in increnental

housing subsidies is to conpare HUD s outlays and budget

® The principal programmatic exception, the Low |ncome Housing
Tax Credit (LIHTC), is discussed bel ow
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authority. Figure 4 presents trends in outlays and budget
authority, in real ternms, during the past two decades. Current
outlays (e.g., checks witten on the Treasury in any year to
subsidize tenants) are incurred as a result of budget authority
previously or contenporaneously granted. Thus the sharp
downward trend in budget authority is a reduction in the stock
of funds which can be used to subsidize households in the

future.’

The |egacy of previous program commtnents, of course,
means that the current m x of housing subsidy includes a |arger
fraction of dwellings which were originally constructed for
occupancy by subsidized | owincone househol ds. Table 4 reports
t hese trends. During the last two decades, subsidized units
i nvol ving existing housing have increased alnost tenfold, from
268,000 to 2,051, 000. Subsidized units involving new
construction have increased from 1,825,000 to 3, 305, 000. By
1997, forty percent of the dwellings subsidized by HUD for |ow

income renters nmade use of the existing stock of housing. Sixty

" This is subject to qualification; the accounting issues are
somewhat nore arcane but do not affect the point of the
conpari son. See Congressional Budget Ofice, 1994, for a
det ai | ed di scussi on.
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percent involved new construction at the time of their initial

occupancy.

The construction of new housing for |ow inconme househol ds
has sinply atrophied as the federal governnent curtailed the
expansion of conventional public housing and Section 8 new
construction in the early 1980s. During this period, state and
| ocal governnments continued several subsidy prograns which
relied upon federal tax expenditures. State housing finance
agencies, and in nmany cases |ocal governments as well, issued
t ax- exenpt bonds and used the proceeds for housing subsidies.
These prograns (and a variety of other private-purpose bond
prograns) were severely curtailed by the Tax Reform Act of 1986.
As indicated previously, other provisions of TRA86 namde
investnment in rental housing favorable |less profitable. TRA86
repl aced these provisions, as well as the unlimted right of
states to issue tax-exenpt debt for housing subsides, with a
flat per-capita tax credit for new |ow incone housing allocated
to each state. These credits are adm nistered by state agencies
(typically state housing finance agencies) which distribute
credits anmong projects proposed by devel opers. Pr oj ect
eligibility requires that the rents charged for subsidized
dwellings be no nore than 30 percent of the inconmes of

househol ds at 60 percent of local nedian incone (See Willace
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1995) .

These Low Incone Housing Tax Credits (LIHTC) are used by
developers in partnership with individuals and firnms willing to
invest capital in lowincone housing in return for federal
credits. Some of the investor capital is applied to
"syndi cation costs,"” those costs required to make the business
connection between investors and devel opers. The conpetitive
returns required by investors are higher than treasury borrow ng
rates (since there is always sone danger that a given project

will fail, or that it will fail to qualify for tax credits).

So, in present value terns, the tax credits represent nore
in lost federal revenue than an equival ent investnent in housing
through direct federal government appropriations. Estimates by
Stegman (1991) after the first few years of LIHTC experience
suggested that the increased housing investnent generated by the
tax credit was only about half of its cost to the federal

treasury.

Recent research by Cumm ngs and Di Pasqual e (1998) provides
a somewhat nore optimstic assessnent. Cummings and DI Pasqual e
eval uated some 2300 projects funded by the LIHTC during its
first decade, confirmng Stegman's estimates for the early years

but also indicating an upward trend in the value of housing
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output per dollar of tax credit expended. Figure 5 reports
their results, suggesting that the market for these credits has
beconme far nore conpetitive during the past decade. Still, in
1996, the evidence shows that a dollar of federal subsidy
produces only about 62 cents in housing output.® The econonic
efficiency of the LIHIC is roughly the same as the public

housi ng program

But the Low Income Housing Tax Credit is a small program
The aggregate tax credit was set at $1.25 per capita each year
and has been unchanged since the program was established in
1986. Currently, this represents about $45 for each househol d

in poverty.

D. Sunmary

During the period since the explicit recognition of the
goal of "decent hone" for all Anericans, four inportant econom c
trends have energed in housing subsidy prograns. First, the

| ocus of subsidy has changed fromthe dwelling unit to the

8 The figures reported by Cummings and Di Pasqual e represent the
val ue of housing produced divided by the sum of the stream of
tax credits incurred, rather than the present value of the
stream Thus they represent a slight underestimate of program
efficiency. See Cummngs and Di Pasqual e, 1999.
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househol d occupying the dwelling unit. Second, the type of
property subsidi zed has changed from newly constructed dwellings
to used dwellings which were originally constructed for higher
i ncome households. Third, the ownership of subsidized dwellings
has changed from agencies of the government to private non-
profit agencies, and increasingly to for-profit |[|andlords.
Fourth, there has been a downsizing of the relative commtnent
to housing programs in conparison to other objects of federa

gover nment expenditure.

During the decade of the 1970s, the experinental housing
al l ownance program (EHAP), still the nobst expensive social
experinment in history, provided subsidies based upon a formula
anal ogous to the current Section 8 rent subsidy rule. These
subsidies were offered to all low income households in two
medi um si zed netropolitan areas, Geen Bay, W and South Bend
IN. EHAP also provided subsidies through a variety of nore
conplicated forrmulas in two other nmnetropolitan areas. These
| atter subsidies were offered to only a small nunber of
househol ds in Phoenix and Pittsburgh and were intended to elicit
t he housing demands of |owincone renters. The central findings
of the experinents were that: incone transfers and housing price
reductions had nodest, but inelastic, effects upon the housing

consunption of low income households (Hanushek and Quigley,
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1981); and narket-wi de subsidy prograns had no perceptible
effects wupon the price of housing suitable for |owincone

househol ds (Bradbury and Downs, 1981).

Alnost two decades later, it appears that U S. housing
subsidies have grown to resenble nore <closely the nopda
experinmental program evaluated by EHAP. Eligible households are
offered the difference between the market price of "just
standard" housing and 30 percent of incone. To qualify,
recipients nust live in dwellings which pass a m ni num st andard.
The one big difference between the experinental housi ng
al | onance program as evaluated in the early 1980’'s and current
policy is the extent of coverage. Under current housing policy,
subsidies are given to only a fraction of qualifying househol ds,
and housing subsidies are rationed by queues.® For exanple, as
reported in Table 5, in 1997 there were about 7.3M poverty
househol ds anobng the 35.1M renter households in the U S.  About
14. 6M househol ds paid in excess of 30 percent of their incones

on rent, and nore than 7.3M paid nore than half of their incones

® The effectiveness of the allocation of certificates and
vouchers anong netropolitan areas has recently been criticized
by Susin (1999) who argues that rents for |ow incone housing
have risen nore rapidly in cities with larger allocations of
certificates.
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for rent. At the sane tine, about 5.1M renter households
recei ved assistance under HUD prograns. About 10 to 15 percent

of the assisted househol ds were not poor.

In 1987 there were about 3.7M renter households spending
nore than half of their incones on rent. This was 1.5 tines the
nunber of subsidized rental households. |In 1997 there were 7.4M
renter households paying nore than half of their incomes on
rent, about 1.4 tines the nunber of subsidized rental
househol ds. In 1987 there were 2.2 households in poverty for
each subsidized renter household; by 1997 there were 1.4 poor

househol ds for each subsidi zed renter househol d.

The limting factor in inproving the housing condition of
nost poor households is the federal budget devoted to existing
prograns. The econom c effects of these prograns are pretty well
known and their costs can be pretty well calculated. There now
seens to be consensus anong professional econom sts and housing
policy officials that a flexible shelter allowance program
shoul d be the backbone of housing assistance prograns. Thi s

consensus was not achi eved qui ckly.

0 And, to be sure, the consensus does not yet extend to powerful
congressi onal constituencies.
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Finally, as indicated in Table 5, deficiencies in the
physi cal adequacy of rental accommodations have declined quite
substantially, even in recent years. In 1978, it was estinmted
that 1.68M renters, nore than 6 percent of rental househol ds
lived in severely inadequate housing. By 1995, the estinmate was
| ess than 850,000 househol ds. Less than 2.5 percent of U S
renters currently reside in severely inadequate housing.
I ncreasingly, housing problenms are those of rent burdens, not
physi cal condition. Probl ens of rent burden are best addressed

by the transfer of resources to those so burdened.

1. Urban Devel opment and | ntergovernnental Fiscal Relations

As with housing prograns, it is possible to distinguish
four historical phases in post-war federal policies and prograns
for urban devel opnent, although the timng of these phases is
| ess distinct. Table 6 illustrates these phases which are
di stinguished by the objectives of federal progranms, the
econom c incentives provided to |lower |evels of governnent, the
overall level of financial commtnent, and the flexibility

provided to localities.

A. Slum d earance

The anbitious program of housing investnment contained in
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the 1949 Housing Act included the tenplate for a federal-loca
partnership for urban devel opnent -- later terned urban renewal
-- and successively expanded in scope through the 1950s and
1960s. "Urban devel opnent” as envisioned in the 1949 Act was
quite clearly directed towards housing rather than sone broader
definition of devel opnent. The act authorized financial
assistance from the federal governnment to a |ocal agency for a
“project,” consisting of site assenbly, cl ear ance, site
preparation and final disposition for wuses specified in an
approved redevel opnent plan. A "project” was defined to include
an area that was "predominantly residential™ either before or
after redevel opnent, and the project could not i ncl ude
construction or inprovenents of non residential buildings. The
basic program was one of slum clearance, in which the federal
governnent paid two thirds of the net project costs as a
matching grant to the local government. |ndeed, the 1949 Act
required the renoval of one unit of slum housing for each unit

of public housing constructed.

The slum clearance aspects of the conditional matching
grant program were weakened slightly when the name "urban
renewal © was adopted in the 1954 version of housing act. The
1954 revision permtted ten percent of federal capital grants to

be used for non-residential projects. However, these projects
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were eligible only if they were slunms containing substantial
nunbers of deteriorated dwellings or if the projects renoved
ot her substandard living conditions. By 1959 this exception had
grown to twenty percent, and the requirenent that a project area
contain a substantial nunber of substandard dwellings was
abandoned. It was not until 1969 that the Act stipulated that a
federally financed urban renewal project could not reduce the
supply of low inconme housing. During much of the heyday of
urban renewal, it operated, by design, to renove units of |ow

cost housing fromthe inventory.

The inherent contradictions in prograns ained at destroying
low incone housing and replacing it wth housing that the
previ ous residents could not afford were not well understood, at
| east initially. (Foard and Fefferman, 1960, attribute the
"predom nantly residential” requi r enent in urban renewal
| egislation to the dom nance of physical planners rather than

soci al scientists anong the early advocates of urban policy.)

By the wearly 1960's, it was clear that these urban
investments would not be sufficient to attract back to the
central city the white mddle class households who had been
suburbanizing at a rapid rate during the post-war period. By

this tinme, there was also fairly coherent theory suggesting that
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attracting | arge nunbers of suburban househol ds back to the city
was infeasible without large and recurrent subsidies (Al onso,

1964) .
B. The G eat Society

The first of the Geat Society antipoverty prograns, the
Economi ¢ Qpportunity Act (EOA) of 1964, included the Comrunity
Action Program (Title 11) among a broad panoply of new
initiatives.!? Wth the establishment of the Department of
Housing and Urban Devel opnent a year later, the concept of
Community Action was expanded to the Mdel Cities Program As
originally envisioned (Haar, 1975), a half dozen I|arge urban
centers would be chosen for intensive investnment of public
resour ces. A task force appointed by President Johnson
i ncreased the denonstration tenfold to 66 cities. By the tine
| egi sl ation passed Congress (The Denonstration Cities and
Met ropol i tan Devel oprment Act of 1966), a total of 150 cities had

been chosen for the Mddel Cities Program

Cities chose to participate in the programthrough their

1 The EOA Act included, for exanple, titles fostering snal
busi ness devel opnent, adult education, VISTA (the donestic Peace
Corps), and, inevitably, a Rural Action Program
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el ected officials, who prom sed that citizen participation would
be wi despread, that renewal projects would be conprehensive, and
that coordination of public and private resources would be
enforced. HUD commtted funds for planning and subsequently for
i npl enentation in each city. HUD maintained overall supervision
of the federal conmtnment to testing "whether we have the
capacity to understand the causes of human and physical blight
[and] the skills and the commtnent to restore quality to ol der

nei ghbor hoods.." (HUD, 1966, ii)

The nodel cities program survived for less than two and a
hal f years before the newy elected president, Richard N xon,

began to dismantle it.

Al t hough the anbitious urban devel opnent prograns of the
Johnson Administration did not survive long enough to produce
results which could be evaluated, the progranms begun under the
Great Society changed the nature of federal-local fisca
relations in a fundanental way. The decade of the 1960's
w tnessed a substantial reorientation of the system of fisca
federalismin the U S. I ntergovernnental transfers and federal
grants to state and |ocal governnents increased substantially.
As Figure 6 indicates, between 1960 and 1969 federal grants to

| omer levels of government nore than doubled from $35.0B to
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$82.1B (in 1997 dollars). The expansion of federal grants
continued apace until the "new federalism initiatives of the
Ni xon admi nistration were adopted in 1974. Bet ween 1960 and
1974 intergovernmental grants increased from 7.6 percent of
federal government outlays to 17 percent of federal outlays --
while at the sane tine the Vietnam War was consuning major
federal resources. During the period of "creative federalisnt
of the Johnson administration, the nunber of grant prograns to
| ocal governnents increased enornously. A total of 240 new
categorical prograns were enacted (U S. Departnent of the
Treasury, 1985, pxxi), including 109 separate grant prograns in
1965 al one. During this period, grant progranms for urban
devel opnent were created that bypassed state governnments and
| ocal officials and established direct fiscal contact wth
community and nei ghborhood groups. For exanple, the EQA noted
above encouraged the formation  of 850 comunity-action
organi zations to pronote maxinum feasible <citizen input in
deci ding upon expenditures for urban devel opnent and housing

rehabilitation.

The explosion in the system of grants was predicated on
three argunents. First, it was suggested that the objects of
many expenditures by lower |evel governnents, particularly in

netropolitan areas, have substanti al spi |l outs. These
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expendi tures may i ncl ude transportation, envi ronnent al

protection, even expenditures on |ocal schools.?!?

A system of
grants to urban governnments thus had efficiency-enhancing

noti ves.

Second, it was argued that vertical fiscal inbalance was
nore-or-less chronic in the U S federal system A generally
progressive federal tax system contrasts wth the nore
regressive structure of state and l|ocal taxes, while the intra
nmetropolitan nobility of taxpayers depresses the tax rates which
can be inposed by urban governnents. A program transferring
federally raised revenue to city governnents is one solution to

t he i nmbal ance (Heller and Pechnan, 1967).

Third, existing fiscal disparities anbng urban governments
meant that wealthy comunities were able to buy high quality
public services at low tax rates. Thus, one object of equity was
a reduction in the variation in the tax price required to
produce a given quality of public services. (Models of this

process were produced by Musgrave as early as 1961; the Serrano-

12 Break, 1980, reviews many of the spillover arguments put

forward in the 1960s by proponents of an expanded system of
grants.
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Priest school finance |awsuit, directly on this point, was filed
in 1968.) George Break (1980) clained that "one of the
strongest forces behind the rapid growh in intergovernnental
grants" in the 1960s was sinply the desire to assist |ow incone
groups, expounding the proposition that a variety of |[ocal
government prograns should be thought of as nerit goods,

particularly those serving | owincome groups.

C. The New Federalism

After the election of Richard N xon in 1968, the grant
program whi ch had expanded so rapidly during the previous eight
years, was increasingly called into question. The explicit and
inplicit incentives of categorical grants, seenmngly capricious
restrictions on the wuses of grant funds, and the set of
regul ati ons governing federal grants were increasingly thought

to have affected the behavior of recipients in arbitrary ways.

For exanple, the theory of fiscal federalism which had been
devel oping over this period (see Cates, 1972, for the definitive
statenent) showed that matching grants from higher |evels of
government to lower levels were sufficient to internalize inter-
jurisdictional spillouts in service provision in urban areas.
But, of <course, the efficiency gains of +these grants were

dependent wupon the informed choice of a matching rate which
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correctly calibrated the spillouts of benefits associated with
| ocal spending. On this there was little evidence. There was
even less evidence that the Congressional sponsors  of
| egislation (or their staffs) considered these issues in their
choice of matching rates. Exanples arose in which the sane |oca
expenditure on wurban developnent could be justified under

several grant prograns at different matching rates.

The availability of categorical grants for some functions,
but not for others, is premsed on the theory that the Federa
government transfers resources in pursuit of its own national
obj ecti ves. These objectives were questioned by many who al so
observed that |ocal decision makers have better information
about | ocal costs and efficient production than federal
grantors. I ncreasingly, a system of grants for sone narrow and
specific functions but not for others was questioned as were
federal preferences for capital spending rather than program

operations.®?

3 I'n nmuch the same way as the original public housing program
was criticized for encouraging the use of too nuch capital, so,
too, were federal prograns supporting mass transit criticized
for encouraging overcapitalization of the transportation sector.
The rationale for these capital subsidy progranms was the sane as
that inplicit in housing prograns. Qperating subsidies opened
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Finally, the admnistrative difficulties in processing
grant applications from nearly 40,000 units of general purpose
government were thought to encourage waste at the federal |eve

and inordinate |local attention to “grantsmanship.”

The proposed solution to these inefficiencies was the
program of General Revenue Sharing enbedded in the State and
Local Fiscal Assistance Act of 1972, followed soon after by the
Communi ty Devel opnent Bl ock Grant Program (CDBG), Title | of the
Housing Act of 1974. Like Revenue Sharing, CDBG grants were
transfers of fixed resources to eligible jurisdictions (cities
and suburbs with 50,000 or nore people and all urban counties)
where the |evel of the transfer was determined by a
congressional formula.!* Recipient governments retained a high

degree of discretion over the disposition of CDBG funds.

As enacted, the CDBG program replaced eight Geat Society

categorical prograns which had been funded on a conpetitive

the way to increased federal Iliability in a way that capita
subsi di es did not.

4 Some thirty percent of CDBG funds are distributed to smaller
rural jurisdictions on a conpetitive basis, not by formula.
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basis, including the urban renewal and nodel cities prograns;
the open space, historic preservation, and urban beautification

prograns; and water and sewage treatnent grants.

The CDBG funds are intended to foster “viable urban
comunities, by providing decent housing and suitable 1living
environnments and expanding econom c opportunities principally
for persons of |ow and noderate incone” (Connerly and Liou,
1998). Appropriated funds are intended to be used on | ocal
projects in which “maximum feasible priority” is given to the
“benefit of Jlow and noderate inconme famlies or in the

prevention or elimnation of sluns or blight.”

The program is thus the lineal descendant of the urban
renewal program originally authorized in the 1949 Housing Act.
However, the 1974 program differed enornously from the origina
urban renewal program in the discretion afforded recipient

governments in planning their own expenditures.®®

> Wiile retaining nuch local discretion, entitlenent
jurisdictions were required to make formal application for CDBG
funds, justifying their proposed budgets until 1981. The Ford
and Carter adm ni strations differed somewhat in their
interpretations of the Congressional nandate. The fornmer was
nore synpathetic to the expenditure of CDBG funds by |ocal
governments to protect their mddle-class tax bases (see
Peterson, et al., 1986: pp. 87-93). The latter increased HUD
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The CDBG program began with appropriations of $2.5B (in
1975 dollars) which increased steadily during the Ford and
Carter adm nistrations. (See Table 7 and Appendix Table Al.)
In large part, these expenditures were financed by reductions in
other federal grant prograns. As reported in Figure 6,
aggregate grants in aid to state and |ocal governnents were
declining during the md and late 1970's, in real terns. As a

fraction of federal outlays, grant prograns plumeted.

In any event, increases in funding for the CDBG program
itself came to an abrupt halt with the inauguration of Ronald
Reagan. During the Reagan administration, real expenditures on
Communi ty Devel opnent Grants declined by nore than 6.5 percent
per vyear (and the Revenue Sharing Program was elimnated
al together in 1985). CDBG funding renmained stable during the

Bush adm nistration and increased slightly recently.

Urban devel opnent activities that are routinely funded by
CDBG s include the acquisition and disposition of real property;

t he rehabilitation of resi denti al and non-resi denti al

nmonitoring and oversight in attenpts to target benefits to |ow
and noderate inconme househol ds.
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structures; social service delivery systens; public works

proj ects; and assistance to private businesses.

Connerly and Liou (1998) report that the distribution of
CDBG al | ocations across entitlenent conmmunities has stabilized,
with about 40 percent of transfers spent by |ocal governnents
for housing and housing rehabilitation. The fraction spent on
public works projects has declined to about 20 percent, while
econoni ¢ devel opment and public services consunme, respectively,
about 13 percent and 10 percent of available funding.
Evaluations by the Uban Institute (1994) suggest that the
fraction of funds devoted to housing is sonewhat |arger.
Statistical analyses of the funding choices nmade by grant
recipients suggest that older <central cities wth [larger
popul ations and those with higher |evels of wurban “distress”
spend considerably nore of their urban devel opnent funds on
housi ng and housing rehabilitation. (See Urban Institute, 1994,

chapter 4.)

It is also reported that the geographic targeting of
expendi tures has decl i ned over tinme, Wi t hin reci pi ent

jurisdictions (as the locations in which expenditures are made
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have diffused) and across jurisdictions (as nobre comunities

have been made eligible for CDBG entitlements).'®

Over tinme, the relative size of these block grants, as a
fraction of HUD outl ays, has declined, from nore than 30 percent
in the 1980's to less than 15 percent in the 1990 s. As
indicated in Figure 7 and Appendi x Table Al, however, CDBG funds
are still the backbone of all federal expenditures on urban and
regi onal devel opnent activities, constituting nore than half of
all these expenditures. As a fraction of all grants-in-aid to
governnments, CDBG appropriations are not l|arge, and never

constituted as nmuch as 8 percent of the total.

D. The New Flexibility

As noted previously, federal grants as a percentage of

total outlays declined precipitously during the Reagan years.

' During the first two decades of the program for exanple, the

nunber of entitlement jurisdictions increased by alnobst 50
percent (Urban Institute, 1994: 2-7). There is surely a genera
| esson  about the realistic possibilities for targeting
expenditures in the US. political system Note that six
denonstration cities becane 150 cities authorized under the 1966
Model Cities Act. Simlarly, 594 entitlenment jurisdictions
under the CDBG program grew to 889 over two decades. Not e
finally that the Senate and the House of Representatives never
could agree on a comon di sbursenment forrmula for General Revenue
Sharing funds (Reischauer, 1975). Targeting is politically very
difficult.
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The nunber of federal grant prograns declined from 534 to 478
during the 1981-1989 peri od. The decline was substantial in
both project-based and formul a-based grants. Since 1989, there
has been a substantial increase in the nunber of discretionary
gr ant progr amns, some  of which serve urban devel opnent

obj ectives. !

The nost inportant of these new prograns are the MKinney
Emergency Program the HOVE | nvestnent Program and the HOPE VI
Program for public housing. Under the MKinney Act, funds are
provided for energency shelter, supportive housing, t he
rehabilitation of single-room occupancy dwellings and other
prograns benefiting the honeless. The Hope VI Program provides
funds to local housing authorities to “transfornf distressed
public housing projects. As an operational matter, this

typically involves the denolition of obsolete structures.

The HOME Program provides formula grants to |ocal
governnents and also provides lines of credit to participating

jurisdictions. The program al so di sburses funds to each state

17 Appendix Table Al provides nore detail on the course of
Community  Devel opnent funding relative to other f eder al
gover nment expenditures.

45



gover nnment . Applications for assistance typically include
proposals for site acquisition and inprovenent, denolition, and
rehabilitation of public and privately owned housing. As a part
of the HOVE Program the Honme Investnent Partnership is designed
exclusively to create or preserve |ow incone housing. Local
jurisdictions nust provide a 25 percent match for these bl ock
grants and nust earmark 15 percent of program proceeds for non-

profit Conmunity Housi ng Devel opnment Organi zati ons.

The hall marks of these prograns are flexibility and |oca
responsibility. Federal funds can be co-mngled with state and
| ocal resources, and can be used in partnership with not-for-
profit participants. I ncreasingly, MKinney Act funds are used
to contract with non-profit providers of emergency services and
shelter. HOVE Act funds are used to provide incentives for non-
profit devel opers to provide housing affordable to those of |ow
income. Units are often owned, developed, or sponsored by

conmmuni ty- based non-profit groups.

The increased flexibility is enhanced by the possibilities
for coordination with the LIHTC program In nmany states, the
state portion of the HOME bl ock grant is distributed by the sane
agency that distributes tax credits. I ncreasingly projects for

new af fordabl e housing that involve tax credits also include gap
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financing using HOVE funds and l|ocal contributions using CDBG
grant funds. The remarkable thing about this increased
flexibility is the extent to which program priorities and
decisions are made by local rather than HUD officials and by

menbers of non profit conmunity organizations.

Table 8 indicates the funding for these grant prograns
sponsoring housing and urban devel opnent. Note that the HOMVE
Program is funded at about $1.2B per year. For conpl et eness,
the table also docunents expenditures on the Urban Devel opnent

Action Gant Program 8

[11. Concl usion

During the half century since the passage of the 1949
Housi ng Act espousing the goal of a “decent honme and a suitable
living environment for all Anmericans,” the shape of housing and
urban devel opnent policy has changed radically. Progranms in

whi ch the public sector owns and operates housi ng have been

18 The UDAG program included only a nodest housing component.
I t was principally f ocused on busi ness devel opnent,
rehabilitation or re-use of hotels or business property. See
Rich (1992) for an extensive eval uation.
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reduced in relative inmportance, and recently in absolute nunber
(by 116,000 during the dinton adm nistration alone). The |ocus
of responsibility for wurban developnent activities, and for
choi ces between housing and other developnent activities, has
been returned to local decision-makers. Many econom sts and

policy analysts would appl aud these directions.

The mx between project-based and tenant-based housing
assi stance projects has been changed to favor the latter. Many
of the long-term contracts for project-based assistance, entered
into between HUD and the devel opers of new housing early in the
Section 8 program wll soon expire. Current nonthly paynments
to landlords plus tenant contributions under these housing
assi stance paynents contracts typically exceed HUD s estinates
of fair market rents in the netropolitan areas in which these
units are |located.?*® Thus, there is room for expanding the
nunber of househol ds served for the same program expenditure by
shifting subsidies to tenant-based vouchers as project-based

contracts | apse.

9 This is because it is far nore expensive to create |owincome
housi ng t hrough new construction than through depreciation. | t
also arises because rent escalation <clauses favorable to
| andl ords were negotiated ab initio.
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But there are other reasons for favoring the substitution
of tenant-based for project-based subsidies wherever possible.
For exanple, it is far sinpler to phase out subsidies for those
whose incones have risen if these households are not required to
vacate project-based dwellings to nmke room for ot her
househol ds. The subsidy can be transferred without incurring a

resi denti al nove.

Even nore inportant than this, however, is the greater
possibility for dispersion of the poor throughout urban areas if
poor households are subsidized regardless of their residential
| ocation choices. Careful research (e.g., Straszheim 1981)
suggests that denmand side subsidies have only nodest effects in
decentralizing the urban poor. However, other research
summari zed for exanple by O Regan and Quigley (1999), indicates
that there are substantial social benefits to even nodest

deconcentrations of urban poverty in big cities.

These changes in program enphasis would nake the existing
housi ng subsidy program for |owincome households approximate
nor e cl osely t he housi ng al | owance experiments and
denonstrations of the late 1970's. The only difference —and it
is a big difference —is the universality of the program A

nore effective program for assisting |owincome households by
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substituting tenant-based subsidies for project-based subsidies
under the Section 8 Program would still be highly inequitable.
As docunented in previously, fifty years after the |andmark
Hourg Act of 1949, the "housing probleni in the U'S. has been
converted to an "affordability problem™ at unsubsidized market
prices many poor households nust pay large fractions of their
low incones on shelter. Few econom sts would prefer to
subsidize landlords or to distort market rents in order to
inprove the Ilot of poor households -- not when deserving
househol ds can be subsidized directly. However, it is clear
that a housing allowance for some of the poor would be highly

i nequi tabl e.

A universal and fair program would require a nuch stronger

political commtnent than we have seen up to the present.
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