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PREFACE

This Note was prepared for the Office of Policy Development and
Research, U.S. Department of Housing and Urban Development, in ful-
fillment of the requirements of Contract H-2930. It assesses the
urban impacts of the Conventional Public Housing and Section 23
Leased Housing programs.

The author is indebted to the following HUD staff members, who
provided data for the study and explained program policies and pro-
cedures: Martin Abravanel, Wayne Baker, Joan Dewitt, Frederic Dow,
Sushila Kaul, Julie Pastor, Feather 0'Connor, and John Shaw.

The author would like to express his appreciation to those who
reviewed and commented on earlier drafts of this Note: Paul Hill,
Deborah Both, G. Thomas Kingsley, and Georges Vernez of Rand; and
Anthony Friedman, Norman Glickman, Susan Jacobs, Clyde T. J. McHenry,
and Joseph Riley of HUD. Also appreciated is the work of Rand staff
members Sally Rich (who did the geographic codiﬁg necessary to create
the Operating Subsidies data file) and .Gerard R. Blais (who developed
software and handled all other computer work in analyzing that file
and relating it to other data files at Rand).

Special thanks go to Norman Glickman and Susan Jacobs, directors
of HUD's Urban Impacts Project, for their enthusiastic and helpful
support of this project.

The author is a consultant to The Rand Corporation.






SUMMARY

INTRODUCTION

This note analyzes the urban impacts of HUD's Conventional Public
Housing and Section 23 Leased Housing programs. After placing the
programs in historical context, it analyzes how they work: how pro-
gram funds and benefits are distributed geographically, as well as how
the programs (1) affect the availability of housing, the character of
neighborhoods, and the fiscal circumstances of local government, (2)
provide employment and income opportunities, and (3) benefit particular
population groups. The note concludes with a discussion of some of
the current issues facing the public housing program and suggests some

policy alternatives and guidelines.

NATURE AND GENERAL TMPACTS OF THE PROGRAM

Program Overview

The Conventional Public Housing Program was authorized by the
U.S. Housing Act of 1937 to make "decent, safe, and sanitary" housing
available to low-income families and individuals. The Housing and Urban
Development Act of 1965 amended the 1937 law and authorized the Sec-
tion 23 Leased Housing Program. Local public housing agencies (PHAs)

plan, develop, and operate the public housing projects.

Program Size

The low-rent public housing program now serves more families than
any other HUD-assisted housing program. As of December 31, 1977, 2,810
PHAs operated 9,700 public housing projects with 1.2 million units
eligible for assistance. The Section 8 Housing Assistance program,
however, has replaced public housing as HUD's major housing program to
expand the supply of housing for low- and moderate-income families.

The cost of public housing has been rising rapidly over the past
decade. Between 1967 and 1977, expenditures increased sixfold, rising

to nearly $1.6 billion. Four major factors contributed to this growth
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in outlays: the growing number of units assisted; increased operating
costs; the shrinking portion of operating costs covered by low-income

tenant rents; and the aging of the housing stock.

Geographic Distribution of Public Housing

Overall, Conventional Public Housing is heavily concentrated in
the northeastern and southern sections of the country. The largest
fraction of Section 23 Leased Housing, in contrast, is located in the
West. Public housing has been built predominantly in metropolitan
areas, particularly central cities. Public housing is a big-city
program. The 18 largest PHAs operate 30 percent of the inventory; the
125 largest PHAs operate 60 percent of the units.

New construction starts, involving 6,200 units in FY 1977, follow
a different pattern. The South, with 30 percent of all 1977 construc-
tion starts, had the largest share of activity, followed by the Northeast
with 28.5 percent, the West with 27.4 percent, and the North Central region
with 14.1 percent. Sixty-nine percent of the new units were being built

in metropolitan areas, including 57 percent in central cities.

BUDGET AND COST TRENDS

Federal expenditures for public housing have increased substan-

tially in recent years. Between 1967 and 1977, while the size of the
inventory increased 76 percent, Conventional Public Housing costs rose
549 percent. In FY 1977, total outlays reached $1,591 million. These
include $192 million for Section 23 Leased Housing payments and

$1,399 million for Conventional Public Housing expenditures. Public
housing costs can be expected to continue to rise. Outlays were 11 per-
cent higher in 1978 than in 1977, mainly because of increased operating
subsidies.

The federal government does not directly finance the construction of
new public housing and modernization of existing units. Rather, outlays
are made by PHAs in anticipation of future federal subsidies, which will
be made available once construction has been completed. The federal

government's commitment to provide subsidies is authorized by Congressional
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approval of additional contract authority. Induced new construction
activity in FY 1977 totalled $669.3 million, of which $616.5 million was
for new housing and $52.8 million for modernization. In FY 1977, public
housing related expenditures totalled $2,260 million.

URBAN IMPACTS

Because the Northeast and South have the largest shares of public

housing units and because these units tend to be concentrated in
metropolitan areas, particularly central cities, these areas tend to
benefit most from the program.

The public housing inventory totals 1.2 million units. Central cit-
ies, metropolitan areas, and Northeastern big cities have a proportionately
larger share of public housing units. The West, large cities in the South-
west, suburbs, and rural areas have fewer units than their share of the
nation's population or proportion of low-income families would warrant.

A fraction of all projects are severely financially and socially
troubled. These projects tend to be located in big cities, in the

Northeast and North Central regions, and to house nonelderly households.

Population

The public housing program tends to serve the nonworking strata
of the low-income population, composed largely of (1) elderly whites
and (2) minority families, many with a female household head. These
groups live on fixed incomes, and public housing represents the cheapest
and most attractive option available to them. The 25 percent of public
housing families headed by wage earners are generally young, minority
households with low-paying jobs. Historically, such families have moved
out of public housing when their incomes increased.

Because public housing subsidies are tied to particular units and
locations, program recipients must live in specific buildings and projects
in specific neighborhoods and localities. The location and large size of
the projects in big cities concentrates low-income families in central
cities and within high-density projects. Only 13 percent of public housing

units are located in suburban areas. To the extent that potential jobs
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and better services are available in suburban areas, public housing
places low-income renters at a disadvantage and restricts their housing

choice.

Employment and Earnings

Public housing generates employment (1) by increasing the volume of
new construction, rehabilitation, and modernization and (2) through out-
lays to operate, lease, and amortize debt on existing units. Public
housing expenditures and related activities generated an estimated
189,000 jobs in FY 1977, including nearly 64 percent in central cities
and 13 percent in suburban areas.

HUD expenditures for construction activity in FY 1977 are estimated
to have generated $1.9 billion in gross earnings. The pattern of
earnings follows that of jobs created: almost 64 percent in central cities,
13 percent in suburban areas, and 23 percent in nonmetropolitan areas.

HUD expenditures also provide transfer payment income to tenants in
the form of a reduction in the rent that they would have to pay if they
lived in privately owned housing. The exact value of the transfer pay-
ments cannot be calculated without exact knowledge of the housing
preferences of the tenants and the market conditions prevailing in the

nonpublic housing rental market.

Fiscal Condition of Municipalities

The public housing program affects the fiscal condition of communi-
ties through: (1) the property tax exemption which municipalities must
grant to public housing units as a precondition of assistance and (2) the
creation of additional demands for services and public facilities.

Public housing projects do not require cash contributions by
localities. 1Instead, localities provide tax exemption to projects but
in turn receive a "payment in lieu of taxes," or PILOT, which is set at
10 percent of the shelter rent of projects. The PILOT was intended to
compensate communities for part of the cost of providing services to PHAs.
Over the years, the amount of PILOT payments to localities has diminished

as relative shelter rents have declined.
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I. BACKGROUND AND PROGRAM DESCRIPTION

STUDY PURPOSE AND SCOPE

There has been an increased awareness that federal government
programs may cause unforeseen, indirect, and perhaps undesirable impacts
that may be as significant as the anticipated impacts of the program
itself. For example, federal highway programs, FHA mortgage insurance,
and federal purchasing policies have been criticized for their nega-
tive effects on the economic health and viability of many urban areas.

To improve the effectiveness and consistency of government pro-
grams, President Carter's urban policy statement of March 27, 1978,
suggested that all proposed major govermment actions be evaluated prior
to implementation to determine their potential urban impacts and the
extent to which they support the govermment's overall urban policy.

The resulting Executive Order 12044 and OMB Circular A-116 require
federal agencies to conduct an '"urban and community analysis" of major
proposed federal initiatives. New programs must now be analyzed in
terms of their potential geographic impact on population, employment,
local fiscal capacity, income, and neighborhood conditions.

Although impact analyses are required only for new program initia-
tives, HUD's Office of Policy Development and Research commissioned a
series of studies in fall 1978 to analyze the urban impacts of existing
HUD programs. These studies were intended to inform policymakers about
the overall impacts of major HUD housing and community development pro-
grams and to identify the methodological and data problems that existed

%k
in trying to conduct such studies.

%
Urban and Regional Policy Group, New Partnership to Conserve
America's Communities, U.S. Department of Housing and Urban Development,

Washington, D.C., 1978.

*k
The background for these studies is discussed in Norman J.
Glickman (ed.), The Urban Impacts of Federal Policies, Johns Hopkins
University Press, Baltimore, Md., forthcoming.



This note adapted from one of the above-mentioned HUD-funded
studies, assesses the impacts of the Conventional Public Housing and
Section 23 Leased Housing programs.* The remainder of this chapter
describes the historical background of the programs and how they work.
Chapter II describes the scale and character of federal expenditures
and how program resources are distributed among geographic locations,
types of communities, and program beneficiaries. Chapter IIT examines
the impacts of public housing on different geographic units and the
direct and indirect benefits of the programs on housing units affected,
neighborhoods, employment, income, population and local fiscal con-
dition. The concluding chapter defines the current major policy issues
faced by public housing and identifies some of the program alternatives
that policymakers might consider,

Because of the limited data currently available to assess program
impacts of public housing and the need to rely to a significant degree
on qualitative judgments, this study should be viewed as a pilot
assessment of the effects of the public housing program. It attempts
neither to determine the costs and benefits of this type of housing
assistance program nor to compare the costs and benefits of public
housing with such alternatives as Section 8, Section 236, and housing

allowances.

DESCRIPTION OF THE PROGRAM

This note describes the urban impacts of the Conventional Public

Housing and Section 23 Leased Housing programs. Both are designed to
make "decent, safe, and sanitary' housing available to low-income
families and individuals who cannot afford the cost of standard housing.
Prior to the enactment of the Section 8 programs, HUD increased the
supply of low-income housing predominantly through public housing.

By 1977, nearly 1.1 million units of Conventional Public Housing

had been built and were receiving federal assistance, and an additional

“This note uses public housing to mean Conventional Public Housing
and Section 23 Leased Housing unless otherwise specified. Conventional
Public Housing is publicly owned housing; Section 23 Leased Housing is
privately owned housing leased by public housing agencies.



117,000 units were receiving subsidies through the Section 23 Leased
Housing authorization. Over 9,700 projects had been built in 4,200
localities by 2,810 public housing agencies (PHAs), and nearly 4 mil-
lion people were living in public housing.

Local public housing agencies, authorized under state law, plan,
develop, and administer the projects. A combination of federal and
local assistance and rental income from tenants supports them,

HUD is involved in both the processes of constructing new
conventional public housing and the maintenance and management of
existing units. New construction and modernization activities do not
involve direct HUD outlays but create future funding commitments. Once
projects have been built or modernized, federal financial assistance
for Conventional Public Housing takes three forms: (1) debt service
payments to amortize the capital cost of new housing projects, (2) debt
service payments to amortize the capital cost of modernizing and
physically improving existing projects, and (3) operating subsidies to
underwrite part of the cost of operating projects to assure their con-
tinued targeting for low-income families and their adequate maintenance
and operation. Local govermments are required to exempt Conventional
Public Housing projects from real estate property taxes; in lieu of
taxes, they receive an annual payment (PILOT) from PHAs to help pay for
public services. In addition to providing financial assistance, HUD
establishes development and management standards and requirements and
supplies PHAs with technical and professional assistance in planning,
developing, and managing projects. Federal assistance for Section 23
Leased Housing takes the form of payments to PHAs to subsidize the
rents of low-income tenants living in privately owned units leased by
PHAs.

Committments for construction of new Conventional Public Housing
and modernization of existing projects are based on the amount of new

*
contract authority approved by Congress. In recent years, Congress has

*Contract authority represents an authorization for HUD to enter into
new commitments to make debt service payments up to a specified dollar
amount annually. Because most commitments are for a 40-year term, one
dollar of contract authority can obligate the govermment to pay out up to
840 over the life of the contract.



earmarked part of its overall authorization for assisted housing
specifically for public housing. The contract authority for special
subsidies for Section 23 Leased Housing is authorized annually,

Table I.1 shows the use of available contract authority in FY 1977-
1979 and reflects three major changes in program emphasis--a large
expansion of new construction and substantial rehabilitation, an
increase in modernization, and a doubling of the contract authority
devoted to amendments to outstanding contract commitments. Overall,
the use of contract authority increased from $183 million in FY 1977 to
$271 million in FY 1978 and was expected to reach $284 million in FY
1979."

In recent years, the major concerns regarding public housing have
focused on the management and maintenance of the existing stock.
Rapidly rising operating costs, the aging of the inventory, and the
decreasing ability of tenants to pay the cost of public housing placed
many PHAs in precarious financial condition and required HUD to in-
crease its contribution to the cost of operating public housing. In
many communities, occupancy of a large portion of public housing units
by nonworking single-parent households dependent on public assistance
has generated social problems that have defied solution.

Although contract authority for new Conventional Public Housing
projects has increased in the last two years, volume of new construc-
tion does not yet reflect that increase. Approval of new housing
projects terminated with the moratorium on subsidized housing develop-
ment announced by Secretary Romney in January 1973, The Carter
Administration reauthorized new Conventional Public Housing in February
1977, but not on the same scale as prior to the moratorium. In FY 1978,
only 7 percent of the assisted housing starts were Conventional Public
Housing. New commitments are no longer being made under the Section 23
program.

x
By comparison, contract authority for the Section 8 Housing

Assistance Program was $1,047 million in FY 1977 and $860 million in
FY 1978.



Table I.1

USE OF PUBLIC HOUSING CONTRACT AUTHORITY, FY 1977-1979

(In $ thousands)

Use of Contract Actual Actual Estimate
Authority 1977 1978 1979

New construction and acquisi-
tion 66,979 161,344 149,000
Indian housing 30,895 21,529 28,320
Amendments 8,500 7,801 17,392
Modernization 37,608 42,632 50,000
Lease adjustments 38,672 38,169 39,700
Total 182,654 271,475 284,412

SOURCES: HUD, Justification for 1977 Estimates and Summary of HUD

Budget, Fiscal Year 1980.

PROGRAM GOALS AND STRATEGY

The Conventional Public Housing and the Section 23 Leased Housing

programs make housing available to low-income families and individuals.
PHAs determine the definition of "low" income but it generally falils
within the range of 80 to 90 percent of the HUD-established Section 8
Existing Housing income 1imits.* Tenants are expected to pay in no
more than 25 percent nor less than 5 percent of their adjusted gross
income for rent. PHAs serve a broad range of income-eligible tenants,
whose incomes are reexamined periodically and rents adjusted accordingly.
HUD has issued general policies regarding management practices, in-
cluding guidelines related to establishing rents, selecting tenants,
lease and grievance procedures, eviction and rent collection, and income

)

“The income limits are established by HUD and are set at 80 per-
cent of the area's median income for a family of four. Adjustments are
made for larger and smaller families.



eligibility within which individual PHAs can design their own policies,
subject to HUD approval. PHA standards must meet the test that they
are not arbitrarily applied and are systematic, objective, and non-
discriminatory.

The development or acquisition of additional Conventional Public
Housing units must be approved by HUD and must conform to HUD minimum
property or rehabilitation standards. Projects must meet HUD's pro-
ject selection criteria and, to the maximum extent possible, be
consistent with local Housing Assistance Plans. Normally, new projects
should be self-sufficient without operating subsidies. Under certain
circumstances, however, HUD will approve new projects that require
operating subsidies from initial occupancy. Scattered site and
low-rise projects are encouraged for family housing. High-rise housing
for families is unacceptable unless there is no other alternative. HUD
establishes cost guidelines for the construction of different types of
units.*

The Conventional Public Housing program can be categorized into
three program elements--new construction, operating subsidies, and
modernization--and two separately administered components, Indian
housing and "Special Initiatives." Section 23 assists tenants eligible

for public housing but has its own unique administrative arrangements.

New Construction

HUD's financial assistance to PHAs for public housing projects is
structured to fully cover, when necessary, the debt service payments
(interest and principal) needed to amortize the capital cost of pro-
jects.** The capital cost of projects is financed through the sale

(on the private market) of federal-tax-—exempt notes and bonds.

“Development costs for new dwellings and equipment cannot exceed
110 percent of the prototype costs established for the area. 1In the
case of acquisition, the cost is generally limited to 90 percent of the

cost of a hypothetical similar newly constructed project.

#%
The federal agreement to make such payments is spelled out in an

annual contributions contract (ACC) executed by HUD and the PHA and is
backed by the full faith and credit of the U.S. government.



Three techniques can be used to develop new projects: conventional,
turnkey, and acquisition. Under the conventional technique, PHAs take
full responsibility for project design and development. In turnkey
developments, PHAs purchase projects built for them under comtract by
private developers. Under the acquisition technique, PHAs purchase
existing projects, which can include projects previously financed with

HUD mortgages or mortgage insurance.

Operating Subsidies

Most Conventional Public Housing projects are eligible to receive
operating subsidies that underwrite a portiom of the costs of operating
and maintaining the projects. Operating subsidies are distributed on
the basis of the performance funding system (PFS) formula, which cal-
culates an operating subsidy payment based on an annual survey of what
it would cost a well-managed PHA to operate and maintain a prototype

%
public housing project of similar size, location, and characteristics.

Modernization

A modernization program was initiated in 1968 to upgrade existing
projects. Tunds are used to modernize projects, correct physical defi-
ciencies, and improve operating efficiency and economy~-for example, to
modernize kitchens and bathrooms, replace roofs, install new heating
and electrical systems, add community space, and make site improvements.
Modernization projects are financed in the same manner as new construc-

tion.

Indian Housing

Because of ‘its special problems, public housing for the Indians is

administered separately. Most Indian projects involve 'mutual self-help"

*The operating subsidy formula is based on seven variables: popula-
tion of the area served by the PHA; average number of bedrooms per project
unit; average age of all project buildings; fair market rent for an
existing nonelevator, two-bedroom unit in the area; average height of the
tallest building in each project; relative operating costs for PHAs based
on a regional sample; and a local govermment inflation factor. These
variables are weighted and tabulated to create a factor for each PHA,

The factor is then used to calculate the PHA's subsidy payment.



ownership. This procedure allows families to contribute labor and
materials and perform maintenance functions in order to build equity

and ultimately become the owners of the units.

Special Initiatives

In recent years, HUD has undertaken two major special initiatives
directed at improving severely distressed existing projects. These
initiatives have been financed to a large extent through the moderniza-
tion program. The target projects program (TPP), initiated in 1974
provided funds to selected PHAs to make capital improvements to pro-
jects and to deal with such needs such as improved management, deferred
maintenance and crime reduction.

In July 1978, Secretary Harris announced the Urban Initiatives
program,* a special effort funded by HUD and the departments of Labor,
Justice, and Interior to upgrade 'troubled" public housing projects
owned by PHAs with at least 1,250 units under management. PHAs with
2,500 units or more are eligible to participate in the targeted
rehabilitation component of the urban initiatives program. Sixty-seven
PHAs have been selected to participate in either the rehabilitation or

the management assistance programs.

Section 23
Prior to the Housing and Community Development Act of 1974, Sec-
tion 23 of the U.S. Housing Act authorized PHAs to lease newly con-

structed or existing dwellings from private owners and sublease them to
&%

public housing tenants. The program is being phased out, and as
contracts expire or are terminated, projects are being converted to the

Section 8 program. Leased housing subsidies are provided under an

*The Urban Initiatives program consists of a $259 million targeted
rehabilitation program; $10 million management improvement and
assistance program; $32 million interagency anticrime effort; and
$2.5 million program to encourage cities to work more closely with PHAs
to improve neighborhoods around projects and services directed at public

housing tenants.
ok
Newly constructed units were not eligible for assistance under

Section 23 until 1970.



annual contributions contract and are of two types-—-a basic subsidy
and a special subsidy to pay for the added cost resulting from rent

increases and increased utility costs.

PROGRAM HISTORY

The Conventional Public Housing program was authorized by the U.S.

Housing Act of 1937 (42 USC 1401 et seq).* The program was envisioned
as a means of relieving unemployment and assisting in the elimination
of slums. The legislation required that alternative adequate housing
be made available to low-income families who would be displaced by the
redevelopment. For each public housing unit built, an "unsafe and
unsanitary" dwelling unit was to be eliminated. Although over time

the program focused more on increasing the supply of dwelling units and
less on slum eradication and employment generation, as late as 1961 in-
creased expenditures for public housing were urged as a way to create
jobs.**

The Housing Act of 1949 reauthorized the public housing program
and established a goal of building 810,000 units over a six-year period.
Through the 1950s, the program made decent housing available to
low-income working families, mainly in the larger cities.f Tenant
rents more than covered operating expenses, enabling PHAs to amass
reserve accounts for future capital expenditures and to return a

sizable sum of excess income (or ''residual receipts") to the federal

government.

*Section 1 of the U.S. Housing Act of 1937 declared it to be
"the policy of the United States to promote the general welfare of the
nation by employing its funds and credit ... to assist the several
states and their political subdivisions to alleviate present and
current unemployment and to remedy the unsafe and unsanitary housing
conditions and the acute shortage of decent, safe and sanitary dwellings
for families of low income, in urban, rural nonfarm and Indian [Indian
was added by the Housing and Urban Development Act of 1968] areas, that

are injurious to the health, safety and morals of the nation."

&k . . . .
Eugene J. Meehan, Public Housing Policy, Rutgers University Press,

New Brunswick, N.J., 1975, p. 15.

1LRobert Moore Fisher, 20 Yeawrs of Public Housing, Harper and Bros.,
New York, 1959, p. 164,
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The tenant composition and character of public housing began to
change in the 1950s. The 1949 act required PHAs to give priority for
occupancy to families displaced by govermmental action. As a result,
PHAs, which until then had wide discretion, lost control of the tenant
selection process. Chronically low-income families, many displaced by
urban renewal, families without wage earners or dependent on public
assistance, and aged and single-parent households began to replace
working poor tenants. The program's social and financial viability
began to deteriorate to the point where, over the past decade, the
financial mechanisms required restructuring and the scale of federal
assistance had to be expanded significantly.

The shifting composition of the tenant population and PHA operating
policies resulted in socially unhealthy living conditions in many pro-
jects and further exacerbated the financial deterioration of PHAs.

PHAs were not affected uniformly: many, particular in the South and in
small towns, remain self-supporting. But the majority of larger PHAs

in major metropolitan areas and in older distressed central cities have
had difficulty coping with the resulting financial and social problems.

In response to this problem, the flow of federal assistance was
modestly increased in 1961 by providing special subsidies for partic-
ular tenant groups.* Such assistance proved inadequate, and in 1969
Congress authorized HUD to subsidize the operating costs of public
housing.** Interim funding formulas were used until the Performance
Funding System was put into effect in April 1975. The Performance
Funding System allocates operating sﬁbsidy funds in accordance with a
formula that is intended to reflect public housing operating costs.

The Housing and Urban Development Act of 1969 established another

significant policy. In Section 213, the Brooke amendment mandated that

*Section 203 of the Housing Act of 1961 authorized an additional
subsidy for elderly tenants of $120 per year per occupant. Subsequently,
the same subsidy was extended to tenants displaced by urban renewal or
Public Housing development, large families, and very low-income families,
by Section 402 of the Housing and Urban Development Act of 1964 and by
the Housing and Urban Development Act of 1968.

*ok
Section 212 of the Housing and Urban Development Act of 1969
(P.L. 91-152).
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PHAs charge public housing tenants no more than 25 percent of their
adjusted gross income for rent. This requirement decreased the rental
income receipts of many PHAs and further increased the gap between
income and expenses.* The Housing and Urban Development Act of 1974
(P.L. 93-383) sought to compensate for the effect of the Brooke amend-
ment on PHA income and to establish policies and legislative authority
to encourage a broader income mix of tenants in public housing and

k%
increase rental income from tenants.

To place a limit on the extent to which PHAs serve the higher-income
portion of the low-income population, the 1974 act required that, for
new projects, at least 20 percent of all tenants had to have "very low
income," that is, below 50 percent of the median income for the area.

Although the focus of recent legislative action has been on public
housing management, several actions relate to new development, The
Housing and Urban Development Act of 1965 (P.L. 89-117) authorized the
Section 23 Leased Housing Program. This program was terminated, however,
by the enactment of the Section 8 Existing Housing Program in the
Housing and Urban Development Act of 1974, That same act, which
modified the 1937 act, authorized the Section 8 New Construction and
Substantial Rehabilitation programs, which were envisioned as the main

vehicles for developing new assisted housing.

*

The Brooke amendment was modified in 1970 to define how adjusted
gross income was to be caleulated, and in 1971 to clarify the applica-
tion of the rule to families receiving public assistance.

**Among the most important provisions of the 1974 act were:
(1) elimination of the requirements that there be a 20 percent gap
between public housing and private housing rentals and that PHAs have
“"continued occupancy'" limits; (2) amendment of Section 6(c)4(A) of the
1937 act to require projects to house a broad range of incomes and
"avoid concentrations of low-income and deprived families with serious
social problems"; (3) enactment of Section 201(a) requiring the pay-
ment of minimum rents by all tenants of at least 5 percent of gross
income; (4) requirement that PHAs, to be eligible for operating
subsidies, insure that overall rent collections represent at least
20 percent of the adjusted gross incomes of all the tenants'; and
(5) clarified income definitions.
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II. ALLOCATION OF PROGRAM FUNDS

CHARACTER AND SCALE OF PROGRAM EXPENDITURES

This section describes the scale and character of federal expendi-

tures and the allocation of program resources. It examines how the
allocations affect different geographic locations and types of
communities. Finally, it discusses the characteristics of program
beneficiaries.

In contrast to the Section 8 New Construction and Substantial
Rehabilitation program, which focuses on the production of new housing,
the major concerns of Conventional Public Housing and Section 23 Leased
Housing involve management and maintenance problems and costs. Direct
expenditures are of three types: (1) debt service payments for pre-
viously built or modernized Conventional Public Housing; (2) operating
subsidy payments for Conventional Public Housing; and (3) Leased Housing
payments. Together, these program expenditures totaled $1.591 billion
in FY 1977 and $1.768 billion in FY 1978,

All Conventional Public Housing units benefit from debt service
payments and 89 percent receive operating subsidies. Under the Leased
Housing Program, nearly all units receive both a basic and a special
subsidy.

Table II.1 shows the distribution of outlays by type of assistance
in FY 1977. Eighty-eight percent was used to assist Conventional Public
Housing and 12 percent was used for Leased Housing payments. Debt
service payments represented 55 percent of the total; operating
subsidies required one-third of all outlays.

The cost of public housing has been rising rapidly. Table II.l
portrays the changes in expenditure levels over the period FY 1967-
1977. During the ten-year period, the costs of Conventional Public
Housing have increased 549 percent. A significant portion of this
increase resulted from the operating subsidy costs, which rose from
less than $8 million in 1967 to $521 million in 1977. During the same

period, debt service payments increased 355 percent. The Section 23
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Leased Housing Program began in 1967. By FY 1977, Leased Housing pay-
ments had risen to $192 million, or 12 percent of all public housing
expenditures.

Not only has the expenditure level for public housing increased
over the 1967-1977 decade, but the cost of subsidizing each unit has
risen 340 percent, from $394 to $l,399.* This compares with increases

of 76 percent in the number of units assisted and 90 percent in the

oda

Consumer Price Index for housing between 1967 and 1977.

Construction of new and rehabilitated Conventional Public Housing
reflects the time lag between the commitment of contract authority and
the completion of projects and the commencement of federal outlays.

As Table II.2 shows, there is no necessary relationship between con-
tract reservations and the actual number of units started or completed.
In 1977, for example, funds were reserved for 57,436 units, but con-
struction was started on only 12,080 units and only 6,192 were completed.

Modernization projects show a similar time lag between approval and
completion. During FY 1977, $37.6 million of contract authority was

used for modernization which HUD estimated would generate $347.7 million

"A HUD study, Payments in Lieu of Taxes: A Status Report, esti-
mated that in 1953 the federal government and local governments each
contributed about one-half the cost of subsidizing a public housing
unit. It was estimated that in 1978 the federal government would pay
94 percent of the subsidy cost and the local share would have dropped
to 6 percent. As of the year ending September 30, 1978, the average
rent in public housing was $64.30, but the cost of operating a unit was
$103.23. Utilities alone cost $36.57 a month or 57 percent of rental
income. Ten years earlier, in 1967, rental income averaged $45.27 a
month and total expenses were $45.05 per month including $1.00 per unit
for operating reserves. Utility cost were $11.06 per unit or 24 percent
of rental income. (Data from HUD Office of Assisted Housing and HUD,
HUD Statistical Yearbook 1967.)

“*HUD, HUD Statistical Yearbook 1967 and 1977, and HUD Office of
Housing Statistics. It should be noted that these costs do not re-
present the full cost of the program to the federal government, since
federal administrative costs and the tax loss resulting from the tax
exemption of PHA bonds are not included. The HUD study, Payments in
Lieu of Taxes: A Status Report, estimated that the tax saving would
represent about a 40 percent addition to the subsidy cost and HUD
administration another 4 percent.
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of improvements. However, the initiating and completion of moderniza-
tion projects are delayed for a variety of reasons. As a result, it is
estimated that only $52.8 million of the improvements authorized in 1977
were spent by November 1978.* The amount of contract authority used for
modernization has increased by one-third in recent years, from $37.6 mil-
lion in FY 1977 to $50.0 million in FY 1979.

Over the next few years, the percentage growth in terms of com-
pleted new units will be significant; however, expected activity will
not attain the levels of the late 1960s and early 1970s, nor will
Conventional Public Housing play the predominant role in the construction
activity of many cities that it has in the past.** Conventional Public
Housing currently represents a small portion of HUD's subsidized housing

construction activity.

THE ALLOCATION PROCESS

Different allocation systems and formulas are used to distribute
contract authority for new development, contract authority for moderni-
zation, and operating subsidy funds. Disbursements for leased housing
and for debt service payments occur as a result of previous contractual

commitments and provide no discretion.

Allocation of Contract Authority for New Construction

In accordance with the requirement of Section 213 of the Housing
and Community Development Act of 1974, contract authority for new

public housing development is allocated to the HUD field offices on the

*HUD, Modernization Program Reporting System, FY 1976-1978. This
figure may understate the work actually completed, since both work that
was not paid for and work that had been authorized in previous years was
under way. The estimate of the amount obligated over the same period
was $96 million of FY 1977 funds.

**Public housing starts reached their highest level in 1970, when
they totaled 104,410 units and declined every year since then until
1978. Historically, public housing represented a high proportion of
construction activity in some cities. Based on a 26-city study, from
1950 to 1956 public housing construction volume ranged from 2 percent of
all construction starts in Los Angeles to 57 percent of all comstruction
starts in Newark. Public housing represented more than 25 percent of all
starts in Nashville, St. Louis, Boston, Norfolk, and Manhattan during the
1950~1956 period. (Fisher, 20 Years of Public Housing, p. 17.)
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basis of a "fair share" formula. Public housing contract authority

is allocated as part of the process of distributing all assisted
housing development authority, which includes public housing, Sec-

tion 8, and Section 202. Five factors are used as the initial basis to
develop the allocation formula: population, poverty, housing over-
crowding, housing vacancies, and substandard housing. Relative housing
costs are also considered in developing the fair share formula. 1In
addition, as required by Section 213, the formula must allocate 20 to
25 percent of the funds to nonmetropolitan areas, and Section 5c of the
U.S. Act of 1937 requires that, to the extent possible, the allocations
of types of units (new, substantial rehabilitation, and existing) be
consistent with Housing Assistance Plan goals established by each
locality. Indian housing is considered separately.

In FY 1978, $99 million of contract authority was distributed to
the field offices for metropolitan projects and $33 million for non-
metropolitan projects. An additional $23.7 million was made available
for Indian housing, almost all of which would be located in
nonmetropolitan areas. The remaining $25.5 million of contract
authority was set aside for amendments to previous approved projects

and for a headquarters reserve.

Allocation of Contract Authority for Modernization

Contract authority for modernization is allocated to the field
offices according to the proportion of units in that jurisdication that
are 15 or more years old. TField offices select the most promising pro-
jects on the basis of an analysis of many factors, including PHA needs,
capability, and past performance; types of improvements contemplated;
and availability of funds. A portion of modernization authority is

used for special projects, such as the Urban Initiatives program.

Allocation of Operating Subsidies

Operating subsidies are allocated to PHAs according to a formula
(derived from the Performance Funding System) which estimates the amount
of operating subsidy that a well-managed PHA of similar size and

characteristics would require.
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Allocation of Debt Service Payments

Debt service payments represent the annual cost to the federal
government of PHA borrowings used to finance the capital cost of
building and modernizing Conventional Public Housing. Previous
decisions about which projects to approve and modernize determine the
level and pattern of debt service payments. The payments are made to
the holders of PHA bonds, so that localities where the public housing
is located do not necessarily receive any direct benefit from these

expenditures,

Allocation of Section 23 Leased Housing Payments

Leased housing payments are based on previous commitments which
PHAs have entered into with landlords. Unlike debt service payments,
these funds are used for a portion of the cost of renting the units and

for PHA administrative costs related to the program.

ALLOCATION OF BENEFITS TO AREAS

Nearly 1.2 million units are currently available for occupancy;

their location primarily determines how the costs and benefits of the
program are distributed among regions of the country and localities.
The geographic distribution of the existing inventory is a result of the
historic patterns by which contract authority was allocated. These
patterns were based on many factors including: the interest and capa-
bility of localities and PHAs, the need for urban renewal relocation
resources, the incidence of slums and blight, construction costs, the
enactment of enabling legislation by states, local attitudes toward
public housing, and the housing needs of low-income familes.

Although new construction and modernization activities are not

directly funded by HUD, they generate economic benefits over the short

“The most heavily populated states have the largest number of units,
though not in proportion to each state's population. The four most
active states as of December 31, 1977, were New York (120,003 units),
Pennsylvania (76,849 units), Illinois (73,406 units), California
(68,224 units), and Texas (57,012 units). (Data are from HUD Office
of Housing Statistics.)
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run and provide additions to the housing stock of units that low-income
families can afford over the long term. These benefits are distributed

according to the allocation of new contract authority.

. *
Regions

Table II.3 shows public housing to be heavily concentrated in
the Northeastern section of the country, where there are many larger
PHAs serving older central cities, and in the South, where there are
many smaller PHAs. Over 37 percent of all public housing is located in
the Northeast, although in 1975 that region had only 28.9 percent of
the population. The North Central region and particularly the West
have less public housing in proportion to their population. The Sec-
tion 23 program was especially popular in the West, which has 37 percent
of all Leased Housing. Nearly one-third of the West's public housing is
Section 23.

The distribution of PHAs by size underscores the differences in
the character of public housing by section of the country. Table II.4
shows that large PHAs are most highly concentrated in the Northeast,
where 48 PHAs manage 25 percent of all Conventional Public Housing
units. A large percentage of units are managed by a relatively small
number of large PHAs. The 18 largest PHAs operate 313,916 units, or
nearly 30 percent of all Conventional Public Housing units. There are
only 125 agencies with more than 1,250 conventional units, but they
manage over 60 percent of all the conventional units.

The distribution pattern of new construction activity differs from
that of existing public housing. Table II.5 shows that in 1977 the
South, West, and Northeast had approximately equal shares of new con-

struction activity, with only the North Central region lagging behind.

kThis note uses geographic regions based on aggregates of HUD
regions; they are not quite the same as those used by the Bureau of the
Census. The Northeast region includes HUD regions 1, 2, and 3; the
North Central region includes HUD regions 5 and 7; the South includes
HUD regions 4 and 6; and the West includes HUD regions 8, 9, and 10.
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Table II.3

DISTRIBUTION OF EXISTING CONVENTIONAL AND SECTION 23 HOUSING, 1977

(In thousands of units)

Total All Conventional Section 23
Units Percent Units Percent Units Percent

Region

Northeast 442 .4 37.2 412.7 38.6 29.7 25.2

North Central 242.1 20.4 227.3 21.2 14.8 12.6

South 370.2 31.2 340.7 31.8 29.5 25.1

West 133.0 11.2 89.4 8.4 43.6 37.1

Total 1,187.7 | 100.0 |1,070.1 | 100.0 117.6 100.0
Metropolitan/Nonmetropolitan

Central Cities 764.6 64.6 688.6 64.6 76.0 64,6

Suburbs 155.1 13.1 139.7 13.1 15.4 13.1

Nonmetropolitan 268.0 22.3 241.8 22.3 26.2 22.3

Total 1,187.7 | 100.0 }1,070.1 | 100.0 117.6 100.0

SOURCE: HUD, 1977 HUD Statistical Report and HUD Office of Assisted Housing.

This geographic distribution of units under construction resulted from
the allocation system that has been used in recent years. That system
provided a higher share of units to the West and South than was
warranted solely by their share of the population.

Table II.5 shows the regiomal distribution of expenditures for
modernization in FY 1977. No data were available on where moderniza-
tion occurred (metropolitan or nonmetropolitan); expenditures were
assumed to conform to the distribution of contract authority under the
allocation system.

Table II.6 provides data on the geographic distribution of HUD out-
lays. The overall flow of funds is greater to the Northeast region
than to other regions of the country. The Northeast is the beneficiary
of 41.5 percent of public housing expenditures, although that area has
only 37.2 percent of the public housing units (see Table II.3, above).
As a result of the Northeast's large share of operating subsidies, the

South receives a relatively small proportion of operating subsidies.
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Table II.4

CONVENTIONAL PUBLIC HOUSING UNITS BY PHA SIZE AND BY REGIONa

Region
North- North
Size east Central South West Total
LARGE PHAs
(1250+ Units)
PHAs 48 25 40 12 125
Units 255,687 133,457 | 143,807 44,415 577,366
MEDIUM PHAs
(500-1249 Units)
PHAs 51 33 72 17 173
Units 39,163 24,297 54,395 12,703 130,558
SMALL PHAs
(100-499 Units)
PHAs 209 194 466 64 933
Units 47,391 40,646 95,669 12,088 195,794
VERY SMALL PHAs
(Less than 100 Units)
PHAs 79 376 737 79 1,261
Units 4,301 16,912 31,589 3,597 56,399
TOTAL
PHAs 377 628 1,315 172 2,492
Units 346,542 215,312 | 325,460 72,803 960,117

SOURCE: HUD, Office of Housing Management.

Ao, . s . . . . co
Excludes leased and Indian housing and housing in Puerto Rico, Virgin

Islands, and Guam.

Cities and Metropolitan Locations

Table II.3 shows the nearly 78 percent of all units are located

in SMSAs, of which 65 percent are located in central cities.

Only

29 percent of the population lives in central cities, but 68 percent

of the population lives in SMSAs. These figures confirm that public
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Table II.5

GEOGRAPHIC DISTRIBUTION OF NEW CONSTRUCTION AND SUBSTANTIAL
REHABILITATION, FY 1977, AND MODERNIZATION, FY 1978

(In percentages)

New Construction
and Substantial

Location Rehabilitation Modernization

Region

Northeast 28.5 38.6

North Central 14.1 21.2

South 30.0 31.8

West 27 .4 8.4

Total 100.0 100.0
Metropolitan/Nonmetropolitan

Central Cities 57.0 64.6

Suburbs 11.6 13.1

Nonmetropolitan 31.4 22.3

Total 100.0 100.0

SOURCE: HUD Modernization Program Reporting System cumulative
through November 15, 1978, and HUD occupancy data. New Construc-
tion and Substantial Rehabilitation distribution based on HUD's MIS
Division estimate of metropolitan/nonmetropolitan distribution and
HUD's MIS Pipeline Report.

housing is a central city and urban-focused program and that, in general,
suburbs have not participated actively in it.

A slight deconcentration of public housing occurred between 1967
and 1977.* The 125 largest PHAs owned or had under development 58 per-
cent of the units in 1967; but only 54 percent by 1977. However,
localities with populations of less than 25,000 owned or had under
development 22 percent of all units in 1967, but 26 percent by 1977.

New construction activity presents a different pattern. Table II.5
shows that, in FY 1977, 69 percent of new public housing was being built
in metropolitan areas, of which 57 percent occurred in central cities,

11.6 percent in surburban areas, and 31.4 percent outside SMSAs. The

%
HUD, HUD Statistical Yearbook, 1967 and 1977.
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proportion of units being built in metropolitan versus nonmetropolitan
areas generally is consistent with population patterns, but public
housing new construction continues to have a central city focus.

Data were not available on the breakdown of modernization activity
by metropolitan and nonmetropolitan areas. Assuming that moderniza-
tion expenditures occurred in proportion to the number of units,

64.6 percent would have occurred in central cities, 13.1 percent in
suburbs, and 22.3 percent outside of metropolitan areas. In the
absence of available data, it is reasonable to assume that the larger,
older central cities with older projects would have been the most
active in the modernization program,

Not only do outlays flow disproportionately to the Northeast
region, but they also flow disproportionately to central cities.

Table II.6 shows nearly 68 percent of FY 1977 outlays to have benefited
central cities. The large share of funds that central cities received
resulted primarily from the distribution of operating subsidies.

Table II.6 shows that metropolitan areas received a proportionately
larger share of operating subsidies in relation to the number of units
they operate and that in all regions nommetropolitan areas and suburbs
received a relatively smaller proportion of operating subsidies,

Table II.7 shows the high degree of targeting of operating sub-
sidies and outlays on large cities and SMSAs, particularly cities and
SMSAs that lost population between 1970 and 1975. More than two-thirds
of all the funds went to SMSAs with populations of one million or
greater, although they operate oﬁly 47 percent of the units. Smaller
SMSAs (except for SMSAs over 500,000 that lost population) received
less operating subsidy funds in proportion to the percent of units
they operate.

Concentration ratios were used to determine whether particular
categories of SMSAs received public housing units and operating sub-
sidies in proportion to other population. A concentration ratio of
one indicates that the category received its proportionate share of
units or operating subsidy outlays. Table II.8 shows that large SMSAs,
and particularly those which lost population between 1970 and 1975,

have a larger proportion of units than population. Particularly



25

Table II.7

GEOGRAPHICAL DISTRIBUTION OF UNITS AND PHAs RECEIVING
OPFRATING SUBSIDIES AND AMOUNT OF OUTLAYS, FY 19774

1977 Operating
Housing Units Subsidy
Number % of U.S. % of U.S.
of FHAs Number Total $ 000's Total
Northeast
Central Cities 87 273,410 28.66 257,540 44 .83
Suburbs 144 49,931 5.24 24,682 4.30
Mixeda 9 9,344 0.98 2,769 0.48
Total 240 332,685 34.88 284,991 49,63
N@nme}ropolitaq_ 158 33,755 3.54 11,821 2.06
Total Northeast 398 366,440 38.42 296,812 51.97
North Central
Central Cities 54 128,341 13.45 87,6€8 15.26
Suburbs %0 20,286 2.13 5,749 1.00
Kixed 12 20,268 2.13 14,634 2.55
Total 756 168,895 T7.71 708,051 18.81
Nonmetropolitan 327 33,172 3.48 6,417 1.12
Total North Central 433 202,067 21.19 114.468 19.93
South
Central Cities 85 172,646 18.10 £9,107 15.51
Suburbs 184 26,975 2.83 6,239 1.09
Mixed 10 11,809 1.24 5,428 0.94
Total 289 211,430 22.17 100,774 1757
Monmetropolitan 744 95,420 10.00 16,760 2.9
Total South 1,033 306,850 32.17 117,534 20.45
Hest
- Central Cities 27 43,638 4,57 29,914 5.21
Suburbs 29 11,191 1.17 4,616 0.80
Hixed 15 9,589 1.00 4,084 0,71
Total 71 64,388 6.74 38,614 6.72
Nonmetropolitan 112 14,127 1.48 7,076 1.23
Total West 183 © 78,515 8.22 45,690 7.55
"~ Total United States :
Central Cities 263 618,035 £4.78 464,229 80.81
Suburbs 447 108,383 11.37 41,286 7.19
Mixed 46 50,980 5.35 26,915 4,68
Total 756 777,398 81.50 532,430 97.68
Honmetropolitan 1,34 176,474 18.50 42,074 7.32
Total United States| 2,097 953,872 100.00 574,504 100.00

SOURCE: Tabulations from HUD Operating Subsidies data file
from Office of Assisted Housing; geographic designations coded
by Rand. Covers 89 percent of the total 1.07 million unit
inventory (units were excluded where operating subsidies were
not provided or accurate geographic coding was not possible).

“Mixed PHAs operate units in both central cities and suburbs.
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striking is the significent share of operating subsidy funds going to
population-losing SMSAs with populations of one million or more. A
similar concentration of outlays is not, however, occurring in smaller
SMSAs that are losing population.

A large percentage of operating subsidy funds are concentrated
in certain big cities. In FY 1977, the ten largest PHAs received
$267.6 million, or over half the operating subsidies distributed that
vear. This represented an average per unit subsidy of $928.* The
New York City Housing Authority alone received over 15 percent of all
operating subsidies.

Table II.9 provides operating data on the 18 largest PHAs and
compares per unit monthly income, expenses, and operating subsidies
for 1968 and 1977. The data mirror the changing financial circum-
stances of PHAs and the diversity of their financial condition.
Benefits varied significantly by PHA. For some PHAs operating subsidy
payments financed more than two-thirds of their operating costs. 1In
the case of New York, operating subsidies provided less than 40 per-

cent of operating costs.

Distressed Cities

Data are not available on the extent of public housing in dis-
tressed cities or on the relationship between the availability of public
housing and the extent of distress.** A large proportion of public
housing would be expected to be located in distressed cities, because
the larger older cities, particularly those experiencing population
loss, have large inventories of public housing.

All of the 18 largest PHAs serve cities that have been designated
as distressed and ranked in terms of their extent of distress by HUD.

With the exception'of Los Angeles, which ranked 267, and Dallas, which

*
Data from HUD, Office of Policy Development and Research data file.

**Distressed cities are those which, because they exhibit higher
then average levels of older housing, population loss, poverty, and un-
employment are designated by HUD as eligible for assistance through the
Urban Develcpment Action Grant Program (UDAG).
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ranked 271, all of the remaining 16 PHAs serve cities on the list of
150 most distressed cities. Three of the 11 most distressed cities—~
St. Louis, Cleveland, and Pittsburgh-—-have PHAs that are among the

nation's largest.

ALLOCATION OF BENEFITS TO PEOPLE

Understanding the income, racial, and demographic characteristics
of public housing tenants helps to understand the urban impacts of the
program. The role of public housing has become the provision of shelter
for an especially disadvantaged segment of the low-income population,
that is, predominantly low-income minority families and elderly whites,
most of whom depend on public assistance or such benefits as Social

%
Security.

Tenant Characteristics

The mean occupant income in 1977 was $4,692; the median monthly
rent for public housing was only $63.03. The demographic profile of
longtime occupants and recent movers to public housing is similar, ex-
cept that the former on average have higher income. The mean income for
recent movers was $4,029. The income of the elderly is significantly
lower than that of all occupants, averaging $3,478. Table II1.10 shows
that the income profile of public housing tenants is not significantly

lower than that of other HUD subsidy program (except for Section 236)

*%
tenants.

*Even though public housing is targeted for low-income families,
it provides only a small portion of the housing occupied by the
low-income population. Of the 26 million renter households in 1971,
over 8 million earned less than $5,000 and would probably be eligible
for public housing. (HUD, HUD Statistical Yearbook, 1977.) '

*kTwenty years earlier, in 1957, the median net income was $2,236
for tenants in occupancy and the median gross rent was 539--the median
rent in 1977 was $74--so that rents have increased at a slightly faster
rate than income. The dramatic change during the period was in the
cost of operating public housing. (Fisher, 20 Years of Public Housing,
pp. 167-168.)
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Seventy-seven percent of all occupants received some form of
benefits or public assistance.* Only 25 percent of the public housing
population were wage earners. The employed heads of household tended
to be young, minority individuals with low paying jobs. Historically,
such families have moved out of public housing when their incomes
increased.

A significant trend in recent years has been the growing propor-
tion of tenants who are elderly, handicapped, or disabled. The
percentage of elderly, handicapped, or disabled tenants rose from
14 percent in 1972 to 45 percent in 1977. This trend is the result of
both the growing needs of the elderly population and the preference of
many PHAs and communities to serve the elderly rather than younger
families.

The racial composition of public housing varies widely by locality
and region of the country, but nationwide, nearly 51 percent of the
tenants are black, 11 percent Spanish and other minorities, and 38 per-
cent white. White tenants are generally elderly; black and hispanic
families are younger. The median age for white tenants is 68, for
blacks 42, and for Spanish Americans 43. Sixty percent of white
tenants, but only 28 percent of black and 23 percent of Spanish American
tenants, are elderly.

Public housing has a higher proportion of minority tenants than
have other assisted housing programs, except the Rent Supplement pro-
gram. The racial composition of public housing sharply contrasts with
that of Section 8, which had mostly white and elderly tenants in 1977.

Partly because of the difference in age composition between white
and black tenants, incomes of black and white tenants differ. Overall
average incomes of black tenants are significantly higher than those of
whites, although median black elderly income is less than that of

elderly whites.

*

Unless otherwise noted, data on tenant characteristics are from
HUD, Public Housing Oceupancy Management Information System Report,
October 1, 1977-March 31, 1978.
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The characteristics of new renters who moved into units in 1977
present some interesting contrasts and illustrate the different types
of tenants served by public housing. Forty-four percent of the
families who moved into public housing were white, 44 percent black,
and 9.5 percent Spanish American. Forty-nine percent of the whites
were elderly, but only 21 percent of the blacks and Spanish Americans
were elderly. As a result, while the median age for all move-in
families was 34, for whites it was 48, Spanish Americans 33, and for
blacks 30. The data indicate that black tenmants tend to be younger,
have families, and in many instances are single-parent households.
Twenty-six percent of all families, but only 17 percent of black
families, are two-parent households. By contrast, 43 percent of
Spanish American families have both husband and wife present. Over
two-thirds of all new households have no wage earners--for whites the
percentage is 73, for blacks 66, and for Spanish Americans 60. Twenty
years earlier, by contrast, only 29 percent of families moving into
public housing had no workers.* Despite recent changes in occupancy
policy, these data show that public housing tenants continue to be

particularly disadvantaged and dependent on public assistance.

Geographic Variation in Tenant Characteristics

The beneficiaries of the program show some interesting geographic
variations. Median and mean income levels for tenants as a whole do
not vary significantly among central cities, suburbs, and nonmetropoli-
tan locations. Given cost of living differentials, this would indicate
that nonmetropolitan tenants have relatively higher incomes. The in-
comes of all tenants are somewhat higher in the suburbs than in central
cities, but for nonelderly occupants, they are significantly higher,

In 1976, the mean nonelderly tenant income was $6,191 in the suburbs
and $5,103 in central cities. Families moving into public housing in
the suburbs tend to have higher incomes than central city tenants. In
1977, 13 percent of central city tenants had incomes over $6,000 in

contrast to 19 percent in the suburbs.

*
Fisher, 20 Years of Public Housing, p. 60.
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The South has a higher proportion of nonwhite occupants than
other regions and, at the same time, a lower proportion of families

receiving benefits and higher percentage with workers.

Tenant Characteristics of Largest PHAs

Different PHAs serve different groups—-partly because of local
circumstances and partly by choice. Table IT.1l shows the differences
in tenant characteristics of the 18 largest PHAs with the percentage
of elderly occupied units ranging from a low of 15 percent in
Philadelphia to a high of 58 percent in Detroit. Although cost
differentials are a factor, different PHAs are choosing to serve
different income groups. Some are serving very low-income families;
others, a broader mix of the low-income population. As might be ex-
pected, mean family income was highest in New York, but excluding New
York, it ranged from $2,900 in Atlanta to $4,800 in Los Angeles. Some
PHAs have a majority of welfare tenants, as is the case in Boston and
Baltimore, but the proportion of welfare occupants is much lower in
New York and Detroit. New Orleans, Dallas, and Atlanta have an
unusually large share of all tenants whose incomes are so low that
they pay less than 15 percent of their income for rent. A majority of
all family tenants in all PHAs are single-parent households, but the
percentage is smallest in New York. With the exception of Boston, most

tenants are minority households.
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III. URBAN IMPACTS

INTRODUCTION

This section deals with the geographic impacts of public housing--
on regions of the country, central cities, and metropolitan and non-
metropolitan areas—--and the direct and indirect benefits of the
program on housing units affected, neighborhoods, employment, income,
population, and local fiscal condition. Because of the lack of data,
many of the impacts cannot be quantified or fully discerned. The
quantitative estimates that have been made represent gross impacts,
and because of the complex methodological issues involved, no attempt
has been made to calculate net program impacts.

Table III.1 summarizes the geographic distribution of the urban
impacts of the Conventional Public Housing and Section 23 Leased
Housing programs. Most of the funds appropriated for these programs
are distributed as a result of funding decisions made in the past.

The analysis of impacts is severely limited by the availability
of disaggregated data on the location and current condition of public
housing units and environments, the beneficiaries of employment result-
ing from the development of new projects and the operation of existing
ones, and the character and location of modernization work. Studies
of public housing reviewed for this analysis examined public housing
either from a national perspective or from the point of view of a
limited number of PHAs. Available qualitative data are frequently
anecdotal in character. A great deal of the potentially useful
information collected in HUD central or field office files is not
available in aggregated form. For these reasons, many of the judg-
ments about program impacts are speculative and cannot be confirmed

until better data are available.

GENERAL IMPACTS

In achieving their legislative objectives, the Conventional

Public Housing and Section 23 programs affect the availability of
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housing, the character of neighborhoods, and the fiscal circumstances
of local government; benefit particular population groups; and create
employment and income opportunities.

These program impacts may be either short-term, created by the
construction or modernization of public housing, or long-term, result-—
ing from the completion of additional housing units and their occu-
pancy. Because of the large inventory of public housing units, the

long-term impacts are more significant than the short-term ones.

Short- Term Construction and Modernization Impacts

HUD's commitment of contract authority for construction activity
initiates the construction process and provides jobs and income to the
architects and engineers who design the projects and to the contractors
and construction workers who build new housing or meodernize existing
projects. The purchase of construction materials creates additional
jobs and incomes. The job holders in turn spend their incomes on
various goods and services, and these expenditures create a multiplier
effect that increases total output beyond the amount of initial con-
struction expenditures.

Occupancy of the housing creates additional impacts. When low-
income housing units are added to the rental housing inventory, house-
holds that are eligible on the basis of income and family composition
move in. These households vacate units that may or may not be occupied
by other households. Because a large portion of low-income households
live in substandard housing, moves to new public housing may bring
about demolition of their previously occupied units or may lead to
abandonment. Or, elderly households may vacate homes or large rental
units, which will then be occupied by larger households with different
characteristics. These moves, by redistributing the population, may

affect neighborhood conditions.

Long~Term Management Impacts

When a project is completed or modernized, HUD begins to expend

funds for the project. One stream of expenditures amortizes the
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capital cost of the project. Another, if necessary, makes up the
deficit that may occur from operating the project. In Section 23,
expenditures are used to pay part of the cost incurred by PHAs
renting privately owned housing units occupied by tenants eligible
for public housing. These outlays create public and private jobs and
earnings for individuals involved in maintaining and managing the
public housing. They also create additional indirect employment and
income.

Public housing may enable occupants to live in housing of better
quality or with more amenities than they could otherwise afford.
Presumably, public housing tenants could not rent units of comparable
quality or size in the private market without assuming an unreasonable
financial burden. Public housing also provides for such special groups
as large families and disabled persons, for whom no adequate alterna-
tive housing may exist in the private market. Public housing may,
in addition, have the effect of reducing the reat that occupants
must pay, thus enabling them to spend a larger share of their income
on nonhousing goods and services.

Public housing projects can affect the neighborhoods in which
they are located. Impacts can be positive or negative, depending
on the circumstances, character of the occupants, and physical condi-
tions of the projects. Some of the more important impacts of public
housing are those involving the interactions between projects and
their surrounding neighborhoods.

Public housing projects generate the need for public services
or adjustments in service delivery patterns. The extent of the
additional financial burden on local govermment will depend on local
circumstances and the availability of assistance from state or federal

sources.

Direct Expenditures

Direct HUD outlays and construction expenditures that arise from
HUD commitments to subsidize the construction of new projects or the
modernization of existing ones determine the scale and impact of public

housing.
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Table III.2 summarizes the dollar value of public housing activity
and the number of units affected by the program in FY 1977. Overall,
public housing generated $2,260.2 million of direct expenditures and
affected over 1.2 million housing units. Of that amount, $616.5
million represented new construction expenditures involving an
estimated 13,700 units under construction.* An additional $52.8
million was spent on modernization to upgrade existing units. HUD
outlays totaling $1,590.9 million represented the remaining expendi-

tures.

IMPACTS ON HOUSING UNITS AFFECTED

Because of the limited new construction in recent years, public
housing will not by itself have a significant new impact on the quality
or extent of housing available nationwide to low-income families, nor
will it affect the quality or character of neighborhoods over the
short run. Most new projects are small-scale and not concentrated in
particular jurisdictions. As noted above, the Section 8 program is
HUD's major new construction program, and public housing now consti-
tutes only a small portion of assisted housing production activity.
In particular localities, however, the impact of public housing in
combination with Section 8 may be significant.

The major impacts of public housing derive from the effects of
the inventory of public housing already in existence and occupied.
The location of the inventory largely determines the pattern of pro-

gram benefits. Central cities, metropolitan areas, and large Northern

>‘HUD does not have data on construction costs or the number of
units actually under construction at any given time. Its Office of
Budget estimates that new public housing units cost $41,000 each,
units acquired and rehabilitated $50,000 each, and Indian housing
units $68,000 each. The estimate in this note of 13,700 units under
construction, valued at $616.5 million, in FY 1977 was obtained as
follows: The number of units under construction was determined by
adding the number of completions (6,192) and construction starts
(12,080) in FY 1977 and assuming an average construction period of
16 months (6,192 + 12,080 % 16 x 12 = 13,704). The value of new con-
struction in FY 1977 was estimated by assuming an average cost of
$45,000 per unit and disregarding land cost (13,700 x $45,000 =
$616,500,000).
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cities have a proportionately larger share of public housing units.
The West, large cities in the Southwest, suburbs, and rural areas have
fewer units than their share of the nation's population or proportion
of low-income families. The South has a significant proportion of

all public housing, but less than its proportion of nationwide
poverty.

A key feature of the public housing program ties subsidies to
particular units and locations. As a result, program recipients, to
take advantage of the assistance offered, are required to live in
specific buildings and projects in specific neighborhoods and locali-
ties. The lack of portability of the assistance freezes the locational
distribution of benefits, except to the extent that new units are
added to the inventory. Program funds are directed to units, projects,
and locations that were selected for a variety of reasons in the past
and may or may not currently serve the needs of the public housing
clientele. As a result, history dominates the program.

As was intended by the legislation, public housing was tied to
the incidence of blight and slum clearance activity, so that public
housing was located in larger, older central cities. The program
created many jobs and improved housing quality, and developed a
significant housing resource. It also generated problems. Because
the housing subsidies are tied to particular units and locatiom,
the program concentrates low-income families in particular places.
This concentration has led to a variety of social and management
problems in many projects, particularly in the large-scale projects
prevalent in the major central cities. The average size of projects
owned by the six largest PHAs is 462 units; for the largest 103 PHAs,

%
it is 268. The "ghettoization" of the poor, minority families,

*Data from HUD Office of Assisted Housing. A HUD study,
Problems Affecting Federally Supported Low Rent Public Housing:
A Field Study, 1978, based on an analysis of a weighted sample of
700 projects, found that an average project had 127 units, of which
12 percent had no bedrooms, 34 percent one bedroom, 25 percent two
bedrooms, and 29 percent three or more bedrooms, Three-fourths of
all projects contained one- and two-story structures. Larger PHAs
were more likely to own high-rise projects and projects built prior
to 1950.
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welfare recipients, and single-parent households is believed to cause
greater problems than would occur if such families were scattered
throughout a neighborhood or community.

The design of public housing buildings, influenced to a large
degree by restrictions on construction costs, may be inappropriate for
the types of families served. In some projects, large, low-income
families are housed in high-rise structures. Such buildings may cause
problems of security, environment, maintenance, and social control.

Many projects contain a high percentage of family units, thereby con-
centrating large numbers of children within circumscribed project
boundaries. A fraction of all projects are severely troubled financially
and socially. These tend to serve the nonelderly and are located in

big cities, in the Northeast and North Central regions.

The location of public housing may affect the costs of operating
projects, the characteristics of project tenants, and the availability
of low-income housing. The cost of operating public housing in big
cities is greater than it is in less urbanized places. Costs are
higher in the Northeast and the West.

The location of the units and the large size of projects in big
cities concentrates low-income families in central cities. One-third
of the Section 8 units are located in suburban areas; in contrast,
only 13 percent of public housing units are found in suburbs. TFor
this reason, most tenants requiring public housing assistance must live
in central city areas. Because of the geographic distribution of public
housing, many families have few housing options, especially for racially
or economically diverse housing. To the extent that potential jobs and
better services are available in suburbs, public housing imposes a

disadvantageous and restricted choice.

IMPACTS ON NEIGHBORHOOD CONDITION

The specific locations and neighborhoods in which projects are
situated largely determine the types of tenants who will want to live
in the projects and the access tenants have to services and facilities.

The types of tenants attracted to public housing in turn have an impact
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on neighborhood conditions. HUD does not collect data on the character-
istics of the neighborhoods where projects are located.

A recent HUD study* indicated, however, that in larger central
cities, public housing is more commonly found in marginal or deteri-
orated areas. Such areas may be experiencing housing abandonment,
high crime rates, and high percentages of substandard housing. These
areas, because they may be deficient in terms of services and facilities,
make public housing attractive predominantly to households dependent on
public assistance or other types of fixed benefits, and in many situa-
tions prevent PHAs from renting to a broad spectrum of low-income
families. In such situations, public housing projects may have an
adverse impact on neighborhood condition. Because of the composi-
tion of their tenant population, public housing projects may act as
a blighting influence on some neighborhoods and inhibit or preclude
upgrading and private investment in the area.

By contrast, projects in the smaller communities, more prevalent
in the South and North Central regions of the country, are located in
neighborhoods judged to have higher—income residents, less crime, and
more owner-occupied housing than projects in larger central cities.

In such situations, projects may be viewed as positive net additions
to neighborhoods and may benefit their surroundings.

HUD field staff members estimated that 37 percent of all projects
were located in neighborhoods with at least 50 percent minority popu-
lation. Nearly two-thirds of all large projects were judged to be in
such neighborhoods. By contrast, they estimated that 58 percent of
smaller projects were located in neighborhoods where minorities were
25 percent or less of the population.**

Because of the image of the program and its tenants, PHAs have
traditionally had difficulty in locating projects in healthy ﬁeighbor—
hoods or in obtaining well-located attractive sites. Many suburban
jurisdictions have built only elderly projects or have in many cases

refused to establish housing authorities.

*
HUD, Problems Affecting Federally Supported Low Rent Public
Housing: A Field Study, 1978.

H
Ibid.
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IMPACTS ON EMPLOYMENT

Public housing creates employment, directly, by providing federal

funds for operating costs, rentals, and debt service payments and,
indirectly, by inducing construction and modernization activities.

As shown in Table III.3, public housing expenditures are estimated to
have generated a total of nearly 189,000 gross jobs in FY 1977.* An
estimated 64 percent of the jobs were located in central cities and
13 percent in suburban areas. The Northeast accounted for some

37 percent of the jobs; the South, 28 percent; the North Central re-
gion, 18 percent; and the West, 17 percent.

Each type of direct and indirect assistance created a different
pattern of job distribution. Construction and modernization accounted
for an estimated 30 percent of all jobs created by public housing.
Fifty-eight percent of the new construction jobs were in central city
projects; 12 percent, in suburban areas of SMSAs; and over 30 percent,
in nonmetropolitan areas. The Northeast and West benefited more than
the other two regions, each getting 26 percent of the jobs created,
This distribution mirrored the distrvibution of contract authority. The
number of construction jobs will increase as more of the units pre-
viously approved are constructed and as the backlog of modernization
moves to the construction stage. Because public housing would not be
built without federal assistance and becaugse low-income tenants could
not affort to rent new private housing without subsidy, it may be
assumed that these jobs would not have been created without the program.

The impacts of expenditures for Section 23 Leased Housing payments

and debt service payments on employment were assumed to be distributed

*Job estimates for construction activity were derived from the
dollar volume of induced construction and the use of a construction-
employment multiplier developed in the course of HUD's Office of Policy
Development and Research urban impact studies; specifically, each billion
dollars of comnstruction activity generates 84,167 jobs. Estimated jobs
resulting from HUD outlays for Section 23 rental and debt service pay-
ments were determined from the dollar volume of the outlays and the use
of a transfer multiplier which assumes that each billion dollars of
outlays generates 29,952 jobs. For a discussion of the development of
multipliers for these studies, see Appendix 1, Chapter 1, "Methodology,"
in Norman N. Glickman and Susan Jacobs, The Urban Impacts of the Budget
of the Department of Housing and Urban Development (U.S., Department of
Housing and Urban Development, Washington, D. C., 1979).
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in the same proportions as the housing units; that is, these jobs are
more heavily concentrated in central cities and in the Northeast and
South.

Operating subsidies underwrite part of the cost of operating

Conventional Public Housing and it is estimated these funds created

ot
w

29,645 direct and indirect jobs.

Operating subsidies and the jobs they create are concentrated in the
Northeast and in central cities. Fifty-two percent of the jobs are
estimated to have been created in the Northeast, and nearly 74 per-
cent in central cities. The cities with large inventories of public
housing realized the largest number of jobs; the ten largest PHAs
received half the funds, thus half the estimated jobs. Nearly 89 per-
cent of the jobs made available by operating subsidies were located
in metropolitan areas.

Anecdotal information suggests that the larger number of jobs

generated in central cities, particularly those in the big cities of

*HUD does not tabulate PHA employment data. Two approaches to
estimating the number of jobs were considered and resulted in almost
identical estimates. HUD's Office of Assisted Housing estimates that
there is one full-time employee for each 22 units in a large PHA, one
full-time emoloyee for each 31 units in a medium PHA, and one employee
for each 36 units in a small PHA. Because more units are owned by
large PHAs, it could be assumed that the figure for large PHAs was
more accurate of the universe of all projects. As a result, it was
estimated that on average there would be one employee for each 25
units of public housing. For all projects there would be 38,106
employees. A HUD study (HUD, Report on Local Agency Employment Benefit
Plans, 1972) provided a second source of job generation estimates. As
part of a survey, PHAs were asked about their number of employees;

95 percent responded indicating that they had 38,900 employees, includ-
ing 23,800 in maintenance and 15,100 in administrative jobs. The 38,106
figure was used to estimate the direct jobs created by: the operation of
public housing. Operating subsidy payments represented 37.8 percent of
all PHA operating costs which totaled $1.415 billion (HUD, HUD Statistical
Yearbook 1977).  That percentage was used to estimate the number of

direct employees that HUD funds created. Based on these assumptions,
14,023 jobs were generated by operating subsidies directly. Another
15,622 were estimated to be created indirectly. The estimate of the
indirect jobs created was based on use of a transfer multiplier.
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the Northeast, may have been an important source of minority employ-
ment. However, hard data are lacking. The extent of minority par-
ticipation in construction varies by the locality and region. Public
housing construction contracts forbid discrimination and require
affirmative action in the hiring of minorities; whether such require-
ments have the effect of creating net additional minority employment
is not known. Some PHAs modernize projects using PHA employees and/or
tenants. The extent to which such hiring occurs or affects the compo-
sition of the construction force also is not known. Because Davis-
Bacon wage rates must be paid, comstruction jobs would pay relatively
well. Maintenance and clerical positions, which do not require high
skill levels and make up most of the PHA jobs, may also provide
opportunities for minority employment. Many of these jobs provide
relatively low wages and the extent of minority employment was not

determined.

IMPACTS ON EARNINGS AND INCOME

Public housing activity creates earnings for various groups—-
construction workers, PHA staff, bond holders, and landlords--
participating in the building of mnew projects or management of exist-
ing projects. Because tenants generally pay less rent in public hous-
ing than they would in private housing, they receive transfer income
indirectly from a reduction of rent burden. That income can be used

for nonrental expenditures. Earnings and income impacts are discussed

below.

Earnings

HUD outlays and commitments are estimated to have resulted in
$1.9 billion in gross earnings in 1977. The pattern of earnings is
similar to that of jobs created and is shown in Table IIT.4. Almost
64 percent or $1.2 billion, was estimated to have been earned in
central cities and another $247 million, or 13 percent, in suburban
areas; nonmetropolitan earnings were 23 percent, or $447 million.

The Northeast and South received more benefits in terms of gross
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earnings than did the North Central and Western regions. The earn-
ings were estimated at $701 million in the Northeast and $531 mil-
lion in the South.*

Four groups derive earnings from the flow of federal subsidies
and commitments. Owners of PHA development and modernization bonds
earn interest income from debt service payments and earnings are
generated for those involved in the construction, operation, and
modernization of public housing and in the leasing of Section 23
units.

Because the location of bond holders was unknown and because
no more accurate allocation methodology could be developed, it was
assumed in determining earning patterns that earnings from debt
service payments would be distributed in proportion to the distri-
bution of units. Part of these funds represented interest and part
a capital return. The extent to which funds would be reinvested or
spent on consumption was not ascertained.

Construction industry income was assumed to follow the pattern
of construction and modernization activity.

PHA employees' earnings from maintenance and management jobs
supported by operating subsidies which were distributed in the same
general pattern as the jobs.

Section 23 landlords receive a portion of their rental income
from federal subsidies. These funds are used to operate and maintain
the housing that the tenants live in and to pay mortgages and property
taxes; some fraction represents profit earned by the property owners.
Earnings derived from Section 23 were assumed to follow the geographic
pattern of federal outlays.

* .
Earnings estimates for construction were calculated using the

dollar volume of induced construction activity and a construction
earnings multiplier; earnings estimates derived from debt service
payments, operating subsidies, and Section 23 Leased Housing were
determined using the dollar volume of outlays and a transfer
multiplier. For construction activity, an earnings multiplier of
$1.12 billion per billion dollars of construction expenditures was
used. TFor outlays, a transfer multiplier of $730 million per billion
dollars of outlays was used. Of this amount, $460 million represents
direct earnings and $270 million indirect earnings.
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Transfer Income

HUD expenditures also have the effect of providing transfer
payment income to tenants in the form of lower remt. Without
public housing, tenants would have to pay a higher proportion of
their income for rent. The benefit of the transfer income to tenants
is the difference between what they pay for public housing and what
they would have to pay for private housing of the same quality. This
saving represents increased effective income that can be spent on
goods and services. How and where this money is spent was not deter-
minable, but given the tenants' limited income and mobility, it can
be assumed that a sizable portion would be spent locally.

Calculating the dollar value of the transfer income presents
many problems: First, tenants may not not find or choose public
housing units equal in quality or size to what they would select
outside public housing. Second, economic value or benefits of the
location of the housing and the availability of services and facilities
would also have to be factored into the determination. The alternative
for some recipients would be to rent in a neighborhood other than the
one in which they lived in public housing. Some might choose what
would be judged a better neighborhood; others might move into a less
desirable neighborhood. The true value in terms of increased income
depends in part on the availability and character of alternative
housing. The benefit to tenants in terms of increased disposable
income is not known, but it is presumed to be less on average than
the $1,340 of direct federal subsidies that support each family.

Occupants of larger units appear to derive the greatest financial
benefit from public housing. A HUD study* estimated the private
market values of public housing units to be $128 a month for an
efficiency, $152 for one bedroom, $180 for two bedrooms, $210 for
three bedrooms, and $296 for seven or more bedrooms. Since public
housing rents range from $55 to $94 a month, tenants could be receiv-

ing $876 to $1,961 a year additiomal transfer income.

* .
HUD, Problems Affecting Federally Supported Low Rent Public
Housing: A Field Study, 1978.
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As long as tenants remain in public housing, their benefits
from reduced rent continue. The value of the benefit falls as
income rises; if income continued to increase, at some point the
benefit would reach zero or the family would become ineligible to
occupy the unit. Such a circumstance would be rare, however, given
the income sources and circumstances of most public housing tenants.
The Brooke amendment has the effect of insulating tenants from the
rapidly rising costs of housing: Regardless of the costs of operat-
ing public housing, rent is tied only to tenant income and may never
exceed 25 percent of adjusted income.

For families on fixed incomes, the income and housing quality
benefits increase in the face of inflation. The overall effect of
the system whereby rents are determined is to encourage those of
lowest income and those whose incomes remain fixed or do not keep up
with inflation to remain in public housing. As their relative income
declines so do their choices. Public housing becomes the only
standard housing that such tenants can afford. For these reasons,
families living on Social Security, welfare, and other relatively
modest and fixed resources gain the greatest benefits from public

housing.

IMPACTS ON POPULATION

Public housing represents a significant low-income housing
resource, particularly for big cities. Although approximately 1.5 per-
cent of the U.S. housing inventory is public housing, many of its
effects remain difficult to determine, including: how the geographic
distribution of public housing affects occupants’' housing choices;
what would be the implications if public housing assistance were not
available; whether the availability of public housing attracts people
to big cities, where most public housing is located, or discourages
people from moving to other parts of the country. Given migration
trends away from central cities, public housing probably is not
attracting people to central cities or to the Northeast. It may have

the effect of encouraging the assistance-dependent tenants to continue
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to live in public housing and to remain where they are. This incen-
tive may not adversely affect the elderly, who have more housing
options available to them, but in the case of large or single-parent
families, public housing may keep dependent families in particular
parts of big cities,
"~ The small fraction of ;ublic hoﬁéihg in suburbs has limited
housing choices to some degree for low-income families. On the
other hand, approximately one-third of all Section 8 units are
located in the suburbs, and to the extent that public housing tenants
can take advantage of Section 8 housing, options will be expanded.
The Section 8 program might affect public housing negatively.
If elderly and employed public housing tenants are the ones who
take advantage of Section 8 to move out of public housing, the most
dependent households would be further concentrated in public housing,
exacerbating the social problems that already exist in many projects.
Public housing in smaller communities, a large percentage of
which is located in the South and North Central regions, tends to
serve the low-income working family and the elderly and provides the
type of housing assistance envisioned by Congress when public hous-

ing was initially authorized.

IMPACTS ON FISCAL CONDITION

Public housing affects the fiscal condition of the communities
in which the housing is located. Communities must agree to make a
contribution to the cost of public housing by exempting projects
from property taxes, and once the units are built, the communities

must provide necessary public services and facilities.

Local Financial Contribution and Impact of the Property Tax Exemption

Congress intended that local governments contribute to the cost
of housing low-income families and eliminating slums by exempting
public housing from taxes. Although projects remained tax exempt,

PHAs began to pay local governments for part of the costs of providing
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public services. These '"payments in lieu of taxes,'" or PILOT,
were based on a percentage of the shelter rents paid by tenants.*
The 1949 Housing Act authorized PHAs to pay up to 10 percent of
shelter rents in lieu of taxes.

Over the years, two factors affecting public housing rental
income have significantly reduced the value of PILOT: First, the
adoption of the Brooke amendment lowered the rent burden of many
tenants; second, because shelter rent was calculated after utility
payments, the rapid rise in utility costs reduced the shelter rents
upon which the 10 percent payment was based. Between 1962 and 1976,
the average per unit shelter rent payment dropped from $35.39 to
$30.00.** The HUD study concluded that large PHAs made the smallest
PILOT per unit and medium-sized PHAs made smaller payments than
small PHAS.T This would be consistent with the finding that the
larger PHAs in the big cities have greater financial problems, but
to the extent that large PHAs serve distressed cities, the revenue
of these cities would suffer from not receiving the full PILOT. The
revenue reduction would affect particularly localities with large
concentrations of public housing units and high utility costs, such
as the Northeast.

The tax exemption of public housing reduces local property
tax revenue. The calculation of the extent of foregone revenues
to local communities depends on assumptions about how the properties
would be normally taxed or what would have been built on the sites
instead of public housing. In many communities, tax revenues from
such sites would have been low anyway, because public housing was
built on former slum sites. Or, property owners might not pay taxes
or might have abandoned such properties. On the other hand, public
housing sites might have been used for purposes that provided greater

tax revenue.

"HUD, Payments in Lieu of Taxes: A Status Report, p. 2-5.
%k

"Ibid., p. 2-5.
TIbid., p. 2-17.
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The HUD PILOT study found that the estimates of the property
taxes that PHAs would be expected to pay if there were no exemp-
tions varied regionally. In the HUD Boston region, the taxes would
have averaged $889 a unit; in the Kansas City region, $55. The
great variation results from different taxing authorities using
different assumptions to calculate tax liability: Taxes based on
replacement value generate a high assessment figure; taxes based
on net income generate a small assessment. HUD concluded that PILOT
represents somewhere between 6 and 42 percent of what full taxes
might reasonably provide and that PILOT represented somewhere
between 3 and 19 percent of the costs of public housing.*

An analysis of the fiscal impact of tax exemption needs to take
into consideration the potential benefits received from the addition
of standard units of housing for low-income families and the benefits
the tenants and community derive from the improved living conditions
of the occupants.

Because metropolitan areas and the Northeast have a large
proportion of all public housing units and because in many cases
their property tax rates and those in the West are higher than
rates in other parts of the country or in nonmetropolitan areas,
those areas are most affected by the tax exemption. The impact
of the property tax exemption is greatest in big central cities.

Section 23 units are located in privately owned buildings which
pay full taxes. The assistance has no effect on local fiscal condi-
tion except to the extent that the Section 23 payments provide income

which landlords may use to pay their property taxes.

Provision of Services and Facilities

Public housing may place demands on local communities to provide ser-
vices and public facilities for projects. The program pays for many ser-

vices including user charges for utilities, sewer, and water services and,

%

Ibid., pp. 5-6, 5-8, and 5-11. Nearly 10 percent of PHAs do
not make PILOT payments because they cannot afford to or because
‘localities are not living up to their cooperation agreements.
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in recent years, part of the cost of security services. Local govern-
ments are expected to provide such services as police and fire protec-—
tion, schools, streets, and recreation and health services. In some
localities, the construction of public housing necessitates the build-
ing of new schools and facilities to serve tenants.

These services——and the investments they entail--may or may not
have been needed without public housing. To the extent that public
housing causes in-migration to the community or population shifts
from a neighborhood adequately served to one requiring additional
public investment, it increases local government costs. To the
extent that public housing tenants reside in a locality in which
outmoded or inadequate public services must be upgraded, the addi-
tional investment could be assumed to have occurred without public
housing. Low-income tenants need the same services whether they live
in public or private housing. In any case, the cost of services to
public housing are not fully borne by local government. The federal
government pays a large portion of the cost of providing social,
health, and welfare services for low-income families.

Local communities also benefit from their investments in services
and facilities for public housing projects. It can be assumed that
occupants are better housed and healthier than they would be other-
wise and that there may be some reduction in crime and fire hazards.

As is the case with other fiscal impacts, the cost of providing
services and facilities falls most heavily on metropolitan areas and
big cities where public housing is concentrated. At the same time,
these areas are major beneficiaries of grant-in-aid programs that
help to finance a variety of programs directed to low-income families.

The calculation of the full impact of providing services would
require an extremely complicated qualitative assessment of the costs
and benefits of public housing to the occupants and the rest of the

community.
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IV. CURRENT ISSUES AND PROGRAM ALTERNATIVES

CURRENT ISSUES FACING THE PROGRAM

This analysis has identified the various impacts of public hous-
ing on geographical areas, types of cummunities, and direct and
indirect program beneficiaries. In certain localities, because the
costs and benefits of the program are highly concentrated, the impacts
of the program are significant. Current public housing impacts and
problems present HUD policymakers with a set of complex policy issues.
How they are resolved or dealt with will affect the allocation and
distribution of public housing funds, as well as the program's future
urban impacts.

The Carter Administration, believing that a need still exists for
additional public housing units, has reactivated public housing develop-
ment. At the same time, supporting the operation and maintenance of the
existing public housing inventory continues to be a major federal fund-
ing commitment. Many issues relating to who ought to pay the costs of
public housing, who ought to benefit from the program, and what the
future direction of the program should be are of current policy concerm.

These issues revolve around nine general questions:

1. What should be the mission of public housing and PHAs
in meeting the needs of low-income families?

2. Where should new projects be located?

3. What should be the long-term federal role in relation to
units built under the public housing program?

4., Who should be the clientele of public housing?

5. What contribution should tenants make to the cost of
operating projects?

6. What contribution should local governments make to support
operating projects?

7. How should operating subsidies be distributed, and how can

public housing operating costs be better controlled?
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8. How can tenant/management relationships be improved so as
to foster the financial and social health of projects?
9. What can be done to renew troubled projects physically,

socially, and financially?
How these issues are resolved may affect the pattern of construc-
tion activity and federal expenditures and modify operating policies

which in turn would alter the urban impacts of the program.

Role of Public Housing and PHAs

The public housing subsidy mechanism relies on the initiative
and competence of PHAs. Their skills, resources, and commitment to
low-income housing needs vary widely. Current debate centers on the
extent to which public agencies, such as PHAs, or the private sector
should provide low-income housing. Unlike Conventional Public Hous-
ing, the Section 8 program relies predominantly on the private sector
to build and make housing available to low-income families. Whether
low-income tenants should be housed in new or existing units also con-
tinues to be debated. An existing housing strategy may be more appro-
priate for larger cities with substantial public housing and large
numbers of vacant units than for areas where vacancies are uncommon
or where housing to meet the needs of special groups, such as large
families or the elderly, does not exist. A related question concerns
the extent to which housing subsidies for low-income families should
be tied to particular projects. The Section 8 Existing Housing program
is designed to use existing housing resources and to provide bene-
ficiaries with the opportunity to select units and locations. Public
housing and Section 8 New Construction and Substantially Rehabilitated
subsidies, by contrast, are tied to fixed locations, projects, and
buildings. 1In the case of public housing, the fixed subsidy approach

has had negative impacts on some localities.

Project Location

The location of new public housing is a key factor in determin-

ing who the beneficiaries of the project will be and the environment
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in which the tenants will live. Location influences the chances of
maintaining racially and socially integrated projects and the
availability to tenants of adequate services and access to employ-
ment and transportation. Location affects the outcome of the policy
objective of racial and social deconcentration. Arguments can be
made to support the development of new housing in core central city
areas, in middle-income areas of central cities, in suburbs, or in
areas outside of metropolitan areas altogether. There is no clear-

cut answer to this complex issue.

Federal Role

Public housing projects built during the early years of the pro-
gram, mostly in big cities, are reaching a point where bonded indebted-
ness will be completely amortized and the localities will own the proj-
ects debt-free. It can be assumed that projects receiving operating
subsidies will remain subject to federal review, but the government
must define what the role of these housing resources is to be. Many
factors must be weighed in developing a long-term federal policy
toward debt-free projects which balances the interests and objectives
of the federal and local governments, as well as of the low-income

population.

Program Clients

Debate continues as to who ought to be the tenants and beneficia-
ries of the public housing program. The issue centers on whether
the public housing program should concentrate on those with the
greatest need or whether it should seek a broad range of low-income
families. The case for renting to the neediest is based on the pre-
sumption that they cannot find alternative housing in the private
market. On the other hand, providing a mix of income groups increases
rental income, safeguards PHA solvency, and it is contended, creates

a healthier and stabler social environment.
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Tenant Contribution

Tenants pay no more than one-fourth of their adjusted gross
income for housing. Some argue that such an income/rent ratio is
too high and others that it is too low for families eligible for
public housing. The issue involves not only an assessment of the
effect of the rent burden on tenants, but also the amount of rental
income PHAs are able to collect and the extent to which the federal

government has to underwrite operating losses in public housing.

Local Government Contribution

Whether or not public housing should continue to be tax exempt,
and whether PHA payments should be increased to cover more adequately
the cost of providing local services to public housing tenants consti-
tute other current policy issues. A parallel issue involves debate
about the responsibilities of state and local govermments to provide
services and public facilities to project tenants. Positions range
from advocating that the federal government pay the full cost of housing
low-income families to advocating that state and local governments pro-

vide a full range of appropriate non-housing services and facilities.

Operating Subsidies

Operating subsidies represent a growing proportion of federal ex-
penditures related to public housing. Despite general agreement that
the financial solvency of public housing requires an operating subsidy
program, there is dissatisfaction with the present formula for allo-
cating funds, Criticism of the formula includes complaints that it
does not account for the unique circumstances in which many PHAs find
themselves, that it provides no system for controlling or managing PHA
operating costs, that it provides inadequate incentives for PHAs to
control costs, and that it distributes funds inequitably among different

types of PHAs.

Tenant /Management Relationships

The role, responsibilities, and powers of tenants vis-a-vis

PHA management have been much discussed in recent years. Traditional
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landlord/tenant relationships have been modified to require PHAs to
establish procedures for eviction, tenancy, and appeal of grievances.
Tenant councils with varying degrees of responsibilities have been
established in many projects. In some cases, tenant groups have
taken over management of public housing projects. Discussion
continues about what role tenants should play in the management
process and what impact different levels of tenant involvement could

have on the financial and social conditions of projects.

Troubled Projects

A limited number of public housing projects exhibit extreme
levels of social and financial deterioration as evidenced by high
crime rates, extensive vandalism, physical deterioration, large
numbers of vacancies, lack of social cohesion, and high levels of
rent delinquencies. The factors and circumstances that create
troubled projects are not clear, but the manifestations of trouble
are. HUD has funded several demonstrations to test different approaches
to upgrading the character of such projects. The Urban Initiatives pro-
gram is the most recent effort to address the problem of troubled pro-
jects. The most effective techniques and approaches for dealing with

troubled projects remain an important public housing program issue.

PROGRAM ALTERNATIVES AND POLICY OPTIONS

The purpose of this analysis has not been to evaluate the effec-
tiveness of public housing as a housing strategy or to review the
appropriateness of particular program policies. Rather, it has
sought to identify the regional impacts and beneficiaries of program
activity and to quantify the effects of the allocation of federal
outlays and funding commitments. The extent to which public housing
has succeeded in benefiting localities and individuals depends on
the policy objectives and perspectives used to evaluate the program.

Aside from whether the extent of the concentration of program

benefits is appropriate from a federal policy perspective, it is
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evident that the ability of HUD to change or improve the allocation
of public housing benefits to people or places is severely limited,
particularly in the short-run. The existing inventory of public
housing represents a major federal investment and long-term financial
liability. It is doubtful that it would be feasible or prudent to
try to dispose of the inventory or to reduce the level of federal
assistance.* Alternative strategies for dealing with the current
difficulties facing public housing are constrained by the location
and design of projects.

In the broad sense, public housing policy should be considered
within the context of an overall HUD-assisted housing policy. Sec-
tion 8, Section 202, Section 235, and public housing represent dif-
ferent approaches and targeting strategies for subsidizing families
requiring assisted housing. Such an overall housing policy has to
address the issues of program costs and equity and, given finite
resources, how the mix between housing quality and number of bene-
ficiaries should be apportioned. Whether existing housing should be
used as the primary resource for housing low-income families or
whether a new housing strategy is more appropriate presents difficult
policy choices and depends on individual housing market conditions.
Public housing, representing the high-cost, deep-subsidy approach,
is designed to provide standard housing for low-income families.

The other assisted housing programs tend to serve a broader income
clientele but may cost as much as public housing when they serve the
same income group. Whatever housing strategy HUD adopts, because of

differing housing market circumstances, the strategy will be perceived

“While appealing as a concept, the idea of selling off projects
to investors or tenants does not appear feasible. Most projects are
not self-supporting out of rents with no debt service requirements.
Even if projects were given away, most could not be financially
viable unless the tenant mix could be altered substantially. The
outstanding indebtedness on public housing projects would have to
be accounted for in some fashion. Given reasonable terms and condi-
tions of sale, it is hard to imagine that many projects would be
considered attractive investments.
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and accepted differently at the local level, and local decisions
ultimately will influence the pattern of urban impacts of HUD-
assisted housing activity in the future.

Where to locate assisted housing presents another dilemma
affecting overall HUD housing policy. The approach chosen will
determine how the costs and benefits of the assisted housing programs
are distributed geographically. A case can be made for giving special
attention to metropolitan or nonmetropolitan areas, to growing or
declining areas, or to central cities or suburbs. There may be no
way to resolve such a complex issue, and the most feasible policy
may be to concentrate on assuring the availability of housing options.
Public housing also illustrates the importance that needs to be
attached to viewing the provision of shelter from a broad perspec-
tive. The provision of housing cannot be isolated from its loca-
tional and circumstantial context.

Public housing and Section 8 represent different approaches to
providing assisted housing. Public housing is owned and operated by
public agencies, based on the assumption that public sponsorship and
operation of low-income housing is cost-effective and programmatically
sound. Section 8 relies on the private sector to provide most of the
housing, and tenant selection and operating practices are left to the
owners. Each approach has advantages and disadvantages.

Current trends indicate that Section 8 is serving the elderly
predominantly, and a growing portion of public housing is rented to
elderly tenants. With limited resources available, apportioning
such housing between the needs of the elderly and of families poses
a difficult policy choice.

A large portion of Section 8 New Construction units is being
built outside central cities. It is premature to determine whether
this housing will serve a different group of clients than would be
served by public housing or by a different targeting strategy (that
is, one that allocated more resources to central cities), and

whether it will help to increase housing options for low-income
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families. The geographic distribution of assisted housing activity,
however, raises important policy problems for future consideration.

The alternatives available to HUD to change the income mix of
public housing tenants or to improve the financial viability of
projects appear limited. Given the geographic pattern of the public
housing inventory and specific location of projects, public housing
appeals to dependent and fixed-income families, but does not attract
families with wage earners or with housing choices. Changes in
eligibility rules and standards may have little impact on the
characteristics of occupants.

A policy to reduce federal outlays by requiring higher levels of
tenant contribution to operating costs or larger contributions by
local government would run counter to past HUD policy designed to
provide a reasonable minimum standard of living to all families
and to target funds on distressed cities. Cutbacks in federal
assistance would hit the very poor and the older big cities the
hardest. The Northeast would be hurt more than other regiouns.

This analysis has highlighted the danger that the impacts of
public housing and other assisted housing programs will be viewed
only in the aggregate, without adequate consideration of particular
market circumstances or the problems in particular localities. Each
housing market has its own dynamic, and the problems, benefits and
costs of public housing vary significantly by locality. For these
reasons, it is important to analyze housing needs and problems on
a market-by-market basis and to design assistance strategies that
take these factors into account. Given the concentration of units
and outlays in a limited number of big cities and its own limited
staff resources to review performance and provide technical assis-
tance, HUD might focus on the largest PHAs as the most cost-effective

way to control costs and improve the viability of troubled projects.
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