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Chapter One 
Introduction 

 
 Should the vast inequality in the nation's distribution of wealth and income be reflected in 
the size, condition, and location of its housing? 
 If a housing expert from Mars, or even Canada, were to visit the United States, she would 
be shocked at the complexity, inefficiency, and incoherence of our government's housing 
policies. Although impressed by the size and quality of housing for much of the American 
middle class, the visitor couldn't help but notice the huge (and widening) gap between the 
housing haves and the housing have-nots, a gap that is exacerbated rather than mitigated by the 
totality of government policies. No other major industrial nation has allowed the level of sheer 
destitution and decay found in America's cities. For example, Canada -- which has a similar 
economy and distribution of wealth -- doesn't have the larger number of homeless people 
sleeping on park benches and vacant buildings typically found in American cities.1  
 During the past decade, many politicians, journalists, and policy experts have pushed for 
reducing the role of the federal government. Some want simply to maintain federal funding 
levels, but give state and local governments more flexibility in using them. Others want to reduce 
federal assistance, hoping that states and cities will fill in the gaps. Still others call for 
eliminating most government programs and relying on private charity and/or market forces to 
address social needs. The theory behind this `"devolution" strategy is that state and local 
governments, or neighbors and families -- not Washington bureaucrats -- know best how to meet 
the needs of people in their own backyards. This report explores what kind of devolution -- or 
intergovernmental system -- makes sense in the field of housing.  
 
What This Report is About 
 
 This report examines the various ways that government at all levels -- federal, state, and 
local -- is involved in how Americans are housed. It begins with a discussion of current housing 
conditions, focusing on trends in homeownership, rental housing, economic and racial 
segregation, and housing quality, and looking briefly at regional differences and future trends. It 
then looks at housing subsidies and it looks at housing regulations. It evaluates the effectiveness 
of different policies and programs and, equally important, the overall coherence of the system. 
Next, the report examines the nation's housing delivery system -- the mix of government, private 
sector, and nonprofit institutions that build, finance, and manage the nation's housing for the 
spectrum of income groups. Finally, the report offers some recommendations for redesigning the 
nation's housing policies and programs, focusing on how much we should spend, how it should 
be spent, and what institutions (public, private, and nonprofit) can best administer the system.    
 The key findings and recommendations can be summarized as follows: 
 1. The nation's housing delivery system is already quite "devolved" or decentralized. 
With the exception of homeowner tax deductions, almost all federal housing funds are channeled 
through state and local governments. Zoning and land use policies, as well as housing and 
building code standards, are primarily responsibilities of state and local governments.  
 2. The current level of federal funding for housing (about $136 billion in 1997) is 
adequate, but it is extremely inefficient and poorly targeted. Almost all very wealthy and most 
affluent Americans receive housing subsidies, while only a small proportion of poor and middle-
class Americans receive any housing aid. Congress should either redistribute existing funds or 
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expand funding to assist those who need it most. 
 3. Only the federal government can play certain key and necessary roles in the nation's 
housing system. These include providing subsidies and sustaining a national housing finance 
system (especially for homeownership). States and localities have not demonstrated the political 
will or fiscal capacity to contribute more than a very modest level of subsidies. 
 4. One federal agency should have responsibility for all housing programs, except those 
administered by the Department of Defense.  
 5. The three centerpieces of federal housing subsidy policies should be  (a) a refundable 
mortgage tax credit to help moderate- and middle-income families become homeowners, (b) a 
universal housing allowance for all low-income families; and (c) a Housing Development Block 
Grant program focusing exclusively on constructing and rehabilitating residential buildings in 
metropolitan areas with tight housing markets, targeted only to non-profit developers, and only 
for mixed-income housing developments. (All federal funds now targeted for new low- and 
moderate-income housing -- including the HOME program, the Low Income Housing Tax 
Credit, Rural Housing Services, tax exemptions for state- and local housing bonds -- would be 
consolidated into a Housing Development Block Grant program).  
 6. To discourage suburban sprawl, widening metropolitan disparities, and their costly 
consequences, the federal government should promote metropolitan-wide approaches to housing. 
Federal housing programs should be administered by metropolitan housing agencies. Moreover, 
HUD should collaborate with other federal agencies (including transportation and education) to 
make metropolitan planning a precondition for receipt not only of housing subsidies, but other 
federal assistance, similar to its current role in allocating transportation funds.  
 7. The uneven capacity of community-based development organizations needs to be 
addressed, including the need to encourage metropolitan-wide public and nonprofit housing 
development organizations.  
 8. More controversial is which, if any, strings Washington to attach to federal subsidies 
regarding income targeting, local land use policies, and ground rules for addressing racial 
discrimination in housing and lending.  We recommend that the federal government encourage, 
or even require in some cases, that its subsidies be used to support mixed-income housing as an 
antidote to increasing economic segregation and concentration of poverty. We also suggest that 
the federal government play a stronger role in overcoming exclusionary zoning practices. We 
also call on Washington to strengthen enforcement of fair housing laws  
 
Why Housing Matters 
 
 Housing is obviously a necessity of life, but it is more than that. Housing is critical to our 
nation's economic well-being. A nation that cannot adequately house its workforce, forcing 
working families to spend too much of their income for housing, undermines its position in the 
global economy. It means, among other things, that people have too little left over (after paying 
the rent or the mortgage) for other goods and services that keep an economy humming. Like the 
rising cost of health care, rising housing costs make American employers less competitive.  In 
other words, housing is a key component of a nation's, a region's, and a city's business climate. 
 Housing is also a major industry and source of employment. For the people who work in 
housing construction, mortgage lending, real estate sales, architecture, rehabilitation and  
remodeling, and related fields, housing provides their livelihood. This industry has huge ripple 
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effects on the rest of the economy.  
 For individuals and families, housing provides physical and emotional privacy against 
outside intrusions. A home is, in poet Robert Frost's famous words, "the place where, when you 
have to go there, they have to take you in." Housing is where people come home to after 
participating in the activities of the larger society, seeking physical and emotional refuge. Our 
housing -- its size, its shape, its location, its condition -- influences how we live and how we 
view our role in the larger society. 
 Housing is also a critical part of community life. In a recent national survey, nearly 75 
percent of Americans said a good neighborhood was more important than a good house. 
American families want to live in safe neighborhoods where they can bring up their children.  
Decent housing contributes to that sense of community. Neighborhoods that are scarred with the 
symptoms of disinvestment -- such as substandard housing, abandoned buildings and vacant lots 
-- undermine residents' need for safe communities where people can trust each other. Where we 
live also shapes who are friends our, how far we live from our jobs, and even what jobs we find 
out about and can get to. We quickly develop an image of a neighborhood, a city, or a suburb by 
the look and quality of its housing. 
 The private housing market generally does a good job of providing housing for the 
wealthiest one-third of the American population.2 In good economic times and bad, families 
with incomes above about $60,000 are generally able to buy good-sized homes in pleasant 
neighborhoods near good schools, and pay no more than one-quarter of their household income 
in housing costs. As we explain below, however, even this segment of the nation's housing 
market is hardly "private." It benefits from many government policies and programs, including 
the housing finance system, tax subsidies, and various infrastructure and transportation subsidies 
that make the development, ownership, and value of market-rate housing feasible.   
 For the middle third of the nation's population -- those with household incomes between 
about $25,000 and $60,000 -- the so-called private housing market gets mixed reviews. Most 
have to scrimp and save to get the downpayment to own a home. Although many of these 
families do achieve the American Dream of homeownership (at least by their 30s), they can do 
so only by paying more than one-third (and often more than one-half) of their incomes. For this 
group, their home represents almost all their net assets, making it difficult to save anything for a 
rainy day or their children's college education. They typically live in either inner-ring suburbs 
that are becoming increasingly troubled with "urban" problems, or in distant newer suburbs that 
require long commutes to work, because the more attractive suburbs are too expensive.  Their 
hold on the American Dream is precarious, as economic fluctuations and corporate downsizing 
hollow out the middle class. For most of this group, homeownership is possible only because of 
various government subsidies that are relatively invisible to the general public -- subsidized 
mortgage insurance and/or reduced mortgage payments subsidized by revenue bonds, in 
particular. Unlike the more prosperous one third, however, few in this middle group get 
significant benefits (and in many cases, any at all) from the homeowner tax breaks. 
 For the bottom third of the American population, families with incomes below about 
$25,000, the private housing market hardly works at all. Most of this group cannot afford to own 
a home, even a small bungalow. Most of the adults in this group (except the elderly) work, at 
least part-time, either in low-wage jobs or (if they are on welfare) in the underground economy.3 
Every week and month, this bottom third can barely make ends meet. One serious illness, layoff, 
or other emergency typically becomes an economic catastrophe from which they may not 
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recover.  The poorest half of this group falls below the federal government's official definition of 
"poverty," but the rest of the group (the "near-poor") is never far from that threshold.  
 For at least the poorest one-third of the population, subsidies are absolutely essential to 
guarantee that they can live in decent and affordable housing. Although it varies from region to 
region, it typically cost about $95,000 to produce a new (1,100 square foot, two bedroom) unit of 
housing with conventional financing.4 Simply to break even, a landlord needs to get about 
$835/month in rent to cover the cost of the mortgage, insurance, utilities, maintenance, and 
property taxes. A family would need to earn $33,500 to afford this rent without paying more than 
30 percent of their income. This, in a nutshell, explains why developers do not build low-income 
housing unless subsidies are available. A family earning $25,000 a year would need a subsidy of 
$210/month to afford an $835/month apartment. A family with an income at the top of the 
poverty threshold ($16,036 for a family of four in 1996)5 would require a subsidy of $435/month 
to afford this apartment. To purchase a home that costs $95,000 is beyond the reach of most 
families in the bottom third and among a significant proportion of those in the middle third. 
 Among those who fall below the poverty line, however, only about one-third receive 
some government subsidy for housing. With this subsidy, they pay 30 percent of their meager 
incomes just to keep a roof over their heads. For a family of four earning $16,036 a year (the 
poverty threshold), that leaves only $215 a week for everything else. But more than two-thirds of 
poor families have no subsidy at all. Neither do most of the "near-poor" families.6 They are at 
the mercy of the private housing market. They typically pay more than half of their limited 
incomes -- and often much more -- for rent. (This leaves the $16,036 family with only $100 per 
week for other expenses). They are likely to live in neighborhoods with high crime and poor 
schools. Many live in housing units with physical defects, some of which -- such as lead-based 
paint or broken heaters -- have serious health consequences. Some of these families "double up" 
with other families. The most desperate among them, even families and children, end up on the 
streets or in shelters, at least part of the year.7 
 
The Debate Over Devolution 
 
 The current debate over devolution is part of a longstanding controversy in American 
history. Beginning with the contest between the Federalists and Anti-federalists, Americans have 
debated two fundamental questions: What is the proper role and size of government? Which 
level of government should be responsible for different activities?8 
 The first question involves a number of subsidiary issues. What role should our 
government play in our lives? How much should Americans rely on individual initiative, 
community self-help, and private charity instead of government action? How big should 
government be and what functions should it perform? What responsibility does society have to 
its citizens -- and vice versa?  In terms of domestic issues, should government do more than basic 
"civic housekeeping" -- maintaining roads, protecting citizens from crime and fires, and 
protecting citizens from epidemic diseases?  How far should government go to address social and 
economic problems, like unemployment, public health, education, workplace safety, old age 
insurance, and housing, just to name a few?  And in addressing these matters, what is the proper 
mix of taxes, spending, and regulations?  
 The debate over devolution also involves a tension over federalism: Which level of 
government can best address the problems society considers important enough for government to 
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tackle? On the one hand, only the federal government has both the resources and authority to 
solve national problems -- but many believe that Washington is too distant from local concerns. 
The federal government often thinks that "one size fits all" when it comes to designing programs 
and policies for the enormously diverse communities that comprise this nation. On the other 
hand, state and local governments are supposed to be "closer to the people" and thus better able 
to design programs that meet local needs. But state and local governments lack both the 
resources and the capacity to solve some kinds of problems -- foreign policy and trade, 
obviously, but also immigration and redistribution of income from wealthy to poorer parts of the 
country. Some also argue that the federal government is more inefficient, while state and local 
governments are less bureaucratic. 
 Although the debate over devolution is as old as this country, it has become a centerpiece 
of recent political discussion. Responding to the deep economic crisis of the Depression, the 
New Deal ushered in a five decade period of government activism, with the federal government 
playing an increasing central role in domestic affairs. The election of President Ronald Reagan in 
1980 sharpened the debate. Reagan argued that government was the problem, not the solution to 
our problems. His administration shrunk the size of federal domestic programs (while increasing 
the military budget). What Reagan began, House Speaker Newt Gingrich sought to finish, after 
the Republicans took control of Congress after the November 1994 elections. Even President 
Clinton, a liberal Democrat, acknowledged in a State of the Union address that "the era of Big 
Government is over." Although the call to "downsize" the federal government -- and give more 
control to state and local governments, the private sector, and private charity -- resonated with 
many Americans, there was also much ambivalence. Americans may oppose "big government" 
in theory, but most of them have favorite things that Washington does that they don't way taken 
way. 
  The devolution debate has recently focused on welfare policy but it has also embraced 
housing policy. The 1996 Republican platform and Presidential candidate Bob Dole called for 
eliminating the U.S. Department of Housing and Urban Development (HUD). Gingrich told the 
Washington Post, "You could abolish HUD tomorrow morning and improve life in most of 
America."9  President Clinton's HUD Secretary Henry Cisneros said he had inherited an agency 
"characterized by slavish loyalty to non-performing programs" and soon produced a ``blueprint'' 
for reform that called for dramatic reduction in HUD's mandate, including the privatization of 
most federally subsidized housing developments. 
 Among western democracies, the United States relies most heavily on private market 
forces to house its population. This doesn't mean that the government is not involved in housing 
matters, but rather that American policy emphasizes bolstering market forces and minimizing 
assistance for the poor. Housing policy is mostly about spending money, but it is also about 
regulating the performance of institutions involved in the housing market.   
 Housing policy in the United States is made and carried out by a complex mosaic of 
federal, state, county, and municipal government. Government is quite involved in housing 
matters. A major component of housing policies involve subsidies -- in the form of grants, loans, 
mortgage insurance, and tax breaks -- for investors, owners, and consumers. Governments also 
regulate the activities of lenders, homebuilders, landlords, realtors, and others. Government 
safeguards the banking system, by setting interest rates, insuring loans and deposits, and creating 
a secondary mortgage market to promote homeownership. Building and safety codes, zoning 
laws, rent control ordinances, and anti-discrimination rules, among others, constitute the 



 8

regulatory side of housing policy.10  
 In this age of cynicism about the role of government, political candidates can win votes 
by advocating that we get government "off our backs." In the area of housing, if we followed this 
advice, a majority of Americans, and the housing and banking industries, would be flat on their 
backs. Banks and homebuilders would no longer have access to mortgage funds, insurance for 
their depositors, or tax subsidies and mortgage subsidies for homebuyers. Landlords would also 
face the elimination of government subsidies for development, tax breaks for rental ownership, 
and rental assistance for millions of tenants. Housing starts would fall sharply, causing 
widespread joblessness among construction workers (carpenters, electricians, bricklayers, and 
others), architects, real estate agents, and others, which, in turn, would have ripple effects 
throughout our communities. The housing shortage would soon implode on the nation's 
employers, who would face demands from their workforce for higher pay, housing subsidies, or 
both, because the cost of housing would spiral upwards. 
 This isn't an argument for maintaining the status quo. There is a great deal about 
government's involvement in housing matters that is inefficient and wasteful, and should be 
changed. There is certainly a good case for altering the respective roles of the federal, state, and 
local governments as they apply to housing the nation's population. We should be wary, 
however, about calls for eliminating government and letting the "invisible hand" of marketplace 
take control of our housing affairs. 
 Government's role in housing dates primarily from two major turning points in our 
housing history. First, at the turn of the century, tenement reform laws set the precedent that 
local government would set standards and regulate housing safety. Local governments also took 
responsibility for land use, particularly through municipal zoning codes. Second, during the 
1930s, the public housing program and banking reforms established the federal role in expanding 
homeownership and providing subsidies to the poor. 
 Until the Depression, housing reformers were lonely voices in the political wilderness. 
The Depression convinced reformers that the private market and private philanthropy could not 
solve major economic and housing problems. This led to two changes in federal policy -- 
subsidies for housing and regulations to stabilize the banking industry, especially to promote 
homeownership. Some of the earlier Progressive Era housing reformers like Edith Wood, joined 
by a younger generation of activists like Catherine Bauer, pushed for a strong government-led 
response to housing problems. Along with the labor union movement, they lobbied for a public 
housing program, union-sponsored cooperative housing, and new communities guided by 
cooperative principles. These reformers, like their European counterparts, initially envisioned 
that public housing would be for the middle-class as well as the poor, but the real estate industry, 
warning about the specter of "socialism," successfully lobbied to limit public housing to the 
poor.11  
 Bankers, builders, and other businesses had no fears of creeping socialism when they 
pressured the federal government to protect the banking industry from economic difficulties and 
lack of public confidence. During the Depression, Washington created a number of agencies 
designed to insure lenders against mortgage defaults, protect depositors against bank failures, 
and provide mortgage lenders with a steady flow of credit. In combination, these policies 
dramatically changed the banking industry and (especially after World War 2) significantly 
increased the nation's homeownership rate. 
 From the New Deal to the late 1970s, national housing policy was based on the belief that 
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the federal government could help solve the nation's housing problems. Conservatives, liberals, 
and radicals debated how much the government should spend and how much it should regulate 
lenders, landlords, and real estate agents, but they agreed on the basic premise that Washington 
had a key role to play. (For example, Senator Robert Taft (R-Ohio), a leading conservative, was 
co-sponsor of the 1949 Housing Act, which pledged to guarantee every American decent 
housing.) In those years, the federal government played a much-expanded role in housing. 
Federal policies stabilized the banking industry, giving lenders greater incentives to make long-
term loans to home buyers. Washington also provided subsidies to local public housing 
authorities and private developers for low-income and moderate-income housing. Every 
President between FDR and Jimmy Carter, Democrats and Republicans alike, increased federal 
housing assistance. In one way or another, all housing policy since then has been a variation of 
these themes.  
 From the beginning, federal housing policy was highly decentralized.  Federal funds for 
public housing were administered through local housing authorities, which decided whether and 
where to build projects. The Federal Housing Administration (FHA) allowed local lenders to 
select which homebuyers qualified for insured mortgages and to decide where they would make 
loans. In the urban renewal program of the l950s and l960s, local governments decided which 
areas were appropriate for redevelopment and what kind of efforts -- raze or rehabilite slum 
buildings?, focus on housing or commercial development? -- made the most sense. With each of 
these major programs, the federal government set certain standards, but vested day-to-day 
responsibility with local institutions.  
 This decentralized arrangement accelerated in the 1970s, 1980s, and 1990s. In the mid-
1970s, HUD began to shift away from categorical programs (such as public housing and Section 
8 developments) toward flexible "block grants" to states and cities, beginning with the 
Community Development Block Grant (CDBG) program. In the l980s, Congress created the 
Low Income Housing Tax Credit program, which is administered by state agencies. In the early 
1990s, Congress created the HOME program, through which HUD sends housing block grants to 
states and cities. At the same time, HUD began to transform older programs like public housing, 
by giving local housing authorities greater flexibility regarding tenant selection, evictions, 
demolition, income guidelines and other matters.  
 While responsibility for implementation has been accomplished through federal-state-
local partnerships, funding for subsidized housing has almost entirely been a federal 
responsibility. Since the l930s, through both government agencies and the tax code, Washington 
has provided the subsidies to improve the quantity and quality of the homes Americans inhabit.  
 In the l980s, Washington began to slash funds for low income housing. At the same time, 
Washington also deregulated the nation's banking laws, leading to an orgy of real estate 
speculation, a large number of bank failures, and an acceleration of bank mergers. (This lead, in 
turn, to increasing concentration in the financial services industry). Simultaneiously, Congress 
strengthened laws encouraging lenders to lend in low-income and minority are as and to low-
income and minority consumers. In response to the federal government's withdrawl, states, local 
governments, and community-based organizations have played a larger role in the nation's 
housing efforts. Even so, their activities have not filled the gap left by federal cutbacks and 
regulatory changes. 
  There is no obvious logic to the mix of federal, state, and local housing policies. The mix 
of housing policy goals at different levels of government is confusing at best, incoherent at 



 10

worst. Government housing policy can be classified into five categories: housing subsidies, 
housing finance, housing location, housing discrimination, and housing quality. We will briefly 
explore each category in order to examine the roles that government plays in each area.12 
 
 

Chapter Two 
Current Housing Conditions 

 
 For thirty years after World War 2, Americans made steady progress toward broader 
home ownership and improved housing. Thanks to both rising incomes and federally backed 
mortgages, home ownership expanded dramatically. By the late 1970s, two out of every three 
American households owned their own dwellings. The size and quality of much middle-class 
housing improved significantly. Many poor people still live in slums, but the number of 
households living in substandard housing has declined significantly. For example, the proportion 
of dwellings without plumbing, electricity, and other basic amenities has plummeted. The major 
housing problem confronting the poor, as well as many middle class households, is now 
"affordability" -- how much of their income they need to pay to keep a roof over their heads. 
Since the late 1970s, incomes have not kept pace with housing costs, leading to a growing 
squeeze on renters and homeowners alike. In that period, America's housing situation has gotten 
worse, not only for the poor, but also for much of the middle class, as indicated by trends in 
homeownership rates, the rental housing shortage, and economic and racial segregation. 
 
Homeownership 
 
 The American Dream of homeownership is still beyond the reach of many young 
families. In 1976, 45 percent of American families could afford to purchase the median priced 
$44,200 new home; 20 years later, only 36 percent of families could afford the median priced 
$136,000 home.13 
 In the postwar era, the homeownership rate increased steadily, from 43.6 percent in 1940, 
to 55 percent in 1950, to 65.6 percent in 1980. In the 1980s, it fell, reaching 63.9 percent in 
1989.14 Homeownership rates stabilized in the early 1990s and then inched up slightly in the 
mid-1990s, reaching an all-time peak of 65.7 percent in 1997.15  Moderate interest rates, stable 
home prices, employment growth, and stronger enforcement of anti-discrimination laws16 
contributed to the recent increase of homeownership.  
 This surge of homeownership, following almost two decades of falling or stagnant rates, 
is generally a healthy sign. But homeownership rates among various subgroups tell a more 
somber story. While the overall homeownership rate is now slightly higher than it was in 1977, 
"younger households have generally seen substantial declines in homeownership rates, with the 
opposite being the case for older households."17 In other words, much of the recent increase in 
the aggregate homeownership rate is due to the aging of the population, especially among baby-
boomers. In contrast, the homeownership rate for younger households has declined; for example, 
the rate for households headed by people between 35 and 39 years of age dropped by 7 
percent.18  
 Homeownership rates rise with household income, so it is not surprising that widening 
income disparities are reflected in homeownership trends. While the overall growth of real 
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incomes pushed the total homeownership rate upwards, the widening inequality of incomes "held 
back growth in homeownership relative to the rate that would have been seen with a more equal 
distribution of the same total income gains."19  Between 1977 and 1997, rates increased for 
households in the top eight income deciles (except the sixth decile), but declined among 
households in the two lowest deciles. Among households in the lowest decile, the rate declined 
by 7 percent. These declines among the poorest offset increases among the better off.   
 About two-fifths of low-income households own their own home, but they are 
disproportionately the elderly and near-elderly. In 1995, 57 percent of poor homeowners were 55 
years or older. Most poor homeowners are barely holding on financially. About three-fourths (73 
percent) of low-income homeowners -- 3.6 million households -- spent at least 30 percent of their 
income on housing in 1995. More than half of poor homeowners spent a majority of their income 
on housing. Even though three-fifths of all poor homeowners had paid off their mortgages 
(reflecting the fact that a majority were elderly or near-elderly and have owned their homes for a 
long period), many still had excessive housing costs burdens. More than half of the low-income 
homeowners without a mortgage nevertheless paid more than one-third of their income to keep 
the roof over their heads; about one third paid more than half of their income for housing. In 
other words, even without a mortgage, their expenses for expenses such as utilities, property 
taxes, insurance, and maintenance placed a severe burden on their households budgets.20  
 In recent years, the homeownership rate for minorities (blacks, Hispanics, and Asians) 
has increased, but there is still a wide gap in rates between whites and minorities, even at the 
same income levels. In 1997, the homeownership rate for white households was 72 percent, 
compared with 45.4 percent for blacks, 43.2 percent for Hispanics, and 53.3 percent for other 
minorities.21  Among households with incomes above 150 percent of the area median, the 
homeownership rate was 87 percent for whites and 78.6 percent for blacks in 1996. The gaps 
between white and minority homeownership rates in the lower-income groups are even wider.22 
One study found that only 40 percent of the difference between white and black homeownership 
rates can be explained by differences in income and other demographic factors, which means that 
other factors -- including discrimination in the housing and mortgage markets -- account for a 
significant part of this racial gap.23  
 Finally, there is a dramatic gap in homeownership rates between residents of central cities 
(49.9 percent) and residents of suburbs (72.5 percent).24 Part of this gap is no doubt due to 
differences in the incomes of city and suburban households, but other factors -- including racial 
discrimination and geographic disparities in mortgage lending -- clearly play a role. Between 
1994 and 1996, mortgage loans to low-income and moderate-income homebuyers went up 30.2 
percent, while loans for homes in areas with a relatively large minority presence (where half of 
all lending occurred) rose 28 percent -- but these increases were almost entirely in suburban 
areas. The fact that becoming a homeowner is typically associated with moving to the suburbs is 
due not only to consumer preferences, but also to public policies and the behavior of lenders, 
realtors, and brokers. 
 
Rent Squeeze 
 
 Two significant trends -- the widening inequality of income and the escalation in housing 
costs -- have exacerbated the shortage of affordable rental housing during the past two decades. 
Nearly one-fifth of all renters -- and more than half of all low-income renters -- now devote more 
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than half their incomes to meet housing costs. For young middle class households, this rent 
squeeze means that they can't save enough money to put a down payment on even a small 
bungalow. For the poor and the near-poor, it means living in substandard or overcrowded 
apartments, often in troubled neighborhoods. Measured in 1993 dollars, the median monthly 
gross rents paid by poor households living in unsubsidized housing jumped from $366 in 1974 to 
$408 in 1993. Meanwhile, the number of low-cost apartments has dwindled, many of them lost 
to the urban renewal bulldozer, condominium conversion, and market pressures on rents.  
 The most telling indicator of the housing shortage is the gap between the number of low-
income households and the number of rental units affordable to the poor.25 In 1970, there were 
6.5 million low-cost units and 6.2 million low-income renter households -- 300,000 more low-
cost rental units than low-income renters. By 1978, this surplus of affordable turned into a 
shortfall -- 7.4 million low-income renters and 5.7 million low-cost units -- a shortage of 1.7 
million units. By 1985, the gap had widened further; there were 8.9 million low-income renters 
and 5.6 low-cost apartments -- a shortfall of 3.3 million units. By 1991, the number of low-cost 
units increased slightly (to 6.2 million units) but the number of low-income renter households 
grew even faster (to 9.6 million), widening the shortage to 3.4 million units. By 1995, the 
shortage reached a record level of 4.4 million units -- 10.5 million renters and 6.1 million 
units.26 
 Not surprisingly, the deepening shortage has led to increasing housing burdens, in terms 
of cost, quality, and overcrowding, especially for the poor. One important factor is that not all of 
the 6.1 million low-cost units -- which include both government-subsidized units and private 
market units that are unsubsidized -- are occupied by poor households. Low-income household 
must compete with others for low-cost apartments. In fact, 82 percent of poor renters -- six 
million households -- spent at least 30 percent of their income on rent and utilities in 1995 -- 
more than the federal affordability standard. Fifty-nine percent of poor renters -- 4.4 million 
households -- spent more than half of their income on housing in 1995. The poorest renters have 
the worst housing burdens; 76 percent of renters with household incomes under half of the 
poverty level paid more than half of their income on housing, compared with 50 percent of those 
with household incomes between 50 percent and 100 percent of the poverty line.27 
 These high housing costs, especially for poor renters, have several important 
consequences. These households have little money left after they pay rent and utilities and are 
thus forced to scrimp on other basic necessities, such as food and transportation.28 This, in turn, 
undermines the commercial economies in low-income neighborhoods. Once the landlord is paid, 
renters have little to spend at the grocery store and other neighborhood businesses.   
 The homeless are the most tragic victims of these trends.29 By moderate accounts, the 
ranks of the homeless swelled to 600,000 on any given night and 1.2 million over the course of a 
year by the late 1980s. Since then, demand for emergency shelter services has continued to 
increase. Moreover, since the early 1980s, the composition of the homeless population has 
changed, from the initial stereotype of an alcoholic or mentally ill middle-aged man or "bag 
lady," to now include families, even many with young children. Almost one quarter of the 
homeless work.30 
 
Metropolitan Disparities: Economic and Racial Segregation 
 
 The United States is undergoing dramatic economic changes within a global economy: 
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Corporate flight, economic restructuring, falling real wages, and rising poverty.  Perhaps the 
most troubling trends are the nation's widening disparity of wealth and income, on the one hand, 
and the growing concentration of poverty, on the other hand.  
 One of the key causes of urban distress is the overconcentration of poor people in 
America's cities. Most of America's 40 million poor people live in metropolitan areas. They are 
increasingly concentrated in neighborhoods with high proportion of households in poverty. 
These are often called "ghettos" and "barrios" (although academics prefer to use the term 
"poverty neighborhoods"). This concentration of poverty exacerbates the problems associated 
with being poor:  high rates of crime, dependency on welfare, slum housing, drug use, chronic 
unemployment, and other problems.   
 Moreover, economic disparities between affluent suburbs and inner-ring suburbs are 
widening; older suburbs now have their own ghettos and barrios. These disparities and 
concentration of the poor not only undermine localities' fiscal situations, but also compound the 
social and economic problems facing the poor, including the "spatial mismatch" between the 
location of their housing and job opportunities, and the social isolation of the poor.31 It also 
undermines the economic health of metropolitan regions. The explosive mixture of racial and 
economic segregation thwarts the capacity of metropolitan areas to attract investment and plan 
for regional prosperity.32  
 Housing market forces -- lenders, realtors, developers, and landlords -- segregate our 
communities by income and race. While the rich have always tried to insulate themselves from 
the poor, racial and class segregation has increased markedly in our metropolitan areas in the 
past two decades.  While their poverty stems from both unemployment and low-wage work, their 
ghettoization results from racial discrimination. 
 Using a variety of quantitative measures, researchers have found that American cities and 
metropolitan areas are extremely segregated by income and race.33  One statistic is called the 
"index of dissimilarity." It measures the extent to which the poor, or racial minorities, are spread 
out across a city or metropolitan area or whether they are concentrated in neighborhoods 
(actually, blocks or census tracts) with other poor or minority households. A score of 100 
indicates complete segregation -- every geographic area is either 100 percent or 0 percent poor 
(or black, or Hispanic). A score of zero indicates complete integration; it means that every 
neighborhoods has the same proportion of poor (or blacks, or Hispanics) as the entire city or 
metropolitan area. If, for example, 25 percent of the population of metropolitan Cleveland is 
black, then a dissimilarity index of zero would mean that in every neighborhood in greater 
Cleveland 25 percent of the residents would be black.34 Blacks would be, in other words, 
randomly distributed throughout the population. In 1990, the index of dissimilarity for the 100 
largest metropolitan areas was 36.1 for the poor, 60.6 for blacks and 39.1 percent for Hispanics. 
These figures were considerably higher in the largest metropolitan areas, particularly those with 
the largest minority populations.35  
 Massey and Eggers found that the concentration of the poor increased overall and in 25 
out of 30 metropolitan areas between 1970 and 1980.36 Abramson and his colleagues confirmed 
and updated the analysis for the 1970-1990 period.37  They found that the dissimilarity index 
increased 11 percent for the poor and their isolation increased by 9 percent in the 100 largest 
metropolitan areas.38  For the largest 100 central cities, Kasarda found that the share of the poor 
living in census tracts with a least 40 percent poverty increased from 16 to 28 percent between 
1970 and 1990.39 Jargowsky found that poverty areas, or ghettos, grew in almost every possible 
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way between 1970 and 1990:  in the number of tracts, in total population, as a percentage of the 
overall population, in the percentage of poor persons in them, and in geographical extent. For 
example, the number of high poverty Census tracts in all metropolitan areas doubled and their 
population increased from 4.1 to 8.0 million (while the national population grew only 28 
percent).  The likelihood that a person would live in a ghetto tract grew 50 percent, from 3.0 
percent to 4.5 percent.40   
 The percentage of poor persons living in high-poverty areas increased from 12.4 to 17.9 
percent.  Nationwide, 3.75 million poor persons lived in high-poverty areas in 1990.  While this 
is not a large number in a nation with 249 million residents, it is a sizable number and, of equal 
concern, one that is increasing rapidly.  Areas of urban blight, or high poverty, are spreading out, 
more than doubling their land area between 1970 and 1990, though their total population 
declined 17 percent.  To speak of the concentration of poverty, therefore, is somewhat 
misleading, because poor people are increasingly likely to live in areas with much vacant land 
and many abandoned houses and businesses. The problem of concentrated poverty is mainly a 
metropolitan and central city problem; 84.5 percent of all high-poverty Census tracts were 
located in metropolitan areas in 1990; two-thirds of the people living in such tracts were located 
in the 100 largest central cities.41   
 Our metropolitan areas are also very segregated by race. Among non-Hispanic Blacks, 62 
percent live in blocks that are 60 percent or more black, and 30 percent in neighborhoods that are 
90 percent or more black. Among Hispanics, 40 percent live in blocks that are 60 percent or 
more Hispanic. At least two out of three white Americans live in essentially all-white 
neighborhoods. In most major American cities, more than 70 percent of the population (and more 
than 80 percent in many cities) would have to move to achieve full integration.42  
 In 1990, 6.3 percent of all white persons lived in areas of concentrated poverty, while 
33.5 percent of black persons and 22.1 percent of Hispanic persons lived in such areas.43  In 
other words, a black person was five times more likely to grow up in an area of concentrated 
poverty than a white person.  (It should be noted, however, that the white rate of poverty 
concentration doubled between 1970 and 1990).  Blacks composed about half of the population 
of high-poverty census tracts in metropolitan areas in 1990, though they were only 12.6 percent 
of the population of metropolitan areas.44 In short, racial segregation explains a good deal of 
economic segregation.  
 Economic factors account for much of America's racial segregation, but recent studies 
document that minorities experience segregation and discrimination regardless of incomes. Poor 
blacks and (to a lesser extent) poor Hispanics, but not poor whites, tend to live in ghettos or 
barrios with high concentrations of the poor. A Census Bureau study using 1990 data found that 
60 percent of poor black residents of metropolitan areas -- compared with 26 percent of poor 
whites -- lived in poverty neighborhoods (those with at least 20 percent living below the poverty 
line).45  Most poor whites live in working class or middle class neighborhoods and areas 
removed from the large concentrations of poor people in central cities. The already high levels of 
black-white segregation in American cities increased between 1940 and 1960 and have been 
relatively stable since then.46 This is not due primarily to the lower incomes of black 
households. One study found that "the net effect of economic factors in explaining residential 
segregation is slight."47  
 High income or well educated blacks are just as residentially isolated from whites as 
blacks with low incomes and low levels of education. One study of 30 metropolitan areas in the 
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north, midwest, and west found that in 1980 black families with incomes below $2,500, between 
$25,000 and $27,000, and over $50,000 were almost equally segregated from whites.48  
Compared to whites, the black middle and upper classes clearly have a much more difficult time 
separating themselves from the poor.  Blacks who move out of areas of concentrated poverty 
nevertheless end up in areas with lower average incomes and lower levels of home ownership 
than would otherwise be predicted given their individual characteristics.  A study of residential 
attainment in the New York metropolitan area found that blacks lived in areas with median 
incomes about $3,500 lower than the places where comparable non-Hispanic whites located.49  
Blacks need higher incomes than whites to achieve comparable levels of social distance from the 
poor. Although the number of blacks living in suburbs has steadily increased since the l960s, it 
has not dramatically reduced racial segregation, because they tend to move into older suburbs 
characterized by "white flight," and which already were or soon became mostly-black areas.50 
 Much of this segregation is fostered by the practices of the housing industry. Real estate 
agents continue to steer black families trying to rent an apartment or buy a home into segregated 
areas.51 Banks and insurance companies continue to redline minority neighborhoods. Middle-
income black and Hispanic families applying for a mortgage are rejected much more often than 
middle-income white families are, even when income and credit-worthiness are factored in.52  
The lack of insurance offices in inner cities, and the underwriting practices used by property 
insurance agents, makes it harder for minority consumers and homebuyers in minority areas to 
get insurance. This increases the cost of homebuying and in many cases means they cannot get a 
mortgage.53 
 Despite laws outlawing these practices, racial discrimination in housing persists, although 
often in less overt forms -- such as restrictive covenants, biased newspaper ads for housing, and 
organized violence -- than occurred prior to their enactment in the 1960s and l970s. In an attempt 
to quantify the extent of discrimination, HUD sponsored two major audits in 1977 and 1989 in 
major metropolitan areas. They sent pairs of black and white testers (and in the 1989 study, pairs 
of white and Hispanic testers) to visit real estate offices, seeking to rent identical apartments or 
buy identical houses that were advertised in daily newspapers. The testers carefully recorded the 
treatment they received. The studies found that discrimination was widespread. Blacks and 
Hispanics "experience discrimination roughly half the times that they visit a rental or sales agent 
to inquire about advertised housing opportunities."54 These practices are compounded by bias in 
other parts of the housing market chain: where real estate agents, landlords and banks choose to 
advertise, where they locate their offices, how they describe properties and neighborhoods in ads, 
the criteria they use for underwriting loans, and others.55 
 These practices are almost impossible to detect on a day-to-day basis. In most cases, 
blacks, Hispanics, and whites have no idea they have been treated differently. It is only when 
audits are used that these practices come to light. For minorities, they have economic costs as 
well, since by restricting their housing options, discrimination forces minorities to pay more than 
whites do for comparable housing. One study found that "the cost imposed on black and 
Hispanic households by current discrimination in housing and mortgage markets...is $700 each 
time a minority household undertakes (or wants to undertake) a search for new housing." It 
concluded that "[t]he total cost imposed on black and Hispanic households comes to a staggering 
$1 billion every year."56     
 There are, of course, serious social consequences to this economic and racial segregation. 
The geographic concentration of poor people magnifies the problems of poverty way beyond the 
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simple fact that people don't have enough money in their pockets.57 Trapped in ghettos and 
barrios, African Americans and (to a lessen extent) Latinos are not able to follow jobs to the 
suburbs. Attempts to suburbanize only lead to resegregation and reghettoization.  The result is a 
spiral of decline in minority neighborhoods in particular and urban neighborhoods in general.58   
 
Physical Conditions 
 
 In his second inaugural address in 1937, President Franklin Roosevelt described one-third 
of all Americans as being "ill-housed." Housing quality has improved significantly since then, 
particularly in the postwar period. Most Americans live in housing that is larger, safer, and has 
more amenities than their counterparts in other countries. The typical new house that made 
suburban Levittown famous in the 1950s was 800 square feet. By 1964, the size of the average 
new single-family home was 1,470 square feet.59 By 1975 it was 1,645 square feet and by 1997, 
2150 square feet.60  In 1960, only 12 percent of housing units had air conditioning, increasing to 
37 percent in 1970 and 57 percent in 1980.61 By 1995, 73 percent of housing units had air 
conditioning (and almost half -- 46 percent -- had central air conditioning).62 The proportion of 
single family homes with other amenities, such as a garage or more than one bathroom, also 
increased.63  
 Of course, these improvements come at a price -- literally. The housing construction 
industry had not made major strides in improving productivity (cost per square foot), so bigger 
and better quality housing costs more to construct. Thus, improvements in housing quality 
account for some, though not all, of the growing problem of housing affordability. 
 The two most serious problems related to housing quality -- serious physical defects and 
overcrowding -- still exist, but they are not as widespread as they were only a generation ago. 
Over the years, definitions of adequate housing have changed as the nation prospered, raising 
expectations of what constituted minimally-decent housing.64  By using consistent standards, 
however, we can measure progress -- and there is no doubt that physical housing conditions have 
dramatically improved. 
 Several factors have contributed to this trend. Rising postwar incomes made it possible 
for builders to offer consumers larger and better-quality housing and for homeowners and 
landlords to upgrade existing structures. Many of the worst housing was torn down by the 
postwar urban renewal and highway programs, thus upgrading the overall quality of the nation's 
housing. Federal guidelines, policies and funds also encouraged states and cities to adopt and 
enforce building and housing codes and to target resources for rehabilitating older housing, 
especially in cities. The improvements in housing quality may have been even more dramatic 
had not federal policies and lending industry practices exacerbated the decay of older housing in 
central cities.     Today we take for granted that homes and apartments have indoor 
plumbing, heat and hot water, and other basic amenities, and that occupants will not be 
endangered by rodents, exposed wiring, and other physical defects. But earlier this century many 
Americans lived in what by today's standards are terrible conditions. The first national housing 
surveys in the 1930s focused on physical conditions -- health, safety, and comfort issues -- 
because this was a major problem for many Americans.65 Housing "dilapidation" refers to 
visibly unsatisfactory physical conditions, typically called "run down" or "slum" housing. In 
1940, 18 percent of the housing stock was dilapidated. By 1970, only 3.7 percent of units were in 
this condition, so the Census stopped using this standard.66   
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 The proportion of units lacking complete plumbing, complete kitchen facilities, or private 
bathroom facilities dramatically declined from 1940 through 1970 and continued to decline, 
more gradually, after that.67 When families in the same apartment building had to share kitchens 
and bathrooms, it caused more than inconvenience; it posed a serious health problem. In 1940, 
45 percent of all dwellings lacked some private plumbing components. Housing units with 
inadequate plumbing declined to 34 percent in 1950 and plummeted to 14.7 percent in 1960. By 
1970, only 5.5 percent of all dwellings had this problem.68 By 1995, only 1.5 percent of the 
nation's housing lack some or all plumbing facilities.69   
 Although they represent a small percentage of the overall population, millions of 
Americans today live in inadequate housing, with infestation of vermin, water leakage through 
holes and open cracks in the walls, floors and ceilings, defective heating systems, and dangerous 
lead paint. Million of Americans still live in overcrowded housing, doubling- or tripling-up, 
compounding the problems of health and safety. The poor, racial minorities, city dwellers, and 
rural Americans, in particular, confront these daily indignities. The presence of these conditions 
are especially offensive in the context of the overall dramatic improvement in housing 
conditions.  
 Today, 2.1 percent (about 2 million) of American households live in "severely 
inadequate" dwelling units and another 4.4 percent (4.3 million) of all households live in 
"moderately inadequate" units.70  The percentage of families "doubled up" in one unit declined 
form 6.8 percent in 1940, to 2.4 percent in 1960, to 1.2 percent in 1975.71 In 1950, 
overcrowding was defined (by the federal government) as a housing unit with more than one 
person per room (excluding bathrooms). At the time, over 16 percent of all units were 
overcrowded. By 1970, the proportion had declined to 8 percent.72 By 1983, it was down to 3.3 
percent of all households.  By 1995, only 2.6 percent of all (2.5 million) households lived in 
overcrowded housing.73  
 Not surprisingly, low-income households are more likely to live in physically inadequate 
conditions. High housing costs also force poor renters to live in substandard housing (defined as 
units that are physically deficient, overcrowded, or contain multiple families living in the same 
unit).74 The proportion of poor renters living in units with moderate or severe physical problems 
dropped from 22 percent in 1985 to almost 14 percent (1.2 million renter households) in 1995.75 
But the proportion of poor renters living in overcrowded housing increased slightly during that 
period. Eight percent of poor renters and three percent of poor homeowners (defined as families 
with less than half their area's median household income) lived in overcrowded housing. 
Likewise, the proportion of poor renters who "double up" -- with two or more families living in 
the same apartment -- increased from four to six percent. Poor people are also more likely to 
occupy older housing with deteriorated lead-based paint and lead-contaminated dust and soil 
around it, contributing to higher rates of lead poisoning (and associated problems like brain 
damage in children).76  Many poor households not only live in inadequate housing, but also pay 
an exorbitant share of their income to live in substandard units.77 Over half of poor renters 
living in physically deficient, overcrowded or "doubled-up" housing also spent more than 50 
percent of income on housing.78    
 
Regional and Metropolitan Variations 
 
 The figures on homeownership rates, the rental housing shortage, and economic and 
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racial segregation indicate that the United States has a serious housing crisis. But these statistics 
beg two crucial questions. First, these figures reflect national trends; how does the severity of 
these problems differ among states and metropolitan areas, and even within metropolitan areas? 
Any discussion of federal policy must take into account these differences. Second, these figures 
reflect the past and the present. Any consideration of national policy must ask: are these recent 
trends likely to continue into the future?   
 In 1995 the homeownership rate ranged from 59.2 percent in the West, to 62 percent in 
the Northeast, to 66.7 percent in the South, to 69.2 percent in the Midwest.79  Homeownership 
rates reflect not only national trends in home prices and interest rates, but also regional and 
metropolitan economic trends. Homeownership is out of reach for many young families, not only 
those who live in areas with rising home prices, but also those living in areas where housing 
prices (along with income and employment) have declined.80 The median price of a new single 
family home in 1996 was $133,900, but it ranged from $124,500 in the South to $180,000 in the 
Northeast.81 The gap between home prices and incomes varies widely between metropolitan 
regions, as reflected in the National Association of Home Builders' and National Association of 
Realtors "affordability" indexes and other measures.82 For example, in 1995, the Dallas-Fort 
Worth metropolitan area was the most affordable market for single-family homes (consuming 
16.5 percent of median household income), while the San Francisco area was the least affordable 
market (consuming 63 percent of median household income).83  
 At least two out of five renters in every state cannot afford market-level rents for a two-
bedroom apartment; in 15 states, market rents are beyond the reach of more than half of renter 
households.84  For the poor, the serious shortages of affordable rental housing is a problem in 
every part of the country. The number of low-income renters exceeds the number of low-cost 
rental units in all four major regions (Northeast, Midwest, South, and West), but the extent of the 
shortfall varies by region. The largest shortfall is in the West.85 Likewise, some metropolitan 
areas have worse rental housing shortages than others. In 41 of 45 major metropolitan areas, over 
half of poor renters spend more than 50 percent of their income on housing. But among these 
metropolitan areas, the proportion of poor renters paying more than half of their incomes for 
housing ranged from 39 percent in Birmingham, Alabama to 81 percent in San Jose, 
California.86 
 Concentrated poverty also varies by region.  It is most concentrated in the Northeast and 
Midwest, especially in older industrial cities.  Concentrated poverty fell in the South in the 1970s 
but increased in the 1980s, while the rate of increase fell dramatically in the Mid-Atlantic states 
in the 1980s.  These surges and declines in concentrated poverty were closely related to the 
growth rates of the economies of these regions.87  As Coulton and her colleagues found in 
research on the 100 largest metropolitan areas, the geographic concentration of poverty and 
affluence varies tremendously among different regions.  Areas with high levels of concentrated 
poverty, for example, are not always associated with high levels of concentrated affluence.88 
Likewise, racial segregation varies between regions and metropolitan areas. All metropolitan 
areas have persistent and extensive racial segregation, but some areas are more segregated than 
others.89 
 These problems are most visible within our metropolitan areas, particularly the social and 
economic differences between cities and suburbs. For the 85 largest metropolitan areas, central 
city per capita income as a percentage of suburban per capita income fell from 105 percent in 
1960 to 84 percent in 1989.90  Between 1970 and 1993, the poverty rate in cities rose 50 percent 
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-- from 14.2 percent to 21.5 percent.91  During the same period, the poverty rate rose 45.1 
percent in the suburbs, from 7.1 to 10.3 percent.92 Recent evidence suggests that middle class 
households continue to migrate out of central cities.  During the 1980s, the suburban population 
grew at 16.1 percent, triple the rate for central cities.  Central city populations declined in the 
Northeast and Midwest. In 1996, for every middle and higher-income family that moved from a 
Midwestern or Northeastern suburb to a central city anywhere in the nation, over three families 
moved from a central city in this region to a suburb anywhere in the United States.  Influencing 
the disparity in poverty between central cities and suburbs is the fact that two-parent households 
are moving to the suburbs, with single-parent, female-headed households concentrated in central 
cities.93  
 Economic segregation exists not just between central cities and suburbs but among 
suburbs themselves.  Suburbs tend to be more economically homogeneous than central cities but 
suburbs have a wide range of average incomes.  A study of class segregation in suburbia based 
on 1970 census data found that the wealthy were the most segregated, living in homogeneous 
enclaves representing perhaps 15 percent to 20 percent of all suburbs.  The poor were also 
concentrated in relatively small number of suburbs.94  Evidence suggests that suburban class 
segregation is increasing.  A study of the 30 largest metropolitan areas found that between 1970 
and 1980, the spatial concentration of poverty increased in 25 areas and affluence became more 
concentrated in all 30 areas.95  A study covering the period 1970 to 1990 found that the poor 
became somewhat more segregated.96  (Both studies included central cities as well as suburbs). 
In general, the rich, ensconced in exclusive suburban enclaves protected by zoning regulations, 
tend to be more isolated from other income groups than the poor. In recent years, more attention 
has been paid to declining inner ring suburbs that have many of the same problems as central 
cities.97  They are usually located close to concentrated minority poverty in central cities.    
 These economic and social trends in metropolitan regions are reflected in housing 
conditions. For example, in 1995, 71.2 percent of suburban households compared with 49.5 
percent of central city households owned their own home.98 But suburbs are not immune from 
serious problems caused by the gap between incomes and housing costs. Among poor renters, 82 
percent who lived in central cities, and 81 percent who lived in suburbs, paid more than 30 
percent of their incomes for housing.99 Of the 5.3 million households with "worst case" housing 
needs, 1.8 million (34 percent) lived in suburbs.100  
 The overconcentration of poor people in America's central cities, and increasingly in 
inner-ring suburbs, compounds the social and economic problems facing the poor, including the 
"spatial mismatch" between the location of their housing and job opportunities, and the social 
isolation of the poor from networks and role models.101  Moreover, as discussed later, the siting 
of low-income housing projects in poor urban neighborhoods contributes to this predicament.102 
 The situation in Boston offers a useful lesson. Boston, with about 600,000 people, 
represented approximately one-fifth of the metropolitan area population. But Boston had about 
40 percent of the area's poor people and 42 percent of the region's subsidized housing. This 
situation not only compounded Boston's fiscal crisis, it affected its capacity to address 
educational needs and provide adequate public services to residents, commuters, and tourists, 
and especially to the very needy. During the l970s and l980s, under Governor Michael Dukakis, 
the state made some effort to address this through a statewide "anti-snob zoning" law, but it was 
weakly enforced.  
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Demographic Trends and Future Housing Needs 
 
 In a recent report on The State of the Nation's Housing, researchers at Harvard's Joint 
Center for Housing Studies noted that "the forces that will shape the housing choices of 
Americas in the next 15 years are already at work."103 It identified three major forces -- 
population trends, income distribution, and spatial patterns -- that will play key roles in 
determining how Americans are housed in the 21st century.  
 With the aging of the baby-boom generation and the continued influx immigrants, the 
nation's households will become older and more racially and ethnically diverse. The minority 
population will become a larger share of the overall population. During the first decade of the 
new century, the number of new households will to grow by about 1.2 million a year as the echo-
boom generation (the children of the baby boomers) moves into its 20s and 30s.  
 The nation will need to expand its housing stock to accommodate these population 
changes. If current patterns of discrimination by lenders, realtors, and landlords continue, the 
geographic isolation and segregation of racial minorities (particularly blacks) will persist. 
Differences in wealth accumulation between whites and minorities (including current 
homeownership levels) may persist and even grow, despite the likely growth in the number of 
high-income minority households.104 Many central cities have already become "majority 
minority" (where racial minority groups constitute a majority of the population). This trend is 
likely to increase. Moreover, the number of "majority minority" metropolitan areas (which now 
include Miami and Los Angeles) will expand. 
 The Joint Center for Housing Studies report notes that "[t]he labor force has become 
increasingly divided between well-educated and well-paid workers that are able to take 
advantage of expanding employment opportunities, and less well-educated and less well-paid 
workers that are unable to advance up the economic ladder."105 Significant economic and social 
forces -- the decline and export of heavy manufacturing jobs, the growth of low-wage service-
sector and light manufacturing employment, and the decline of labor unions -- have led to a 
widening divide in the distribution of income and a shrinking middle-class.106  With the 
possible (and important) exception of declining unionism, these trends are likely to persist into 
the 21st century. The share of the workforce earning poverty- and near-poverty wages, which 
since the late l970s has grown faster than other sectors, is likely to persist. Even if aggregate 
income continues to grow, current poverty rates are likely to stabilize or increase, with the 
"working poor" constituting a larger share of adults in poverty.107 Although the proportion of 
two-earner families may increase, the distribution of family incomes will probably worsen, in 
part because individuals with similar education and income levels tend to marry and in part 
because the proportion of single-parent (particularly female-headed) households is highest 
among the poor. This widening income gap among both earners and households "will boost 
demand for better-equality homes and high-end housing renovations," but will also intensify the 
housing problems of the poor and near-poor and will "expand into the 21st century, when today's 
disadvantaged children and young adults become the parents of another generation born into 
poverty."108  
 America's spatial patterns will continue to shift. Population and employment will 
continue to move away from the Northeast and Midwest to the South and West, fueled by both 
in-migration and immigration as well as by businesses seeking lower labor costs, taxes, and 
regulations. Within regions, some central cities are losing population while others are gaining, 
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but in almost every case, suburbs will continue to grow faster than central cities. Higher-earning 
households will "trade up" to better homes in outlying areas.109 This decentralization of 
population and jobs, or "sprawl," will have a number of important consequences. It is likely to 
increase commuting time (from suburbs to cities and from suburbs to suburbs), transportation 
gridlock, and environmental pollution. It will exacerbate the economic and racial gap between 
central cities, older suburbs, and newer suburbs.  It will further undermine efforts to revitalize 
urban downtowns and neighborhoods, and require "costly infrastructure investments to support 
low-density housing development."  
 Further, "poor households -- white and minority alike -- will become increasingly isolated 
in inner-city neighborhoods."110 This will compound the "spatial mismatch" between where the 
poor live and where the jobs are located.  Unless a number of factors that exacerbate these trends 
are addressed -- tax laws that encourage municipalities to compete with each other for business; 
discrimination by employers, lenders, landlords, and realtors; zoning laws and building codes 
that make it difficult or impossible for low-income people and minorities to afford to move to the 
suburbs where the jobs are being created; government programs that concentrate subsidized 
housing in high-poverty neighborhoods -- they are likely to persist.  
 The Joint Center for Housing Studies' report notes, however, that public policy can 
significantly influence these trends. It also notes that "[w]hile individual cities and towns must 
play a primary role in this process, addressing these metropolitan and regional imbalances 
requires active state and federal involvement as well."111 How, or even whether, government 
action seeks to build on our housing strengths and mitigate our housing weaknesses cannot be 
predicted. It depends on the outcome of political forces -- the exercise of human will.   
 
 
 
 
 

Chapter Three 
Major Housing Subsidy Policies and Programs 

 
 The major housing problem in the United States today is the gap between what 
households can afford to pay and what housing costs to build and maintain. The federal 
government has taken primary responsibility for addressing the problem of housing affordability, 
primarily by a combination of subsidies to developers, owners, and consumers. But states and 
some local governments have also provided subsidies, although on a much smaller scale.112 To 
promote housing affordability, without direct subsidies, some local governments also regulate 
rents, although many states have pre-empted municipalities from doing so. 
 In 1997, the federal government spent about $136 billion for various housing subsidies, 
as described in Table 1. Americans typically associate the phrase "housing subsidy" with the 
poor. They think of public housing projects, homeless shelters, or perhaps rent vouchers. But 
many more middle class and upper class Americans than poor people receive housing subsidies.    
 There are two forms of housing subsidies -- direct expenditures (administered by 
government agencies) and indirect expenditures (also called "tax breaks" or "tax expenditures" 
because they cost the federal treasury money in terms of tax revenues not collected).113  As 
Table 1 reveals, tax subsidies for housing go either to homeowners or to investors. The table also 
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shows that tax expenditures account for over $100 billion -- about three-quarters of the federal 
government's housing subsidies. Put another way, tax expenditures cost almost three times as 
much as direct housing subsidies. The Treasury Department -- not HUD -- is the largest 
government housing subsidy agency.  Moreover, the gap between direct housing subsidies and 
tax expenditures has been widening. Tables 2 and 3 compare federal tax expenditures for 
housing with the direct housing expenditures through HUD, DOA, HHS, and Department of 
Defense from 1978 through 1997.114  
 

Table 1 About Here 
(Federal Housing Subsidies, 1996) 

 
Table 2 About Here 

(Federal Housing Subsidies by Program Category, 1978-1997) 
  (Current Dollars) 
 

Table 3 About Here 
(Federal Housing Subsidies by Program Category, 1978-1997) 

(1997 Constant Dollars) 
 

Table 4 About Here 
(Federal Tax Expenditures for Housing, 1978-1997) 

in Current Dollars 1978-1996) 
 
 
 Whether the federal government uses direct expenditures or tax breaks to subsidize 
housing isn't important on its own terms. But the reality is that most of the direct subsidy 
programs go to low- and moderate-income people, while most of the tax subsidies go the middle- 
and upper-class people. Here's the breakdown: 
 Homeowner Deductions: By far the largest federal housing subsidies are the tax breaks 
for homeowners. totalling $91.7 billion in 1997. These include the deductions on mortgage 
interest ($53 billion), deductions on property tax payments ($16.8 billion), the deferral of capital 
gains on home sales ($15 billion), and exclusion of capital gains taxes of home sales for persons 
over 55 ($6.7 billion). About 27.8 million homeowners received at least one or these deductions. 
As described in more detail later, these tax breaks are very regressive. The highest-income 
taxpayers with the largest houses and biggest mortgages get a disproportionate share of these 
federal tax expenditures.  
 Department of Housing and Urban Development: HUD spent approximately $12 
billion in housing subsidies in 1997. HUD-assisted housing goes almost entirely to low-income 
households.   
 Department of Defense: The Department of Defense spent about $9.6 billion in 1997 to 
provide housing for military families in the U.S. These subsidies go to military personnel across 
the spectrum of income and rank.115  
 Department of Health and Human Services:  Until Congress passed a "welfare reform" 
bill in 1997, federal and state governments combined allocated about $21.6 billion annual for 
Aid to Families with Dependent Children (AFDC), commonly called "welfare," distributed by 
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the U.S. Department of Health and Human Services (HHS). Recipients received monthly checks 
to cover some of their living expenses. One study estimated that about 30 percent of this amount 
-- about $6.5 billion -- was used to pay rent.116   
 Department of Agriculture. For many years the U.S. Department of Agriculture 
provided housing subsidies in rural areas under a division called the Farmers Home 
Administration, but now called Rural Housing Services (RHS).117  In 1997, RHS spent 
approximately $3.5 billion in various housing subsidies. The Department of Agriculture's rural 
housing budget fell from a peak of $4.3 billion in 1979 to a low of $2 billion in 1986, remained 
steady through the early 1990s, and has fluctuated up and down since then. In real terms, 
however, the rural housing budget was highest in 1979 ($8.87 billion in 1997 dollars).118 The 
Department's rural housing programs primarily target low- and moderate-income households. 
Between 1984 and 1997 the proportion of Department of Agriculture-subsidized housing 
targeted for low-income households ranged from 27.9 percent to 61.9 percent.119  The number 
of new housing units subsidized by DOA dropped from 101,300 in 1978 to 59,900 in 1996.120   
 Tax-Exempt Housing Revenue Bonds: The housing assisted by mortgage revenue 
bonds and rental housing bonds (which are exempt from federal taxes) goes to a mix of low-
income, moderate-income, and middle-income families. The investors in these bonds are 
primarily affluent individuals who receive federal tax breaks for their investment. In 1997, 
federal tax expenditures for mortgage revenue bonds and rental housing revenue bonds cost the 
federal government $2.5 billion and $1.2 million, respectively -- about $3.7 billion altogether.   
 Low Income Housing Tax Credit: The LIHTC program, begun in 1987, targets low-
income and moderate-income households, although the investors (who also receive a federal tax 
subsidy) are primarily corporations and wealthy individuals. In 1997, it cost the federal 
government $2.9 billion.   
 What story do these statistics tell? Federal spending for low-income housing has fallen 
sharply since the late 1970s. Even with the small expansion of the LIHTC program, overall funds 
for federally-assisted low-income housing has declined since the late l970s; recent increases have 
not returned overall spending to those earlier peaks. In 1978, the federal government spent $80.5 
billion for low-income housing (in 1997 dollars) between HUD and the Department of 
Agriculture. In 1997, the federal government spent only $18.5 billion (in 1997 dollars) between 
HUD, DOA, and the Low Income Housing Tax Credit. Even if federally tax-exempt revenue 
bonds for housing are added ($3.7 billion in 1997), the magnitude of federal cutbacks for 
affordable housing is dramatic. In light of the significant increase in low-income families and the 
widening gap between the supply of affordable rental housing and the need, these cuts have 
exacerbated an already serious problem.  
 Meanwhile, tax expenditures for investors and homeowners, which primarily benefitted 
middle- and upper-income people, have increased dramatically since the late l970s. Homeowner 
subsidies grew from $23.8 billion in 1978 to $91.7 billion in 1997 (in 1997 dollars). Investor 
subsidies (excluding the Low Income Housing Tax Credit) increased from $1.7 billion in 1978 to 
a peak of $18.3 billion in 1991, then declined to $9.9 billion in 1997 (in 1997 dollars). 
 Table 3 paints this picture in dramatic relief. In 1978, federal subsidies for low-income 
housing (HUD and DOA) were more than three times greater ($80.5 billion to $25.6 billion) than 
homeowner and investor subsidies (in 1997 dollars). In 1997, these figures were more than 
reversed. Federal subsidies for homeowners and investors ($101.6 billion) cost more than five 
times the federal subsidies (HUD, DOA, LIHTC) for low-income housing (in 1997 dollars).   
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   Tables 5, 6, and 7 reveal that, in fact, few low-income Americans receive federal housing 
subsidies.  In contrast, three-quarters of wealthy Americans -- many living in mansions -- get 
housing aid from Washington. This "mansion subsidy" subsidizes people who can afford to buy 
homes without it.  But as a nation we focus more attention on federal aid to the poor. These 
programs -- such as public housing and rent subsidies -- are much more visible than the hidden 
tax subsidies to the wealthy. The major housing subsidies are explained in more detail below. 
 
Homeowner Tax Breaks 
 
 The federal government allows homeowners to deduct the interest on their mortgages as 
well as their property taxes from their federal income taxes. In 1997 these two tax expenditures 
totalled $69.9 billion.121 The mortgage interest deduction alone ($53.1 billion) constitutes the 
federal government's largest housing subsidy.122 Another provision of the tax code allows 
homeowners to defer paying capital gains taxes when they sell their homes if they purchase a 
more expensive home. This tax expenditure cost the federal treasury $15 billion in 1996. When 
homeowners age 55 or more sell their homes, they do not pay capital gains taxes at all, a 
provision that cost $6.7 billion in lost revenues.123 
 Initially, tax breaks for homeowners were not viewed as a key component of federal 
policy to encourage homeownership.124 There is no evidence that when income taxes on 
individuals were introduced in 1913, its framers viewed it as a vehicle to promote 
homeownership. The initial bill made a distinction between total income and taxable income; 
individuals were permitted to deduct from their total income "specific sources of income (e.g., 
gifts and inheritances and interests on state and local bonds) and specific expenses in order to 
generate a lower level of taxable income. Included in these expenses were interest paid of all 
indebtedness, including but no limited to home mortgages." At a time when personal and 
business debt were highly "comingled," in part because so many Americans were engaged in 
agricultural, allowing individuals to deduct all consumer debt was administratively simpler than 
trying to figure out what was personal debt and what was business debt.125 The original income 
tax applied only to the wealthiest one or two percent of the population, so the deduction was 
clearly not intended to broaden homeownership. But as the taxpaying population broadened, 
particularly after World War 2, the deduction grew almost by accident, at first small and little 
noticed.  By the time Brookings Institution economists began suggesting in the l960s and l970s 
that the homeowner deduction was inequitable and unnecessary, the real estate industry was 
already declaring it sacrosanct.126  
 In fact, the mortgage interest deduction is a highly inefficient way to promote 
homeownership. For most high-income taxpayers, the tax savings are a minor influence on their 
decisions to own rather than rent. They are likely to become homeowners with or without the tax 
subsidy. Without the tax subsidy -- or without such a large tax subsidy -- high-income taxpayers 
may purchase a slightly smaller or less expensive home (or slightly smaller or less expensive 
second home). Or they may take out a smaller mortgage and shift their equity into other tax-
exempt investments. In contrast, for many low- and middle-income taxpayers, the mortgage 
interest deduction offers little or no incentive to own rather than rent. For many of these 
taxpayers -- who can only a modestly-priced house and are in a low tax bracket -- the mortgage 
interest deduction (on its own and in combination with other itemized deductions) is likely to be 
lower than the standard deduction. 
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Table 5 About Here 

(Distribution of Tax Benefits for Mortgage Interest) 
 

Table 6 About Here 
(Distribution of Real Estate Property Tax Deduction) 

 
 The Joint Taxation Committee found that one-half (49.7 percent) of the mortgage interest 
subsidy goes to the richest 5.6 percent of taxpayers with incomes over $100,000.127 The 1.2 
percent of taxpayers with incomes over $200,000 received $12.6 billion in mortgage interest 
deductions -- 21.6 percent of the entire amount. (See Table 5). 
 Only 21.3 percent of all 131 million taxpayers took the mortgage interest deduction, but 
this varies significantly with income. For example, 82.5 percent of taxpayers with incomes over 
$200,000 took the mortgage interest deduction, with an average benefit of $9,763. In contrast, 
only about one-quarter (28.1 percent) of those in the $40,000-50,000 bracket took the deduction; 
those who did so saved an average of $952 on their taxes. Among those in the $20,000-30,000 
income category, only 6.6 percent took the deduction; those who did so received an average 
benefit of only $502.   
 Almost one-half (46.2 percent) of the property tax subsidy goes to the richest 5.6 percent 
of taxpayers with incomes over $100,000. The 1.2 percent of taxpayers with incomes over 
$200,000 received $2.54 billion in property tax deductions -- 17.87 percent of the entire amount. 
 Only 21.6 percent of all taxpayers took the property tax deduction, but this, too, varies 
significantly with income. For example 81.3 percent of taxpayers with incomes over $200,000 
took the property tax deduction, with an average benefit of $1,994. In contrast, only 28.5 percent 
of those in the $40,000-$50,000 bracket took this deduction; those who did saved an average of 
$249 on their taxes. Among those in the $20,000-30,000 income bracket, only 6.4 percent took 
the property tax deduction; those who did received an average benefit of only $154. 
 In combination, the two largest homeowner deductions (mortgage interest and property 
tax) are exceedingly regressive. The wealthiest 5.65 percent of taxpayers, those with incomes 
above $100,000 receive 49 percent of the benefits. The wealthiest 1.2 percent of taxpayers, those 
with incomes above $200,000, receive 20.9 percent of the total benefits -- an average of $11,757 
in annual tax benefits. (The other two homeowner tax breaks are also regressive, but we have no 
data on the distribution of benefits). 
 Consider that among households with incomes under $20,000, slightly more than half 
own their own homes. Of those who own their homes, only 28.5 percent have mortgages. Of 
those that have mortgages, only 6.8 percent itemize. Among households in the $60,000-100,000 
income bracket, more than 80 percent own their own homes. Of those who own their homes, 
about 78 percent have mortgages. Of those that have mortgages, about 66 percent itemize. 
Among households in the $120,000-$140,000 income bracket, almost 91 percent own homes. Of 
those, about 82 percent have mortgages. Among this group, about 92 percent itemize.128  
 These tax breaks have significant social consequences. The mortgage interest deduction 
artificially inflates home prices, since both owners and sellers impute the subsidy into their 
calculations. This is especially the case at the upper end, but it has ripple effects throughout the 
housing market.129 Since the mortgage interest deduction is proportional to the cost of housing, 
it also promotes suburbanization and sprawl, encouraging homebuyers to buy larger homes in 
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outlying areas rather than more modest homes in central cities and older suburbs.130 Moderate-
income homeowners, who cannot take advantage of the deduction, are concentrated in older 
suburbs and central cities. The provision that allows homeowners to defer capital gains taxes if 
they purchase a more expensive home, but not a smaller one, exacerbates this tendency, 
encouraging the purchase of larger homes, typically in suburbs further from the central city.131  
By encouraging the suburbanization of housing, the tax code contributes to the well-known costs 
of metropolitan sprawl -- transportation gridlock, pollution, costly infrastructure, and related 
dilemmas. In other words, the "cost" of these housing tax breaks are greater than the amount that 
appears in the federal budget each year. There are related "external" costs to the environment, 
public health, and other factors that don't show up when policymakers itemize the list of tax 
expenditures. 
 
Mortgage Revenue Bonds  
 
 Since 1974, state HFAs have issued more than $120 billion in Mortgage Revenue Bonds 
(MRBs) for about 1.8 million mortgage loans, mostly to moderate-income homebuyers.132 The 
annual volume of activity increased in the l980s and expanded slightly in the 1990s. In 1997, for 
example, state HFAs issued $9.2 billion in MRBs to generate 104,311 mortgage loans.133 
MRBs can be used to purchase new or existing homes.  
 States vary considerably in the extent to which they favor MRBs compared with other 
(non-housing) bonds and in their capacity and commitment to implement this program. Fourteen 
HFAs accounted for more than half (53.5 percent) the total number of loans in 1997.134  
 Although MRBs are issued by state HFAs, the subsidies actually come from the federal 
government. Private investors accept lower interest from these bonds because they are exempt 
from federal taxes. (In 1997, this tax exemption cost the federal government $2.5 million).135 
The states pass on the interest savings on to homebuyers in the form of below-market interest 
rate mortgages, which lowers the cost of owning a home.136 
 Between 1985 and 1995 the MRB program assisted about 800,000 housing units through 
state housing finance agencies. Since 1995, the annual rate has remained at about 100,000 units.  
In 1996, state HFAs used the rental bond program to add about 66,000 units. Local housing 
finance agencies also used these two programs to add additional units, but figures are not 
available.  
 Although states operate the program in different ways, typically potential homebuyers 
apply on a first-come/first-serve basis. In some cases, HFAs will set-aside MRB loans for 
particular housing developments. The demand for MRB mortgage loans often exceeds the 
supply.  
 During the first decade of MRBs, critics charged that middle- and upper-middle income 
groups were the major beneficiaries. In the Tax Reform Act of 1986, Congress set a total bond 
volume cap for each state and imposed stricter income eligibility requirements.137 Congress 
limits the amount of tax-exempt bonds states can issue for all purposes, including housing.138 
Thus, under this "bond volume cap," state HFAs compete with other state agencies to get 
approval from the state government to issue MRBs.   
 Congress restricts MRB use to first-time homebuyers who meet income limits and home 
price limits. Borrowers can earn no more than the greater of their statewide or area median 
income. (Families of three or more can earn up to 115 percent of this figure). The cost of an 
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MRB-financed home cannot exceed 90 percent of the average home price in the area. (In a few 
strictly defined disadvantaged areas, income and home price limits are higher). Most MRB loans 
go to families below these program limits. In 1996, 17 percent of MRB borrowers earned 50 
percent or less than the state or area median income; almost one-third earned 60 percent or less; 
more than two-thirds earned 80 percent or less. The average MRB buyer earned less than 74 
percent of the average income of first-time homebuyers with conventional mortgages. The 
average price of a MRB-financed home was 70 percent of the average price of homes purchased 
by first-time buyers with conventional financing. Minorities constituted 23 percent of MRB 
homebuyers. Sixty-one percent of MRB financed homes were in metropolitan areas. Although 
the breakdown of central cities and suburbs in not available, it is generally recognized that MRBs 
have primarily benefitted suburban homebuyers. 
 Like other government housing programs, there is considerable "double-dipping" in 
terms of the use of federal subsidies. In 1996, over 58 percent of MRB loans were insured by the 
Federal Housing Administration, almost 9 percent were insured by the Department of Veterans 
Affairs, and about 5 percent were insured by the Department of Agriculture's Rural Housing 
Service -- in other words, 72 percent of MRB loans had some form of federal insurance.  
 
HUD-Assisted Housing 
 
 Federal housing programs for the poor are primarily the responsibility of the U.S. 
Department of Housing and Urban Development (HUD).  President Lydon Johnson created 
HUD in 1965 in response to pressure from civil rights activists, big-city mayors, labor unions, 
and private developers.  When it started, HUD inherited three major programs -- the Federal 
Housing Administration (created in 1934 to provide mortgage insurance to financial institutions), 
the U.S. Housing Authority (created in 1937 to promote public housing), and the Urban Renewal 
Administration (created in 1949 to administer the urban renewal program). It subsequently 
created other housing programs. 
 HUD's budget authority for low-income housing (in 1997 constant dollars) declined from 
$72.1 billion in 1978 to a low of $11.2 billion in 1989. It rose slightly in the early 1990s and 
declined again to $12 billion in 1997. Indeed, HUD shouldered the largest cutbacks of any major 
federal agency. As a result, the number of new low-income housing units subsidized by HUD 
funds declined from 300,500 in 1978 to 23,800 1996.139  
 Housing assistance for the poor is not an entitlement, like food stamps or Medicaid. The 
available funds can only serve a fraction of those who meet eligibility criteria. About 15.8 
million low-income renter households are eligible for federal housing assistance. According to 
recent estimates, however, only about four million  households receive HUD housing assistance. 
About 1.14 million households live in units owned by local public housing authories, 1.7 million 
households live in private, government-subsidized developments owned by private or non-profit 
entities, and 1.2 million households receive tenant-based rental certificates or vouchers that 
allowed them to pay for private rental units.140 The distribution of HUD-assisted households is 
very uneven across the country in terms of the proportion of poor families that receive any form 
of housing subsidies.141  
 
 

Table 7 About Here 
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(Distribution of Federal Low Income Assistant Housing by Program Type) 
 

Table 8 About Here 
(Characteristics of Federal-Assisted Low-Income Housing)  

 
 HUD's program are very decentralized in terms of day-to-day management. HUD 
administers dozens of housing programs, but four programs -- public housing, Section 8 housing, 
HOME, and Community Development Block Grants (CDBG) -- consume most of its budget. 
HUD distributes these funds to state governments, local governments, and (in the case of Section 
8 developments) apartment owners. Congress and HUD set guidelines for the use of HUD funds, 
such as setting income limits for residents of HUD-assisted housing and requiring residents to 
spend a specified proportion of their income (currently 30 percent) for rent, with HUD making 
up the difference. Some argue that these rules are cumbersome and inflexible, but others believe 
that unless HUD sets strict regulations, state and local agencies would spend funds on those who 
may not need it most. Moreover, HUD alone has dozens of separate housing programs targeted 
for different purposes and different groups. While each program was initially designed to address 
a particular housing need, the crazy-quilt pattern is often confusing to the state and local agencies 
who have to adminster them as well as to the general public. Each program has its own income 
eligiblity guidelines and other regulations, which makes it difficult to administer funds in a 
comprehensive and flexibile way. (We will return to this matter in our recommendations).     
 

Public Housing 
 
 Public housing consists of rental units owned and operated by public housing authorities, 
which are typically arms of local government. The 1937 federal law creating public housing gave 
localities the authority to decide whether and where to build public housing. Eventually, most 
cities and some suburbs and rural areas set up PHAs to build public housing. Most suburbs, 
however, did not do so.  Today there are l.3 million public housing apartments and about 
800,000 families on the waiting lists of the nation's 3,100 local housing authorities. Eighty-seven 
percent of all PHAs manage fewer than 500 units. The 15 largest PHAs, however, manage 30 
percent of all public housing units.142  
 Despite stereotypes of vertical ghettoes, only 27 percent of public housing developments 
are high-rise buildings; 32 percent are garden-style apartments, 16 percent are low-rise walkup 
apartments, and 25 percent are single-family structures.143 (In 1974, Congress prohibited further 
construction of high-rise public housing for families with children). Construction of new public 
housing developments ended in the mid-1980s, except to replace severely-deteriorated units that 
are being torn down.  
 Under HUD guidelines, residents of public housing must be low-income and pay 30 
percent of their household income for rent, which goes to the PHA to help meet operating and 
maintenance costs. Federal subsidies cover the rest of the operating and maintenance subsidies. 
The average resident has an income of $8,900 and pays $192 per month for rent and utilities. 
One fifth (21 percent) of residents have incomes below $5,000. Eighteen percent of public 
households had welfare (AFDC) as their main source of income and 24 percent had wages as 
their main source of income. One-third (32 percent) of public housing residents are elderly. More 
than two-thirds (68 percent) are minorities. The typical public housing residents lives in a 
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neighborhood in which 37 percent of residents are poor.144  
 Over the years, the racial and economic composition of public housing residents has 
changed. By the l960s, minorities constituted a majority of residents. Although public housing is 
targeted to the poor, it has increasingly become housing for the poorest of the poor. By 1974, 92 
percent of residents had incomes below half the area median income. Among this group, 
however, only 1.3 percent of residents had incomes below 10 percent of the area median. By 
1981, this group still only constituted 2.5 percent of residents. By 1991, however, almost one-
fifth (19.3 percent) of residents fit this description.145 This is a result of tenant selection 
policies, most of them mandated by HUD, which required PHAs to give preference to the 
neediest families. 
 There is considerably mythology about the public housing program which has clouded its 
reputation.146 Many older projects in the big cities are physically isolated, high-rise ghettos, 
underfunded and poorly maintained. They represent less than one-quarter of the nation's public 
housing, but they cast a giant shadow. These projects isolate and concentrate poor minorities 
dependent on welfare, suffering from high unemployment rates, teenage pregnancy, single 
parenthood and a climate of serious crime. Some projects virtually ceased to function as viable 
communities. In the 1970s, St. Louis dynamited the Pruitt-Igoe project not for any structural flaw 
but because it was an unlivable environment. Under President Clinton, HUD gave local PHAs 
permission to tear down the most severely distressed projects.    
 For conservatives, public housing is often used as a metaphor for the failure of "big 
government." During his 1996 presidential campaign, in a speech to the National Association of 
Realtors, Bob Dole called public housing "one of the last bastions of socialism in the world"  and 
labeled local public housing authorities "landlords of misery."  Rep. Rick Lazio (R-NY) attacked 
"the hulks of failure that characterize high-rise public housing."  
 But the best kept secret about public housing is that it actually provides decent, 
affordable housing to many people. Properly run, it remains one of the best options for housing 
the poor. Most public housing (and many assisted housing) units are two- to five-bedroom 
apartments, which large families need and which are hard to find in the private market.  Both 
public and assisted housing complexes tend to be larger in  size than privately-built apartment 
buildings.   Public housing developments are often no worse than privately owned low rent 
apartments; most, in fact, are better, which is why the waiting lists continue to swell.    
 

Project-Based Private Developments 
 
 Following the urban riots, several Presidential reports on urban problems released in l968 
cited the condition of ghetto housing as a major problem and recommended a major new 
commitment to low-income housing.147 In response, the Housing Act of 1968 established a 
housing production goal of 26 million units within ten years, with six million for low-income 
households. Congress turned to the private sector to build low-income housing.  Several 
programs gave private developers low interest mortgages, tax breaks and, later, rental 
subsidies.148   
 New housing starts (for both private and subsidized units) set records in the 1970s, even 
if far short of the 26 million goal. Eventually over two million units of privately-owned 
subsidized housing were built -- almost double the overall number of public housing units.149 
These are called "project-based" subsidies because the funds are tied to the development, not the 
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residents. Under the largest program, called Section 8 (new construction and substantial 
rehabilitation), close to one million low-income units were added.   
 As with public housing, residents pay 30 percent of their incomes for rent and HUD pays 
the rest. Following Congressional mandates, HUD requires that residents' incomes fall below the 
poverty threshold. Owners of the developments maintain their own waiting lists and decide 
whom to admit, subject to federal requirements. Compared with public housing, residents of 
Section 8 developments have roughly the same incomes, live in neighborhoods with a slightly 
smaller concentration (20 percent) of low-income households, and are much more likely to be 
elderly (60 percent).150 Minorities constitute a much smaller proportion of residents (37 
percent). 
  HUD typically required local government to approve the developers' initial application 
for federal subsidies. The owners of these developments, however, receive funds directly from 
HUD or indirectly from HUD through a state HFA. Owners are typically for-profit developers, 
although there are some non-profit owners as well.151  As a result of a loophole which 
allowed the owners of many of these developments an option to withdraw after 20 years, some of 
these units have been lost to the low-income housing inventory.152 Today there are 1.4 million 
units in the Section 8 program.153  
 

Tenant-Based Section 8 Allowances 
 
 Continued opposition to subsidized housing developments ("supply side" programs) led 
the Nixon administration and Congress in 1974 to create a Section 8 housing allowance program 
that provided housing subsidies to low-income tenants so they could afford to rent apartments in 
the private market ("demand side" programs). Proponents argued that this form of housing 
subsidies is less expensive than constructing or renovating buildings and gives tenants greater 
choice (or mobility) in deciding where they want to live. The housing allowance program 
gradually increased, while construction of new public housing and Section 8 developments 
ended. Today, 1.43 million renter households have Section 8 housing allowances. 
 HUD allocates Section 8 vouchers and certificates to local PHAs based on a formula. 
PHAs generally keep waiting lists for households who want Section 8 certificates and vouchers. 
Local public housing authorities administer the Section 8 voucher and certificate programs.154 
Tenants with certificates find apartments in the private market whose rents to not exceed the 
"Fair Market Rents" established by HUD for that area, then pay the landlord 30 percent of their 
income for rent.155 Tenants with vouchers may pay somewhat more or less than 30 percent of 
their incomes for rent. Using federal funds, the PHA pays the landlord the difference between the 
maximum or actual rent charged and the tenant's rental payment. The PHA inspects the 
apartments so insure that they meet basic health and safety standards before giving tenants 
approval to use the Section 8 subsidy. 
 Originally, renters with Section 8 allowances were limited to using them within the 
jurisdiction of the local PHA. Congress revised this in 1988 and 1990 by making certificates and 
vouchers "portable" to anywhere in the state or to any contiguous metropolitan area. In 1993, 
roughly 87 percent of Section 8 families in large urban areas were successful in signing leases 
within the allowable timeframe.156 Still, the success of households with vouchers and 
certificates in finding apartments that will accept these subsidies varies widely from city to city. 
Allowances work best when there are enough apartments. In loose local rental markets, vouchers 
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work well, but in tight rental markets, problems emerge. Then, it's like giving out food stamps 
when the supermarket shelves are empty.157 Racial minorities have trouble finding apartments 
with vouchers, even in markets with many vacancies, because landlords still discriminate. That's 
why there are "Section 8 ghettos" in many cities. For example, Fischer found that over half the 
Section 8 families in suburban Chicago live in just seven suburban communities, six of which are 
in nearby suburbs.158 Based on the success of Chicago's Gautreaux housing mobility program, 
Congress designed a demonstration program in 1992, called Moving to Opportunity (MTO), to 
expand tenants' choices, described earlier.  
 

CDBG and HOME 
 
 The Community Development Block Grant and the HOME investment partnership 
programs are both highly decentralized. HUD sends a "block grant" of funds to cities and states, 
attaches some strings, but allows considerable flexibility in how they utilize the moneys in order 
to tailor programs to address local needs. The funds are administered by local and state 
government agencies -- often called community development departments, housing departments, 
or neighborhood improvement departments. 
 In the mid-1970s, Congress and the Nixon Administration sought to collapse the mosaic 
of urban-oriented housing and community development programs into one "block grant" to cities 
and states. They devised the Community Development Block Grant (CDBG) program, which 
gives cities and states considerable flexibility in using these funds for a variety of purposes. (This 
flexibility has made the CDBG program popular with local government officials). HUD allocates 
about 70 percent of CDBG funds to localities based on a needs-based formula that includes their 
population size, poverty rate, age of housing stock, overcrowded housing, and other factors. 
There are currently about 1,000 "entitlement" cities (over 50,000 population) that receive these 
funds. The other CDBG funds go to states, which administer awards to smaller local 
governments that do not quality as "entitlement" cities.  HUD imposes some criteria on the use 
of CDBG funds, requiring that they primarily benefit low- and moderate-income households and 
that cities utilize an open and participatory process in allocating the moneys. 
 In recent years, cities have used about one-third of CDBG funds for housing purposes. 
These include the construction and rehabilitation of both rental and for-sale housing, 
enforcement of building codes to reverse deterioration and blight, housing counseling, and 
assisting low-income homebuyers with downpayments and closing costs.159  
 Following a decade of declining federal housing subsidies, in 1990 the Democrats in 
Congress sought to expand funds for housing. They devised the HOME Investment Partnership 
program (HOME), which followed the CDBG "block grant" approach, but restricted the use of 
funds to housing activities. These federal funds are allocated by a formula similar to the CDBG 
program; most funds go to entitlement cities, but a portion goes directly to states to distribute to 
smaller cities. The same local and state agencies that administer CDBG funds typically 
administer HOME funds, and they have considerable flexibility in the design of their programs. 
HOME funds can be used to assist existing homeowners, first-time homebuyers, or renters in a 
variety of ways, including construction and rehabilitation of housing, rent subsidies, mortgage 
subsidies, downpayment assistance, and housing counseling. Beneficiaries must be low-income. 
Congress requires that at least 15 percent of HOME funds be targeted to non-profit community-
based organizations, although many cities allocate a higher proportion to these groups.  
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Low-Income Housing Tax Credit 
 
 Since 1987, the Low-Income Housing Tax Credit has been the largest federal program to 
stimulate housing production for low-income families. From its inception through 1995, it 
assisted in the production of approximately 900,000 units, with the numbers growing each year 
as states and developers learned how to utilize the program. (Because many of these units have 
other federal subsidies, however, there is considerable overlap between the LIHTC-assisted and 
the HUD-assisted and Department of Agriculture-assisted units). 
 In the Tax Reform Act of 1986 Congress replaced existing tax incentives for construction 
of low-income housing (such as accelerated depreciation) with the LIHTC. The LIHTC provides 
tax breaks to investors (corporations and individuals) in developments to cover part of the cost of 
housing construction and rehabilitation.160 In exchange, rents are set at a level affordable to 
households with modest incomes. At least 20 percent of the apartments in each development 
must be rented to households with incomes below 50 percent of the area median; at least 40 
percent of the apartments in each development must be rented to households with incomes below 
60 percent of the area median income. (In most areas this is about twice the poverty level). 
Under the federal law, rents must be affordable to these target income groups for at least 15 
years, after which developers can charge market rents.   The LIHTC program is not 
administered by any federal agency.161 Instead, Congress authorized states (typically, state 
HFAs) to allocate the tax credits to qualified housing development projects.162 The size of each 
state's tax credit allocation is determined by a formula based on population size ($1.25 per state 
resident).163 In 1996, for example, Wyoming had about $600,000 in tax credits to allocate, 
while California had more than $39 million. Because the federal government's allocatation 
formula is based on each state's population size, rather than the number of low-income 
households (as the CDBG is allocated), the distribution of LIHTC subsidies is relatively 
inefficient. States with the greatest housing needs do not necessarily get their fair share of funds. 
 In recent years, approximately 60,000 to 90,000 tax-credit units have been built 
annually.164 The cost to the federal government is close to $30,000 per unit.165 Federal 
oversight of this program (which is the responsibility of the Treasury Department) is minimal.  
 States set criteria and review applications submitted by developers and allocate the tax 
credits. The state plans must, however, give priority to projects that serve the lowest income 
tenants and ensure affordability for the longest period. They must also consider the 
reasonableness of development costs and allocate the minimum amount of tax credits per project 
that allow the project to be built. Non-profit developers have sponsored about one-third of 
LIHTC projects, even though the law requires that only 10 percent of the credits be set aside for 
non-profit sponsors.166 
 After receiving tax credit allocations from the state, the developer is responsible for 
assembling the financial resources for the project.167 In order make the rents in LIHTC-assisted 
projects affordable to low-income residents, state and localities often use CDBG, HOME, 
Section 8 certificates/vouchers, Rural Rental Housing funds, and property tax abatements. Three-
fourths of the households in LIHTC projects benefited from additional government subsidies.168 
Nearly one-third of residents in LIHTC projects use Section 8 vouchers or certificates to help 
pay the rent.169 In fact, few LIHTC projects rely on the tax credits alone. The General 
Accounting Office estimates that "almost three-fourths of the households in these projects 
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benefited either directly or indirectly from other housing assistance, such as rental assistance to 
residents or loan subsidies to project owners."170  As a result, the average household income in 
LIHTC-assisted projects is 38 percent of area median income. Indeed, the patchwork of subsidies 
necessary to "make the numbers work" is one of the major inefficiencies of the LIHTC 
program.171  Morever, states have used the high demand for the credit to negotiate better 
affordability. In 1987 the typical LIHTC project had a low-income use restriction period of 15 
years (the statutory minimum), but by 1995 the average lock-in period was 42 years.172 
 In terms of location, 42.9 percent of LIHTC projects are in central cities, 24,4 percent are 
in suburbs, and 32.7 percent are outside metropolitan areas. The proportion in central cities has 
increased from 30 percent in 1987 to 56 percent in 1996. Because projects in central cities tend 
to be larger than others, about half (48.2 percent) of LIHTC units are located in central cities, 
about one-third (31.6 percent) are in suburbs, and about one-fifth (20.2) percent are outside 
metropolitan areas. The projects are located in a variety of neighborhoods in terms of their racial 
and economic characteristics, although most of them are in neighborhoods with significant 
poverty rates.173 
 In terms of political support for low-income housing, the LIHTC presents an interesting 
contrast to the programs sponsored by HUD. The LIHTC has received growing support, not only 
among advocates for low-income housing but also among business leaders as well as the private 
housing industry. What explains the LIHTC's success? 
 There are at least five components of the LIHTC program which make it politically 
attractive to a broad coalition of supporters. 
 First, it is relatively invisible. Like other tax expenditures, it is a subsidy allocated 
through the tax code, rather than through a federal government agency. In theory, it requires no 
bureaucracy, such as HUD or the Department of Agriculture. Thus, it is not subject to the same 
political conflicts as programs tied to agencies. In fact, there are administrative costs, primarily 
borne by state HFAs, but also borne by the Department of Treasury in monitoring the tax 
credits.174 Moreover, the transaction costs of the LIHTC are substantial. The LIHTC is a very 
complex instrument that requires many lawyers, accountants, and consultants and a great deal of 
paperwork among the investors, the developers, and the state housing agencies. These 
transaction costs increase the development costs of any project using the LIHTC. These costs, 
however, do not show up in the federal budget, thus masking the inefficiencies of the LIHTC. 
 Second, the per unit LIHTC subsidies are quite low ($27,300) compared with other 
federal housing programs, making the LIHTC appear to be an attractive program. But this figure 
masks the real subsidy costs because many LIHTC projects require additional subsidies, 
including federal subsidies like Section 8 vouchers and certificates.  
 Third, corporate investors earn substantial profits through the tax credit -- typically a 15 
percent return on equity. Some of the nation's largest corporations have participated in the 
LIHTC. The LIHTC is not a form of corporate philanthropy, but many corporations nevertheless 
also earn positive publicity for investing in low-income housing and inner city neighborhoods. 
They often use the phrase "doing well by doing good" to explain their motivation. LIHTC 
investors are recruited by syndicators, state HFAs, and other intermediaries. This has spawned an 
entire industry around the LIHTC -- syndicators, intermediaries, lawyers, accountants, 
development consultants, and others. Thus, in addition to some major corporations who act as 
investors, this "LIHTC industry" has a vested interest in protecting the program when it comes 
up for renewal in Congress. The LIHTC industry has the most direct stake in preserving the 
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program, but it is able to marshall support from the more influential corporate investors, who 
represent Fortune 500 and comparable firms. Two of the major intermediaries are the Enterprise 
Foundation and the Local Initiatives Support Corporation (LISC), which both provide technical 
assistance and channel private and public resources to CDCs. They have been two of the key 
institutions to utilize the LIHTC and to mobilize the corporate investors to lobby Congress when 
necessary. The investors receive between one-quarter and one-half of the subsidy.  The LIHTC 
has become more efficient over the years, as state housing agencies and developers become more 
sophisticated in getting investors and syndicators to put more dollars back into the investments. 
Even so, one housing expert likened the LIHTC to "feeding the sparrows by feeding the horses" -
- an inefficient and indirect way to accomplish the goal of housing the poor.175   
 Fourth, the banking industry has played a significant role in lobbying on behalf of the 
LIHTC in Congress. Banks that utilize the LIHTC as investors not only earn substantial profits, 
they also get credit under the federal Community Reinvestment Act (CRA) for addressing the 
credit needs of low-income communities and consumers. As a result, banks are probably the 
corporate sector most engaged in LIHTC investment.  
 Fifth, many of the developers of housing projects utilizing the LIHTC are non-profits 
organizations, typically community development corporations (CDCs), giving the program a 
positive public image of addressing community needs.176 The Enterprise Foundation estimates 
that about one-third of all housing built with the LIHTC has been sponsored by non-profit 
organizations.177  The Enterprise Foundation and LISC, as well as some state HFAs, have 
played the role of matchmaker, linking investors to projects sponsored by CDCs. CDCs thus 
become the "public face" of the LIHTC and provide legitimacy and positive public relations. 
They are built by "the community," through "partnerships" with the private sector.  The LIHTC 
is thus not identified with the same stigmatizing factors -- government bureaucracy, large-scale 
"projects" -- as HUD-subsidized housing developments. CDC projects tend to be smaller in size. 
Also, because the LIHTC does not provide sufficient subsidies to cover the operating costs for 
100 percent low-income projects, a significant number of LIHTC developments are mixed-
income.178  
 
AFDC and Welfare Reform 
 
 AFDC, the family assistance program that existed in some form from the 1930s through 
1996, was exclusively a program for low-income families. Spending on AFDC was shared (in 
roughly equal parts) between the federal (Department of Health and Human Services) and state 
governments. Total AFDC benefits grew from $10.6 billion in 1978 to $21.6 billion in 1997. 
Assuming that the share of benefits that went to housing remained at 30 percent during this 
period, the housing component of AFDC grew from about $3.2 billion to about $6.5 billion.179  
The implementation of the new Temporary Assistance to Needy Families (TANF) program, 
which replaced AFDC and will significantly reduce the welfare rolls, is likely to result in fewer 
federal dollars spent for housing.180 
 In 1996, about 5 million households -- mostly single mothers with young children -- 
received AFDC.181  These benefits, plus administrative costs, cost the federal government $13.3 
billion and state governments $11.4 billion.182 The states set the benefit levels (and then get 
federal matching funds), which varied greatly, from a maximum $120/month (for a family of 
three) in Mississippi to $923/month in Alaska, with the nationwide median payment at 
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$389/month.183   
 Since most welfare recipients also receive food stamps, they use most (or all) of their 
AFDC benefits to pay the rent. But the variations in housing costs across the country bore almost 
no relationship with variations in AFDC benefit levels. AFDC payments covered only 35 percent 
of average rent levels in Texas, but 125 percent of average rents Alaska.  Nationwide, the median 
AFDC payment covered 66 percent of market rents.184  Even if most AFDC recipients find 
cheaper apartments than the average market rent, the AFDC payment is insufficient to keep a 
roof over their heads and have enough left over for other necessities. It is hardly surprising that 
many welfare recipients supplement their AFDC payments with work in the underground or 
informal economy.185 
 Slightly more than one million families (about 23 percent) of AFDC recipients also 
receive HUD subsidies. They live in public or private assisted housing or have a rent certificate. 
These families pay 30 percent of their welfare income for rent and HUD pays the rest. Because 
federal housing assistance is not an entitlement, the proportion of welfare recipients with housing 
subsidies varies considerably from state to state, from 12.1 percent in California to 56.8 percent 
in North Dakota. In seven states, fewer than one-fifth of welfare recipients receive federal 
housing subsidies.186  Most AFDC recipients receive no housing assistance and have to find 
accommodations in the private market. Most of this group pays at least half of their welfare 
check for rent -- and frequently much more.187 
 In August 1996 President Clinton signed the Personal Responsibility and Work 
Opportunity Reconciliation Act (commonly called "welfare reform") into law. It replaces AFDC 
(an entitlement with no time limits) with Temporary Assistance to Needy Families (TANF), a 
block grant to states that includes time limits for receiving assistance.188 
 The new law gives states considerable flexibility about who it will assist, for how long, 
and under what conditions with their TANF block grants. Under the new law, families cannot 
receive benefits for more than 60 months over their lifetimes, although states can be more 
restrictive.189 After the first 24 months of receiving TANF benefits, adults have to find work. 
Recipients must participate in community service within two months if they are not working. If 
states don't achieve the required threshold for getting TANF recipients into jobs, they will forfeit 
some of their block grant. States will vary in terms of how (or even whether) they provide child 
care and/or public jobs for those seeking work. If welfare recipients are pushed in a loose job 
market, many will end up jobless. But even in tight labor markets, many former welfare 
recipients may end up in low-wage jobs with no health insurance for themselves or their 
children. They will simply have gone from the ranks of the "welfare poor" to the "working poor," 
with no obvious improvement (and in some cases, a decline) in their living standards.190 
 The new welfare program has substantial consequences for the housing conditions of the 
nation's poor. There is no sure-fire formula for predicting how effective the new law will be. So 
far it has operated during a period of low unemployment, making it more likely that welfare-to-
work will succeed, although this varies considerably across metropolitan areas. What happens 
when there's a serious downturn in the economy and unemployment rises? If individuals don't 
find work, but have exhausted their TANF benefits, they may have no income at all, and thus no 
means to pay for housing. If individuals do find work, but their earnings are lower than their 
previous welfare benefits, they will have even less money available to pay for housing.  
 For the roughly 80 percent of current welfare recipients without housing subsidies -- who 
pay their rent out-of-pocket -- this will make it even harder to find housing and require them to 
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pay an even higher portion of their incomes (if they even have an income) for rent. Under these 
circumstance, the number of families living in overcrowded housing, living in substandard 
housing, or left homeless is likely to grow. 
 The 20 percent of welfare recipients with housing assistance have some cushion. HUD 
will continue to pay 70 percent of their rent, whatever their income. If occupants' incomes go 
down, HUD will have to make up the difference. This will put a serious strain on the HUD 
budget. It isn't clear whether Congress will provide HUD with the additional funds necessary to 
provide public housing authorities and private landlords with sufficient rents.191 If HUD has to 
come up with these funds without a budget increase, it will have to shift funds from other 
programs, such as HOME, CDGB, and the McKinney homeless moneys. If residents' aggregate 
income rises, HUD will save money by lowering their housing subsidy (since tenants will still 
pay 30 percent of their higher incomes in rent).  
 At some point in the business cycle, unemployment will rise and the number of former 
welfare recipients (who have used up their eligibility) unable to find work will grow.  This will 
mean less money in their pockets. How will they afford housing? It is unlikely that states will 
come to the rescue with additional housing subsidies. The huge disparities in AFDC-to-rent 
ratios suggests that most states are not particularly sensitive to welfare recipients' ability to pay 
for housing.  As described in the next section, state housing subsidies have been quite modest. 
Few states have used their housing subsidies in the form of tenant-based rent subsidies and it is 
unlikely that they will expand state housing subsidies to compensate for declining incomes 
among former welfare recipients. They are also unlikely to use their TANF block grant to create 
a housing voucher program or do spend state revenues for this purpose. Although the magnitude 
of this problem is unknown, welfare reform is almost certain to have negative consequences for 
the housing circumstances of the poor.   
 
State Government Subsidy Programs 
 
 The decline in federal low-income housing funds was a major catalyst for the expansion 
of local-funded and state-funded housing programs.192 Mayors, city councilors, county 
supervisors, Governors, and state legislators felt political pressure to address the worsening 
housing problems. The growth of grassroots housing advocacy groups, homeless shelters, 
community development corporations, and other activist groups increased the political visibility 
of the housing crisis.193 Moreover, the emergence in 1987 of the federal LIHTC, administered 
by state agencies, pushed more states to expand their housing funds, because the tax credit alone 
does not provide an adequate subsidy to make rental housing developments economically 
feasible. Thus, states and cities need to develop funds to fill this gap to take advantage of the 
program. Most importantly, the National Affordable Housing Act of 1990 (which included the 
largest new component, the HOME Investment Partnership program) required states and 
localities to match federal funds.194 This was the first time that Congress established a matching 
requirement for any federal housing program. The matching formula is complex, depending on 
the activity involved, ranging from one state or local dollar for every four federal dollars to one 
state or local dollar for every four federal dollars.195 
 
 

Table 9 About Here 
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Table 10 About Here 

(Housing Subsidy Levels of States and HUD 1978-1996) 
(1997 dollars) 

 
 Prior to 1980, state governments were generally not involved in providing housing 
subsidies. They played important roles in zoning, establishing building and housing codes, and 
taxing residential property, but not in using state tax dollars to subsidize developers or 
consumers. Soon after the federal government created the public housing program in 1937, five 
states (New York, Massachusetts, Connecticut, New Jersey and Pennsylvania) created their own 
public housing programs, which added 120,700 units in multifamily buildings and 6,400 single-
family homes, but they abandoned these programs by 1960.196 
 New York established the first state housing finance agency (HFA) in 1960. By 1981, 44 
states had HFAs. Almost all their activities involved utilizing federally tax exempt revenue 
bonds to finance single-family and multi-family housing rather than drawing on the state's own 
tax resources.  
 Much has been written about how, starting in the l980s, state governments stepped up to 
the plate with new housing dollars and programs to address the housing crisis caused, in part, by 
federal cutbacks.197 It is true that the states created (or expanded) hundreds of housing programs 
and, in doing so, expanded their organizational capacity for administering housing programs. But 
the truth is that, in combination, the state housing programs amounted to very little in terms of 
real dollars or housing units. At the peak in 1996, states contributed $841 million in state-funded 
housing programs and $1.46 billion in "housing and community development" programs.198 
Overall, states have added only about 200,000 low-income units using their own funds.199 
 In other words, state housing subsidies filled very little of the gap left by federal cutbacks 
for low-income housing. Between 1978 and 1996, HUD subsidies for low-income housing fell 
from $72.1 billion to $13.5 billion, a decline of $58.6 billion (in 1997 dollars). During that 
period, state spending on all housing subsidies grew from $587 million to $1.49 billion, an 
increase of less than $1 billion (in 1997 dollars). (See Table 10).  
 States administer their housing programs through state HFAs, executive branch agencies 
(state housing, community development, economic development, or commerce departments200), 
or both. In 1996, state HFAs administered slightly less than half of state-funded housing 
programs.201 
 Prior to the l980s, state responsibilities for housing subsidies primarily involved 
administering federal programs. State HFAs used federally-subsidized mortgage revenue bonds 
and rental housing bonds to expand the supply and lower the cost of housing, targeted mostly to 
moderate- and middle-income families. Some state HFAs also served as conduits for federal 
Section 8 housing development. In the 1980s, some states began to use their own revenues to 
subsidize housing programs. Some states used their existing HFAs to administer these programs, 
but other states did so through other housing agencies. During the l980s and 1990s, both kinds of 
state agencies increased their housing programs.  This growth is reflected in the increase of state 
funds for "housing and community development" from $262 million in 1978, to $826 million in 
1988, to $1.46 million in 1996.202 
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 State HFAs expanded their state-funded activities, from a handful of programs in the late 
l970s to over 600 different programs by the early 1990s. Before 1980, the other group of state 
housing agencies administered, in combination, only 44 state-funded housing programs, 
primarily in California, Connecticut and Massachusetts. From 1980 through 1987, these agencies 
administered an additional 112 housing programs. By 1990, the number of state-funded housing 
programs administered by these agencies grew to 177. During the 1990s, the number of state-
funded housing programs continued to grow.203     
 States have drawn on four sources of funds for their housing programs: general obligation 
bonds, unsecured HFA general reserve funds, state appropriations, and housing trust funds from 
dedicated taxes or fees or tax incentives.204 The latter two of these sources are clearly "state-
own" sources from states' taxpayers. By 1993, 35 states had some form of "housing trust fund" 
from dedicated taxes, fees, or tax incentives, with the most popular source the real estate transfer 
tax.205 Only two were established prior to 1985. In general, these programs provide housing 
subsidies for low-income households. The support a mix of rental and for-sale housing, including 
new construction, rehabilitation, preservation, vouchers, and housing counseling.206 As states 
expanded their housing program, an increasing proportion of development funds were targeted 
for nonprofit developers, whose numbers and capacity grew dramatically during this period. 
 The extent to which states provide housing subsidies varies greatly. The most generous 
states in 1996 were Hawaii (approximately $88 per capita), Alaska ($36 per capita), 
Massachusetts ($33), Connecticut ($27), Washington ($22), Vermont ($14), New York ($11), 
Wyoming ($10), and Maryland ($10), while the least generous states (including South Dakota, 
Alabama, Delaware, Illinois, Iowa, Kansas, Louisiana, Michigan, Mississippi, and New Jersey) 
spent less than $1 per capita.207  
 States have become more sophisticated in administering housing programs. Prior to the 
l980s they primarily administered federal funds for housing that required little knowledge of 
housing development. MRBs and Section 8 developments were essentially "cookie-cutter" 
programs that required states to do little more than approve the recipients and locations of 
housing subsidies. As federal funds shrunk, states needed to play a more active role, not only in 
finding new resources, but in developing housing programs that required multiple and complex 
sources of funding and financing. States had to work with private lenders, for profit and non-
profit developers, landlords, local governments, community organizations, investors and 
syndicators, to ensure the feasibility of housing programs -- for new construction, homebuying, 
rental allowances, and others. With the end of the fully-funded "cookie-cutter" federal programs, 
states confronted an environment requiring agency personnel to make judgements about the 
relative feasibility of different proposals, no two of which were exactly alike. Some states 
developed this capacity more fully than others. By the late 1980s and early 1990s, 
Massachusetts, Connecticut, Maryland, Vermont, and several others had become leaders in terms 
of their capacity to administer this new phase of housing subsidy programs. 
 
Local Government Subsidy Programs 
 
 City governments have played a significant role in administering housing programs since 
the beginning of the public housing program in the l930s. From the Depression through the 
l970s, cities depended on categorical federal programs (public housing, Section 8 new 
construction) that gave localities little flexibility, as well as urban renewal and CDBG programs 
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that allowed cities some discretion. In general, cities served as conduits for federal funds, which 
went directly to or required the approval of local government agencies. Through the U.S. 
Conference of Mayors, National League of Cities, and National Association of Housing and 
Redevelopment Officials, cities lobbied successfully to increase HUD funds for low- and 
moderate-income housing.  
 Beginning in the l980s, in response to the sharp decline in federal funds, local 
governments increased their own funding commitment to affordable housing. Pushed to the front 
lines of the housing crisis, urban officials began to devise new tools for expanding housing 
subsidies for low-income families. The troubled fiscal condition of most cities -- caused 
primarily by their high poverty rates and the concentration of tax-exempt institutions (that pay no 
local property taxes) -- makes it impossible for them to raise more than token moneys for 
housing subsidies.208 Locally-generated housing programs have not raised significant funds, 
particularly in light of the magnitude of federal cuts for low-income housing. Locally-funded 
housing programs serve primarily to provide gap financing for development projects with other, 
primarily federal, subsidies.  
 Cities (and some counties) have generally used two sources -- general obligation bonds 
and housing trust funds -- to provide housing subsidies. A 1989 study found that 25 of the 51 
largest cities were using their own funds to subsidize low-income housing. These 25 cities 
combined spent $938 million in locally-generated revenues for housing in 1989. This helped to 
subsidize 18,658 new units and 16,059 rehabilitated units. New York City alone accounted for 
79 percent ($740 million) of the funds and 71 percent (24,494) of the housing units identified in 
this study.209 In 1998, New York City spent $657 million ($90 per capita) of its own funds for 
housing, compared with $62 million ($79 per capita) for San Jose, $205 million ($74 per capita) 
for Chicago, and $109 million ($31 per capita) for Los Angeles.210  
 By 1996, 34 cities (including 11 cities with populations over 250,000, comparable to the 
51 cities in the 1989 study) had their own housing trust funds.211 In addition, 39 counties in 10 
states (20 of them in Pennsylvania alone) have created housing trust funds.  The majority of local 
and county housing trust funds were created after 1989. The key components of housing trust 
funds include a dedicated source of revenue, collected and administered by a government 
agency, and targeted for low-income and moderate-income housing. The moneys for housing 
trust funds come from a variety of sources, including fees on commercial development (often 
called "linkage"), property taxes, and inclusionary zoning fees. The most popular source of 
revenue for county housing trust funds is the document recording fee, with real estate transfer 
taxes and development impact fees next in popularity.212  As a result of relying on these 
sources, however, local housing trust funds are subjects to the swings in the local economy. They 
are also vulnerable to political pressures to use local funds for other purposes. Since 1981, 
Seattle voters have passed three tax levies or bond measures to raise revenues for affordable 
housing. Seattle has raised nearly $100 million to subsidize 3,835 housing units, indicating that 
the program has remained popular. In contrast, San Diego created a trust fund in 1990 that, at its 
peak, provided $6 million a year in housing subsidies, but then the City Council diverted funds 
from the transit occupancy tax and reduced revenues from the commercial development linkage 
fee. Since 1989, the Sacramento City and County Housing Trust Fund has raised more than $13 
million to subsidize 1,119 housing units in 15 developments. Revenues are derived from fees 
collected when building permits for non-residential construction are issued, with the fees 
proportional to the new employment generated by the development.213 
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Chapter Four 
Major Housing Regulation Policies and Programs 

 
Housing Finance 
 
 The federal government has primary responsibility for the creation of a housing finance 
system, regulating and safeguarding lenders and depositors, creating a national secondary 
mortgage market, and expanding homeownership.  
 Spurred by the Depression era's massive unemployment and the collapse of the private 
housing finance and construction industry, various interested constituencies -- homebuilders, the 
banking industry, and trade unions -- pushed the federal government to establish the first home 
financing program to broaden homeownership, protect lending institutions, and stimulate 
employment in the building industry (and thus the wider economy). Before this system was 
created, even a household with a steady income, good credit record, and a downpayment in hand 
might be rejected for a loan simply because local lenders lacked the funds. Commercial banks, 
savings and loan associations, and mutual savings banks depended on funds from local 
depositors. They were also restricted from operate branches outside their home market area. As a 
result, there was enormous variation in the lending capacity of these lending institutions. 
Moreover, lenders had no protection if a borrower defaulted on a loan. As a result, lenders were 
extremely cautious; they required large downpayments (up to 50 percent of the house value) and 
short time periods (often 10 years or less) for repayment. 
 Within a short period, the federal government transformed the housing system. In 1932, 
Congress created the Federal Home Loan Bank (FHLB), owned and governed by member thrift 
institutions, to make the flow of mortgage funds more dependable and to create a national market 
for mortgages. In 1933, in the Glass-Steagall Banking Act, Congress created the Federal Deposit 
Insurance Corporation (FDIC), which took the risk out of depositing money in commercial banks 
and restored public confidence in banks. Commercial banks were not permitted to make home 
loans, so the following year the same protection was extended to mortgage lenders. The Housing 
Act of 1934 created the Federal Savings and Loan Insurance Corporation (FSLIC), which 
insured individual depositors' accounts from bank failures, and the Federal Housing 
Administration (FHA), which guaranteed individual mortgages against their default and gave 
banks the confidence to offer long-term (i.e., 30-year) mortgages. In 1938, Congress created the 
Federal National Mortgage Association (commonly called "Fannie Mae") to foster the 
development of a national secondary mortgage market for FHA mortgages by purchasing, 
bundling, and reselling home loans -- in effect, a support system for private mortgage lenders by 
allowing them to make more mortgages.214 The postwar Veterans Administration (VA) and the 
Farmers Home Administration (FmHA) housing programs offered similar help to veterans and 
residents in rural areas. These federal home finance institutions and policies helped stabilize the 
banking system during the Depression and then, after World War 2, led to an unprecedented 
home construction boom, a steady rise in homeownership, improvements in housing quality (by 
requiring FHA-backed homes to meet minimum building code standards) and the white middle-
class exodus to the suburbs.215   
 Fannie Mae and its companion, Freddie Mac, are huge and extremely profitable 
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institutions whose activities have enormous impacts, but they are relatively invisible to the 
average American. They are stockholder-owned, privately managed enterprises, but because they 
are chartered by Congress (and thus called Government Sponsored Enterprises, or GSEs), they 
have certain public responsibilities that include the stability of the mortgage market, access to 
mortgage credit across the county, and expanding mortgage credit to underserved niches, 
especially low- and moderate-income families. They purchase home mortgages below a 
mandated limit (now $207,000), which they either hold in their own portfolios or sell to private 
investors through mortgage-backed securities (MBS). Investors find these MBS appealing 
because the GSEs have an implicit (though not legal) guarantee of the federal government.216 
 The GSEs essentially set the rules for the lending industry, including underwriting 
standards. From their beginnings through the early 1990s, the GSEs did not focus attention of 
expanding mortgage credit and homeownership rates among underserved groups. In 1992, 
Congress mandated that the GSEs develop explicit policies to expand affordable housing 
(especially homeownership) among low- and moderate-income families and central cities 
underserved by conventional lenders. As a result, "the GSEs' financing of housing for low- and 
moderate-income families has increased from under 30 percent [in 1992] to more than 40 percent 
in 1995.217 They have also increased their purchases of mortgages to minority borrowers and in 
minority neighborhoods. To do so, they expanded their outreach efforts (especially to local 
governments and nonprofit community organizations) and made their underwriting standards 
more flexible. But the GSEs have yet to seriously tackle what HUD identifies as the most serious 
obstacle to homeownership among families with modest incomes -- lack of funds for a 
downpayment.218 
 The housing finance system described above was quite stable through the 1970s, but a 
variety of factors led to a dramatic transformation. Under political pressure from the banking 
industry, Congress deregulated the lending industry, allowing commercial banks and S&Ls to 
compete for depositors and mortgage consumers, including homebuyers -- a change that led to 
the massive loan foreclosures, bank failures, and the federal S&L bail-out of the l980s. 
Deregulation also dismantled the interstate banking restrictions, leading to numerous mergers 
and the recent emergence of large regional and national banks. In addition, private mortgage 
insurance companies, state and local HFAs, and, most recently, community development finance 
institutions expanded their activities, displacing FHA in many aspects of its mission. The 
dramatic expansion of the two GSEs (Fannie Mae and Freddie Mac) has overtaken FHA's 
capacity to adapt to a new environment.219  
 The mortgage market has expanded rapidly since the l960s.220 Single-family mortgage 
debt increased from $280 billion in 1969 to $3,640 billion in 1995 -- a 251 percent increase in 
real terms. During this period, there's been a dramatic reshuffling of housing finance institutions. 
The GSE have dramatically changed the housing finance system, especially during the l980s, 
when they began to issue MBS and Congress deregulated the lending industry. Prior to the 
1980s, traditional thrift institutions (like savings-and-loans) dominated residential mortgages. 
They took in deposits, made loans, and held those loans in their own portfolios. In exchange for 
taking these risks and specializing in home mortgages, the federal government heavily 
subsidized these institutions (with below-market deposit insurance and tax advantages. These 
advantages allowed thrifts to reduce mortgage rates, but it also meant that the interest they paid 
on deposits was also how. As a result, thrifts would periodically experience a shortage of funds, 
as depositors moved their deposits elsewhere when interest rates were high.   
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 All this changed when Congress deregulated the thrift industry in the early 1980s, 
allowing them to compete with commercial banks. The thrifts' share of mortgages on single 
family homes dropped from about half in the mid-1980s to 30 percent in 1994 and 20 percent by 
1994. The share of mortgages held also plummeted from 37 percent in 1985 to 23 percent in 
1990 to 14 percent in 1994. Increasingly, thrifts sold their loans into the secondary market. 
Commercial banks increased their share of mortgage originations from 22 percent in 1980 to 24 
percent in 1995. But the biggest gainers were the private mortgage companies, which increased 
their share from 22 percent in 1980, to 35 percent in 1990, to 54 percent in 1995. 
 Through the postwar period, the FHA has been the most visible government component 
of the housing finance system. The FHA component of the housing finance system is highly 
decentralized. Congress and FHA set guidelines for mortgages, but mortgage brokers, lenders, 
realtors, and housing developers serve as the conduits between the FHA and borrowers. These 
institutions do the paperwork for borrowers required by FHA. 
 Over its 60-year period, FHA has played a major role in expanding homeownership as 
well as promoting rental housing development.221 It does not originate mortgages, but provides 
insurance, backed by the U.S. government treasury.  FHA was the major reason that private 
lenders were able to provide low-downpayment, long-term loans. FHA insured loans with 
downpayments as low as 3 percent, opening the door to homeownership for millions of 
Americans. It has insured over 23 million mortgages for homebuyers. It has also insured 4.2 
milion units of multifamily housing.222 Its policies set the underwriting standards for private 
lenders. These policies promoted more flexible and affordable mortgages throughout its history, 
but (at least in its early years) also exacerbated racial and economic segregation. 
 Of the approximately 3.5 million home purchase loans made in 1994, about 42 percent 
were insured by private mortgage insurers, the FHA, or the VA. FHA insured 531,000 home 
purchase mortgages -- about 15 percent of all mortgages and about 35 percent of all insured 
mortgages.223 (FHA also insured 531,000 loans for refinancings). Among the home purchase 
loans, 459,000 (67 percent) were for first-time buyers.  
 Congress mandates income limits, home price limits, and the rate for FHA insurance, 
guaranteeing that FHA will serve a market niche not served by conventional financing.224 It 
permits borrowers to make smaller down payments and have higher total-debt-to-income ratios 
than allowed by private mortgage insurers. In 1993, 66 percent of FHA-insured home purchase 
mortgages, compared with only 30 percent of conventional mortgages handled by Fannie Mae 
and Freddie Mac, went to first-time buyers. Consequently, FHA borrowers have lower average 
incomes ($36,000 versus $48,000) than those who use conventional financing. In 1993, 11 
percent of FHA borrowers were African Americans and 41 percent had incomes below 80 
percent of the local median income, compared with 4 percent and 14 percent, respectively, of 
borrowers with private mortgage insurance and 1.7 percent and 14 percent of borrowers with 
mortgages handled by Freddie Mac and Fannie Mae.225 Put differently, FHA served 20 percent 
of all low-income homebuyers and 24 percent of all minority homebuyers in 1994. Among first-
time buyers who took at FHA loans in 1995, 77 percent would not have met the standards 
required by private mortgage insurers; 85 percent of low-income FHA borrowers would not have 
met these standards.226 
 A major concern is whether this federally-constructed housing finance system, with its 
direct and indirect federal subsidies, is efficient.227  Critics charge that there is a serious lack of 
coordination between the various elements of this system, which leaves various sectors of the 
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housing market, particularly inner city areas and minority consumers, underserved.  There is 
considerable criticism of FHA, in particular, for being overly bureaucratic and inflexible, leading 
to long delays in approving applications; failing to coordinate its activities with other 
components of the housing finance system; failing to address racial and geographic disparities in 
the housing finance system; and failing to update its technology to take advantage of the 
computer age.228 
 
Housing Quality 
 
 Federal, state and local governments each have some responsibility for establishing and 
enforcing standards for the physical quality of housing. In many ways, they have been 
remarkably successful. Housing and building codes were slow to come to American cities, but by 
the 1960s they were widespread, triggered in great part by federal rules tied to federal funds. 
They cover standards for new construction, rehabilitation, health and safety, and maintenance. 
 These standards are reflected in building codes and housing codes. Building codes 
establish the standards for construction and rehabilitation -- such as the types of materials used 
and acceptable design, such as minimum room sizes and the necessity of having two means of 
exit. Housing codes focus on the conditions and functioning of housing -- the maintenance of the 
property to guarantee basic health and safety, such as requirements for heat and hot water, the 
number of occupants allowed (to avoid overcrowding), and the repair of roofs and railings.  
 State governments have the power to create building and housing codes. Some states 
have statewide standards and then delegate enforcement authority to cities. This varies widely 
from state to state. Most states, for example, have statewide codes regulating plumbing, 
electrical, boiler, elevator, and fire standards, but only a few states have overall building 
construction standards. Most states set minimum health and safety standards for housing.  
 Building, housing and health codes played a significant role in improving housing 
conditions in the post-WW2 era, especially for newly constructed housing. Existing housing was 
improved when improved when real wages grew and owners (landlords and homeowners) had an 
economic incentive to undertake renovations or when federal rules and grassroots organizing 
obliged owners to improve properties.229 
 In this country, building and housing code regulations go back to the colonial period. For 
example, some communities prohibited thatched roofs and chimneys and outlawed residents 
from storing flammable materials or putting rubbish and filth in the streets. After the Civil War, 
state and local governments began to enact building, housing and health codes to deal with the 
worsening problems in cities, particularly in immigrant areas, which were typically close to the 
fast-growing factories and sweatshops. From the Civil War through the early 1900s, housing and 
health reformers, often in alliances with social workers and unionists, pushed for public health 
and housing standards to address the growing problems of fires and epidemic diseases, especially 
in the slums of major cities.230 New York City's Tenement Housing Act of 1867 was the first 
systematic law. It introduced standards for roofs, ventilation, toilets, fire escapes, weather 
tightness, garbage receptacles, and other matters. This was updated by the Tenement House Law 
of 1901, which created more adequate enforcement mechanisms. One of the key housing 
reformers, Lawrence Villier, drafted a "Model Housing Law" in 1914, published by the Russell 
Sage Foundation, which local reformers used to push for adoption of regulations. 
 The National Board of Fire Underwriters drafted the first model "National Building 
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Code" in 1905, geared to protecting the interests of insurance companies.231  More states and 
cities steadily adopted building codes, adjusting them to local weather, geological, and other 
conditions (such as the likelihood of earthquakes and floods).  
 Federal subsidies have proven to be an important "carrot" to get local governments to 
establish, improve, and enforce their housing standards. The FHA was extremely influential in 
improving the quality of housing, particularly beginning after World War 2. It established 
"Minimum Property Standards" for home construction. Since then, federal mortgage insurance 
and housing subsidies were tied to these standards, which then became standard in the housing 
industry, even for homes without federal assistance. The FHA pioneered two important features 
related to housing quality. First, its standards were "objective, uniform, and in writing." Second, 
they were enforced by actual on-site inspection, at various stages of construction or (for an 
existing property) prior to making a commitment to provide FHA insurance. During the postwar 
building boom, the nation's largest builders built all their new houses to meet FHA standards, 
because so many potential buyers would not consider buying a home without FHA approval.232 
 The federal Housing Act of 1949 established a goal of a "decent home and suitable living 
environment" for all Americans, although it did not specifically define that standard nor did it 
seek to create a national building or housing code. It created the urban renewal program, which 
set out to eliminate urban "blight," in part by razing unhabitable slum housing and, in some 
cases, entire neighborhoods, and replacing them with modern buildings. The federal Housing Act 
of 1954 went further, requiring municipalities to have a "workable program" for urban renewal 
and housing rehabilitation, by adopting building, housing, zoning, sanitation, safety and other 
codes in order to receive federal subsidies. This law had a major impact, leading at least 3,000 
municipalities to adopt standards. (As late as 1956, fewer than 100 large cities had housing 
codes). As Apgar notes, "With the advent of building codes in most jurisdictions in the 1950s, it 
has been virtually impossible to construct a new unit that lacks minimum pluming such as a flush 
toilet, or hot and cold running water."233 
 The Housing and Development Act of 1965, which created HUD, required and even 
funded cities to adopt housing codes and enforcement programs to control deterioration and 
blight.234 Subsequent federal housing programs linked the provision of federal funds to housing 
code standards and enforcement. For example, local PHAs must inspect and approve an 
apartment's condition before granting a Section 8 voucher to be used. Under the Section 8 
rehabilitation program, created in 1974 (but terminated less than a decade later) HUD placed 
greater emphasis on renovation and rehabilitation than on demolition. Cities have used much of 
their CDBG funds on housing renovation. 
 The Housing and Community Development Act of 1974 created the National Institute for 
Building Science (NIBS) to develop performance criteria, standards, and testing procedures for 
buildings to help states and cities, as well as the housing industry, update their codes. Building 
codes need to be regularly updated to take into account new technologies and materials. 
 The community organizing and tenants rights movements of the l960s and l970s played 
an important role in upgrading housing codes and strengthening enforcement. In response to 
these grassroots pressures, a number of states adopted laws giving tenants more rights and 
landlords more responsibility.  These include the "implied warranty of habitability" (which 
guarantees tenants the right to minimum standards of decent housing, so they will not have to 
pay for "essential services" which they do not receive), and protection against “retaliatory” 
evictions for complaining to the landlord or authorities about building conditions.235 A 
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comprehensive housing standards system includes a housing code, an agency charged with 
inspecting and enforcing the code, a court (in some cases, a special housing court) to handle code 
enforcement cases, and subsidy (loan and grant) programs to help property owners bring their 
buildings into compliance with the code.236 Few cities have such coordinated approaches, 
however.  
 Housing code enforcement agencies have staff who are supposed to inspect properties, 
typically upon receiving a complaint from a tenant or a neighborhood, but in some cities on a 
random basis. From the early days of urban housing codes, enforcement was uneven, particularly 
in low-income and working class districts. In the 19th century inspection agencies are reluctant 
to enforce full compliance for fear it will lead landlords to increase rents or (if they can't afford 
to make the repairs) abandon their properties.237 
 This same dilemma still exists. Tenants have the legal right to basic standards. But if they 
get the local government to inspect and enforce these laws, tenants may face rent increases, 
evictions (in retaliation for "blowing the whistle"), or even demolition of their apartment 
buildings. Local inspection officials experience a version of this dilemma. Inspectors have 
considerably leeway when deciding whether to "write up" violations. Some of them, too, 
recognize the full enforcement could have serious negative consequences.238 In addition, 
landlords often use political or financial influence (campaign contributions or, in some cases, 
bribes to inspectors) to keep inspectors at bay.  
 For example, in Los Angeles, at least 150,000 apartments -- one in nine -- are 
substandard, most in the city's poorest neighborhoods. Over the years, the city's Department of 
Building and Safety concentrated its resources on inspecting new buildings rather than existing 
ones. The agency has only 40 inspectors to cover more than 600,000 residential units. The 
system allows landlords to avoid financial and criminal punishment for letting their properties to 
become slums. The agency receives about 50,000 complaints a year, but few landlords are 
prosecuted; the agency files fewer than 20 misdemeanor criminal cases. Inspectors were told by 
their supervisors to "work with landlords," meaning continuous extensions to make repairs. Most 
violations take at least two years to resolve.239  
 City agencies that find serious violations of housing codes can prosecute the offenders in 
court, although the likelihood of their being aggressive, and the willingness of judges to impose 
fines or even send violators to jail varies widely from city to city. Some cities and courts have 
utilized the legal instrument of appointing a "receiver" (who, on behalf of the court, temporarily 
takes control of the property) to use tenants' rent dollars to upgrade the property. Some courts 
have even allowed tenant or community-based organizations to serve as receivers. Receivership 
is typically a last resort scenario, since few judges or government officials want to take 
properties away from legal owners unless they are "slumlords" who consistently violate basic 
health and safety standards.  
 Government can avoid this dilemma if policymakers are willing to allocate housing 
subsidies (loans and grants) to allow owners to upgrade their properties without raising rents. 
Federal subsidy programs, including the Section 8 rehabilitation program (which was terminated 
in the l980s), the CDBG program, and the HOME program, have been used for this purpose. Few 
states or cities used their own funds for this objective.  
 Code enforcement is generally aimed at apartment buildings, not single family homes or 
condominiums. Strict enforcement would cost homeowners money, and alienate many of them 
from political officials who want their votes. Single family homes are also more likely to be in 
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better condition than apartments, particularly those that cater to low-income families. Code 
enforcement in apartment buildings is susceptible to many political pressures, too.   
 However, extremely tight conditions in the housing market provide landlords with little 
incentive to obey tenant-landlord laws or housing codes. Despite the legal right of tenants to 
move, according to a HUD report, a rental housing shortage gives most tenants, "no practical 
alternative but to take what is offered and pay what is asked."240  Further, in most cities, local 
housing codes and tenant-landlord laws are not adequately enforced. Municipal inspection 
departments are chronically understaffed and poorly trained. Many landlords consider a pay-off 
to housing inspectors as a regular cost of business to avoid having to maintain buildings up to 
standards. Even when landlords are brought to court, many judges are reluctant to put the full 
force of the law behind landlord violations of tenants' rights or municipal housing codes. Some 
may fear that enforcement might lead to widespread abandonment, while others have prejudices 
or political ties to landlords or local governmental authorities.  
 During the past decade, housing and environmental activists identified the problem of 
lead-poisoning in older housing as a housing quality and public health issue, especially among 
poor children. In 1992 Congress passed legislation and allocated funds to begin removing lead-
based paint, but nowhere close to the $500 billion estimated to completely eliminate this health 
hazard. HUD and the Environmental Protection Agency (EPA) established standards and HUD 
began to channel funds to 53 state and local governments to fund a program to identify and 
control lead-based paint hazards in private housing occupied by the poor. Under this law, all 
sellers and owners of housing build prior to 1978 must provide buyers and tenants with an 
educational pamphlet about lead hazards and must disclose information on existing hazards. This 
federal law has helped create a small industry of lead paint inspectors, abatement workers, and 
training centers to educate the public, organize renters, inspect properties, and remove lead 
paint.241 
 In general, federally-assisted low-income housing is in better physical condition than 
other housing available to the poor. This fact contradicts the stereotypes of ugly, poorly-
maintained "projects." Public housing is often identified with its worst failures and there is 
certainly some truth to these stereotypes. As we note below, federal funds for the upkeep of both 
public housing and privately-owned Section 8 developments have been inadequate to maintain 
these properties. Many PHAs have allowed developments to decay. A 1988 survey of the 35 
largest PHAs estimated that about 12 percent of the nation's public housing inventory -- about 40 
to 60 high-rise projects with about 138,000 apartments -- were in serious disrepair. Many of 
them were built in the l940s and l950s. The report recommended that these developments be 
reconfigured and upgraded, or torn down.242  That same year, a study by Abt Associates 
estimated a $21.5 billion backlog in basic repairs and capital improvements for the nation's 
public housing stock.243 Four years later, HUD identified about 6 percent of the public housing 
stock -- 86,000 units -- as being "severely distressed" (including many vacant units), requiring 
$7.5 billion in renovations.244 Other public housing complexes have physical problems of a less 
severe but still serious nature. In general, however, public housing is relatively well-maintained, 
at least in better condition than the alternatives many low-income tenants without subsidies face 
in the private housing market. No comparable studies have looked at the physical condition of 
Section 8 developments. 
 
Housing Location  
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 Much of the controversy over government housing policy involves "place and race" --  
where housing located and who (meaning, which racial and income groups) lives there. Federal, 
state and local policies contribute to the geographic sorting by income and race.  
 Americans tend to live in locations with other people of comparable incomes, reflected in 
part by the cost, quality, and size of their housing.245 A major mechanism for this sorting is 
local zoning laws, which allow municipalities to establish guidelines for the location and 
minimum lot size for various kinds of housing. Affluent suburbs have used so-called "snob 
zoning" to limit housing for the poor. Local zoning laws "determine what housing gets built, 
where it goes, what it looks like, and even who lives in it."246 
 At the turn of the century, American communities began to adopt local land use laws that 
divided localities into districts, or zones, to segregate land uses. Los Angeles passed the first 
zoning ordinance in 1909, which created three types of districts: residential, light industry, and 
heavy industry. Other laws added zones for open space and retail shops. But these zoning laws 
went further, seeking to favor some kinds of housing over others. Some early planners described 
apartment buildings as "polluting" or "tainting" single-family residential areas.247 In 1926 the 
U.S. Supreme Court (in Euclid v. Ambler) allowed Euclid, a Cleveland suburb, to ban apartment 
buildings from single-family neighborhoods.  Zoning increasingly became a way to protect 
property values and to exclude "noxious" land uses, including high-density apartment buildings.  
 States have the authority to regulate land use, but in the 1920s they began to delegate the 
responsibility to local governments. The federal government encouraged this practice. In fact, the 
early state statutes were modeled on the 1924 Standard State Zoning Enabling Act and the 1928 
Standard City Planning Enabling Act, both published by the U.S. Department of Commerce. By 
the late 1920s, 564 cities had zoning ordinances. The 1954 Housing Act provided federal funds 
for local, regional and state planning, encouraging local zoning ordinances. By 1968, 65 percent 
of the 7,609 local governments in the nation's metropolitan areas had planning agencies that 
created and monitored zoning laws.248  In these and other ways, the federal government and 
states encouraged or condoned the nation's fragmented land use practices and their social 
consequences. By permitting localities to regulate land use, federal and state governments also 
promoted suburbanization. People who sought to escape urban conditions realized that they 
could use zoning as an instrument to exclude "undesirable" elements. 
 In fact, most localities with zoning ordinances are suburbs, which typically use zoning 
provisions such as minimum large-lot size requirements that increase the cost of land and the 
cost of housing. This restricts the construction of dense housing, including bungalow-style single 
family hopes and especially apartment buildings.249 By setting these zoning standards, which 
inflates the cost of housing, suburbs restrict or limit the kinds of people who can live there. 
Intentionally or unintentionally (and there is evidence of both), these zoning laws have the effect 
of excluding low- income and in some cases even middle-income families. They also restrict 
racial minorities, who generally have lower incomes than whites. Suburbs that desire to limit 
school-age children, in order to avoid education costs, can use zoning to prohibit housing types 
favored by families with children. These zoning practices are often called "snob" or 
"exclusionary" zoning.  These practices contribute to the economic segregation of our 
metropolitan areas, including the isolation of the poor and minorities, and the mismatch between 
the urban neighborhoods where most poor people (and racial minorities) live and the suburban 
areas where most jobs (including low-skill jobs) are moving.  
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 Several recent federal reports have identified these exclusionary zoning practices as 
obstacles to creation of affordable housing, particularly in affluent suburbs.250 For the most part, 
the federal and state governments have been reluctant to systematically challenge zoning laws 
that have the effect of excluding minorities.  The closest HUD has come occurred during the 
Carter Administration in the l970s. Hoping to replicate the Gautreaux program on a voluntary 
basis, HUD set up metropolitan Areawide Housing Opportunity Plans (AHOPs) and then created 
the Regional Housing Mobility Program to plan for the dispersal of Section 8 certificates 
throughout metropolitan areas, with the help of regional planning agencies and cooperating 
suburbs. Before these programs could be carried out, the Reagan administration took office and 
cancelled them. It wasn't until the early 1990s when the federal government tried it again with 
the very small-scale Moving to Opportunity program, described earlier.  
 Only a handful of states have passed laws to challenge exclusionary zoning. New York, 
New Jersey, California and Massachusetts have adopted "inclusionary zoning" laws to break 
down these barriers and make it easier for developers to build affordable housing in suburban 
jurisdictions.251 New Jersey's law emerged from two famous Mt. Laurel court cases, while 
California and Massachusetts enacted legislation.252 These state laws have had modest success, 
at best, in expanding low-income housing opportunities in suburbs, in part due to weak 
enforcement. Starting in the l980s, partly in response to federal housing cutbacks, a few local 
governments have also adopted "inclusionary zoning" ordinances to require developers of 
market-rate housing to set aside some units for low- and moderate-income residents, and to pay 
"exaction" fees to be used for affordable housing, schools, or infrastructure.253  But neither the 
federal government, nor any of these states, have been willing to use the carrot-and-stick 
approach of withholding funds for transportation, school, infrastructure or other programs to 
localities that have not complied with the law.  
 Geographic segregation by income within metropolitan areas has been exacerbated by the 
siting of federal- and state-subsidized housing developments, which tend to be concentrated in 
existing low-income areas in central cities.  Siting decisions are typically made by local officials, 
but federal and state policy has not, until recently, sought to over-rule these decisions. Federally-
subsidized housing developments -- public housing, Section 8 housing, and LIHTC-assisted 
housing -- is overwhelming concentrated in central cities and in low-income areas within those 
cities. Even the tenant-based Section 8 program, enacted in part to give low-income consumers 
greater choice in where they live, has contributed to the concentration of poverty in some cities, 
although much less so than project-based programs. In metropolitan areas with tight rental 
markets, families with Section 8 vouchers typically live in low-income areas of cities and 
adjacent suburbs. This is influenced by the reluctance of many landlords to rent to tenants 
(particularly racial minorities) with Section 8 vouchers and to the maximum rent payments 
(called "Fair Market Rents") set by HUD (primarily to reduce the costs of each voucher), which 
in turn confines recipients to finding apartments in areas with modest rents. There are even 
"Section 8 [voucher] ghettoes" in some cities.254  
 Several local housing "mobility" programs have sought to help poor and minority 
residents find rental housing in suburban areas. The most well-known is Chicago's Gautreux 
program, which resulted from a 1966 law suit brought by attorney Alexander Polikoff on behalf 
of public housing tenants (led by Dorothy Gautreaux) against the city's housing authority for 
siting public housing projects in segregated black neighborhoods. The settlement involved two 
remedies. In l969, U.S. District Court Judge Richard Austin ordered the Chicago Housing 
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Authority to build low-rise, scattered-site public housing throughout the city. The CHA failed to 
comply. In response the U.S. Supreme Court in 1976 ordered HUD to fund a Section 8 rent 
subsidy program throughout the six-county Chicago area and to fund the non-profit Leadership 
Council for Metropolitan Open Communities -- a long-time advocate of open housing -- to 
manage it. What was pathbreaking about this decision is that it defined the metropolitan area, not 
just the city of Chicago, as the relevant area in remedying the city's practices. Five years later, a 
consent decree required HUD to continue the rent subsidy program until 7,100 black families 
had been placed in less segregated areas -- defined as those with less than 30 percent black 
population. Originally, participants could move to predominantly white neighborhoods in 
Chicago or to the suburbs; since l991, however, all participants are required to move to the 
suburbs.255 Smaller Gautreaux-like programs exist in Cincinnati, Memphis, Dallas, Milwaukee, 
Hartford, and a few other cities, often brought about by court order. The success of the 
Gautreaux program led Congress in 1992 to create a federal version, called Moving to 
Opportunity. HUD selected five cities in 1994 to test the experiment, which included providing 
tenants with housing search and counseling services, although Congressional opposition forced 
HUD to scale MTO back.256 
 
Housing Discrimination 
 
 The economic segregation of our metropolitan areas is intimately intertwined with our 
nation's racial division. If income were the primary basis for residential sorting, America would 
not be as segregated as it is. As we noted earlier, although blacks and Hispanics generally have 
lower incomes than whites, the extent of their geographic isolation is much greater than the 
differences in incomes. Although some minority families may want to live in predominantly-
minority neighborhoods, surveys consistently show that most minorities want to live in racially 
integrated neighborhoods; self-segregation is not the major factor in their residential 
isolation.257   
 Overall, neither the federal government nor any state government has ever adopted racial 
integration in housing as a policy goal. Laws dealing with race and housing, such as the Fair 
Housing Act, prohibit racial discrimination, but they do not encourage racial integration.258 The 
Community Reinvestment Act requires banks to make loans to qualified applicants. It seeks 
racial equality in lending, expanding access to credit for racial minorities, but it does not seek to 
promote racial integration of neighborhoods. 
 Only a handful of suburbs have actively and voluntarily embraced racial integration as a 
goal and used controversial race-based policies -- such as providing economic incentives like 
reduced mortgages, or prohibitions against "for sale" signs that encourage "panic" selling -- to 
encourage whites to live in racially mixed neighborhoods.259 Fair housing laws in general do 
not challenge basic policies and practices that lead to racial segregation. Instead, they allow 
individuals or organizations to seek judicial redress for individual acts of discrimination by 
landlords or real estate agents.  Legal victories may bring monetary rewards for victims of 
discrimination, and may deter overt discrimination by landlords, lenders, real estate agents, and 
insurance companies, but they have not had a significant impact on residential segregation 
patterns. With a few exceptions, housing discrimination cases have not involved charges against 
municipalities or major developers for the practices that lead to racial segregation. The federal 
government's most aggressive enforcement has been to sue or to cut off or condition federal 
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housing subsidies for violation of air housing legislation, but only where such violations were 
overt and could be proven. Housing policies that have the effect of residential segregation, but do 
not overly discriminate, are immune from prosecution. 
 
Overt Racial Discrimination and Federal Policy 
 
 In the first half of this century, overt racial discrimination in housing was widespread. 
Whites often resorted to violence the keep blacks out of all-white neighborhoods -- a practice 
that persisted into the 1960s, especially in northern metropolitan areas. Local governments 
enacted racial zoning laws and allowed "restrictive covenants" on deeds that forbid homeowners 
to sell to Jews, blacks, and other groups. Real estate organizations promulgated codes of ethics 
that imposed sanctions on members if they helped black buy or rent housing in all-white 
neighborhoods.  
 As early as the l940 and l950s, housing reformers criticized racial discrimination and 
called on the federal government to address it.260  But the policies of federal, state, and local 
governments -- combined with the practices of realtors, lenders, developers, insurers, and others 
(including restrictive covenants, snob zoning, mortgage and insurance redlining, "steering") -- 
have both exacerbated racial segregation in general and the exclusion of racial minorities from 
most suburban areas in particular, and, less dramatically and successfully, sought to redress 
racial segregation.261 
 The Home Owners Loan Corporation, created by Congress in the Depression (1933) to 
increase homeownership and increase jobs in the construction industry, provided funds and low-
interest loans to homeowners who had lost their homes or were in danger of losing them to 
foreclosure. The HOLC practiced redlining by setting up a rating system to evaluate the risks 
associated with loans in specific urban neighborhoods. Neighborhoods that were both 
economically well-off and racially and ethnically "homogeneous" received the highest ratings. 
Neighborhoods that were mostly black, or located near black neighborhoods (which were 
typically Jewish neighborhoods) fell into the lowest categories, which led banks to undervalue 
these areas and limit loans to them.262  
 The HOLC did not invent these standards. They were the general practices of the real 
estate industry. But it put the federal government's stamp-of-approval on them, thus making 
racial discrimination a part of government policy. Banks used HOLC's system in making their 
own decisions, thus compounding the public and private disinvestment of black areas and urban 
neighborhoods. Equally important, the HOLC policy set a precedent for the FHA and VA 
programs, which played a major role in changing postwar America, pumping billions of dollars 
into the houisng industry.   
 It was official FHA policy to promote racial segregation and unofficial policy to promote 
suburbanization. Many of its staff was drawn from the private lending industry, which generally 
refused to make loans in integrated neighborhoods, and the FHA reflected this bias. In 1938, its 
official underwriting manual, used by banks, discouraged loans to neighborhoods occupied by 
"inharmonious racial or nationality groups." The manual states that "if a neighborhood is to 
retain stability, it is necessary that properties shall continue to be occupied by the same social 
and racial classes."263  It noted that a change in social or racial occupancy generally contributed 
to instability and a decline in values."  FHA staff even advised housing developers to use 
restrictive covenants barring sales to nonwhites before seeking FHA financing as a way to 



 51

promote neighborhood stability and property values.264  
 In 1948, the U.S. Supreme Court (in Shelly v. Kraemer) outlawed racial covenants, ruling 
that covenants attached to property deeds could not be enforced in courts. The FHA was forced 
to change its official policy. It took the FHA two years, until 1950, to revise its underwriting 
manual so that it no longer recommended racial segregation or restrictive covenants. But FHA 
continued to favor racial segregation. It did nothing to challenge the practices of realtors (such as 
steering), or lenders (redlining) that continued to discriminate against blacks. As a result, the 
Supreme Court's ruling had little impact on racial segregation in private housing.265 
 FHA and other federal policies helped promote postwar suburbanization. Government-
subsidized highways made cheap land on the fringes of cities accessible by car, so that residents 
could commute to jobs in cities. Most postwar private housing was built in the suburbs. This was 
facilitated by federal housing policy. During the l950s, about one-third of all private housing was 
financed through the FHA or VA.266 Almost all these homes were built in the suburbs. 
Moreover, FHA policy favored the construction of new homes over the remodeling of existing 
homes. It thus made it "easier and cheaper for a family to purchase a new home than to renovate 
an older one."267 Since existing homes were mostly in cities, and newer ones were being built in 
suburbs, FHA regulations encouraged suburbanization. These policies also favored single-family 
homes over multi-family (apartment) buildings. Between 1941 and 1950, FHA-insured single 
family starts exceeded FHA multi-family starts by a ratio of almost four to one. In the 1950s, the 
ratio exceeded seven to one.268 And suburban zoning laws guaranteed that most FHA-backed 
apartment buildings would be located in central cities. 
 Overall, the vast majority of FHA and VA mortgages went to white, middle-class 
families in suburbs. Few went to blacks or cities, even to whites who wanted to purchase (or 
renovate) a home in cities. In some cases, the FHA failed to make any loans in some cities. 
Between 1946 and 1959, less than 2 percent of all housing financed with the help of VA and 
FHA mortgage insurance was purchased by blacks. In the Miami area, for example, only one 
black family received FHA insurance between 1934 and 1949, and "there is evidence that he [the 
man who secured the loan] was not recognized as a black."269   
 Similarly, as late as l966, the FHA had no mortgages in either Paterson or Camden, New 
Jersey, both older cities with declining white populations.270 FHA's treatment of these older 
cities contrasts with its treatment of the suburb of Levittown, New Jersey, one of several planned 
suburban communities (all called "Levittown") in eastern states that featured thousands of 
similar single-family homes.  When it opened it up in 1958, the Levitt company initially 
marketed and sold its homes to whites only. FHA went along with this practice. It took a lawsuit 
-- filed to deny Levittown and its homebuyers FHA insurance, due to New Jersey's law against 
racial discrimination in government-supported housing -- to force the developer to relent. The 
first black family moved into Levittown in 1960. 
 
The Fair Housing Acts 
 
 In 1968, the report of the Kerner Commission, appointed by President Johnson in the 
wake of ghetto riots, recommended enactment of national open occupancy law and a change in 
federal housing program to put more low- and moderate-income housing programs outside of 
ghetto areas.271 Congress passed the Fair Housing Act of 1968 during the week following the 
assassination of Martin Luther King, over the opposition of southern Congressmen. The Fair 
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Housing Act addressed the first Kerner Commission recommendation, but it did not address the 
second one. The act prohibited discrimination in housing, including racial steering, redlining, and 
blockbusting.  
 The law was an important symbol of the civil rights movement's success, but it had a 
glaring weakness in terms of its enforcement mechanism. It gave HUD, or state and local fair 
housing agencies where they existed, the right to investigate complaints by individuals of 
housing discrimination. (In the l960s, states and local governments began to enact fair housing 
laws, paralleling the federal law). But neither HUD nor the state and local agencies had 
enforcement powers. They could only refer cases to the Department of Justice. Hampered by 
filing deadlines for complaints, long delays in investigations, and infrequent DOJ prosecution, 
the law had little impact. Many complaints bypassed HUD and these other agencies and went 
directly to the courts. Civil rights lawyers won for clients a number of cases. Courts imposed 
fines against landlords and real estate agents. But these time-consuming cases, while helping 
some individual victims of discrimination, rarely changed housing industry practices. 
 In 1988, the law was amended, giving HUD the power to initiate complaints and allowing 
administrative law judges to make rulings.272 In the three decades since the Fair Housing Act 
was passed, a network of local private fair housing groups, attorneys with expertise in fair 
housing law, and state and local government agencies have emerged to utilize the law to promote 
racial justice. Much money and personpower has been spent by these individuals, organizations, 
and agencies, but the overall impact of this activity is questionable. According to an analysis 
written in 1994, "More than two decades after enactment of the 1968 federal Fair Housing Act, it 
and companion state and local laws have had little effect on the overall pattern of racial 
segregation in most suburban housing."273  
 
Community Reinvestment Act 
 
 In contrast, the Community Reinvestment Act (aided by the companion Home Mortgage 
Disclosure Act) has been one of the most successful federal housing policies during the past two 
decades, despite minimal federal enforcement for most of this period. This paradox requires 
explanation. Under the CRA, banks and savings-and-loans have an "affirmative obligation" to 
help meet the credit needs of the entire community they are chartered to serve, including low- 
and moderate-income areas and minority consumers. Banks that fail to do so can be denied 
permission by the four federal bank regulatory agencies (Federal Deposit Insurance Corporation, 
Office of the Comptroller of the Currency, Federal Reserve Board, and Office of Thrift 
Supervision) to buy other banks, engage in interstate banking, and open or close branches. The 
CRA does not require banks to make specific loans or to make unsound loans. 
 Passed in 1977, the CRA is a regulatory policy rather than a federal subsidy program. It 
was enacted in response to grassroots community pressure and owes its success to the persistence 
of that organizing.274  
 The CRA has encouraged lenders to expand its markets, to make loans in underserved 
areas, to invest in affordable housing developments sponsored by for-profit and non-profit 
organizations (including the LIHTC), to forge lending consortia with other lenders, to increase 
small business loans to minority entrepreneurs and minority neighborhoods, to open new 
branches in underserved areas, to hire more minority employees at decision-making levels, and 
to provide philanthropic support to community-based development organizations.  
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 The CRA is a product of grassroots organizing. In the mid-1970s, a small group of 
community activists in cities across the country recognized that the invisible hand of market 
forces had a red pen in it. In Baltimore, Boston, Chicago, Cleveland, New York, and other cities, 
neighborhood residents and small business owners began to recognize a pattern in bank lending 
decisions. Banks were refusing to make home and business loans to certain neighborhoods, 
creating a self-fulfilling prophecy of neglect and deterioration.                   
 Local activists concluded that their neighborhoods were experiencing systematic 
disinvestment, not isolated lending decisions by misguided loan officers. This practice came to 
be known as "redlining." These activists undertook local efforts to convince banks to revise their 
perceptions and lending practices.  At first these were simply educational campaigns to change 
how bankers -- often suburban residents with stereotyped images of city neighborhoods -- 
viewed these areas. Other efforts involved organizing consumer boycotts "greenlining" 
campaigns of neighborhood banks that refused to reinvest local depositors' money in their own 
backyards.  Most of these local efforts ended in frustration. But some neighborhood groups 
achieved small victories, including agreements between banks and community organizations to 
provide loans or maintain branches in their neighborhoods. Eventually, activists from across the 
country, working on similar issues, discovered each other and recognized their common agendas. 
From these localized efforts grew a national movement to address the problem of bank redlining.          
 In response to grassroots pressure from the emerging neighborhood movement, Congress 
(with the support of the Carter administration after l976) sponsored a number of initiatives to 
promote community self-help efforts against redlining. These included two key pieces of 
legislation -- the Home Mortgage Disclosure Act (HMDA) of l975 and the Community 
Reinvestment Act (CRA) of l977. HMDA initially required lenders to make public specific data 
on the geographic location of all loans. HMDA provided the data needed to systematically 
analyze the banks' lending patterns (for housing, but not commercial loans).  HMDA gave many 
community groups and university-based scholars -- and some local governments, daily 
newspapers, and other agencies -- the data to investigate geographic and racial bias in lending. 
(In 1996, for example, HMDA data covered 14.8 million mortgage applications at 9,300 lending 
institutions). In combination, HMDA and CRA provided an effective tool for local groups to 
push banks to invest in low-income and minority neighborhoods.           
 From l977 through the late l980s, federal regulators resisted enforcing the law. Despite 
HMDA data that demonstrated persistent mortgage disparities, the four federal bank regulatory 
agencies gave most banks "outstanding" or "satisfactory" ratings following CRA reviews. As a 
result, community reinvestment activities primarily involved "bottom-up enforcement" -- local 
campaigns between a community organization or coalition and a local bank.275  Typically, a 
local community group or coalition would file an official "challenge" with a federal regulatory 
agency when a lender sought some form of regulatory approval. The group would use HMDA 
data to document the lender's inadequate performance and in some cases resort to protests and 
demonstrations. This would generate media attention and bring public officials (mayors, city 
councilors, Congresspersons) into the issue. In many cases, community groups would negotiate 
"community lending agreements" with lenders, who promised to expand their lending in 
underserved areas, in exchange for community groups withdrawing their challenge. 
Occassionally just the threat of a community-based challenge or protest would bring lenders to 
the negotiating table. In recent years, to pre-empt such challenges, lenders seeking regulatory 
approval for mergers have made large-scale commitments for community lending. For example, 
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NationsBank, Citicorp, and Washington Mutual, all seeking federal approval for major mergers 
in 1998, each of which would impact dozens of metropolitan areas, made CRA commitments of 
$350 billion, $115 billion, and $120 billion, respectively. 
 In the late l980s, these local activities coalesced into a national presence. Thanks to the 
work of ACORN, the Center for Community Change, and National People's Action -- three 
national community organizing networks -- these local efforts became building blocks for a truly 
national effort that has produced significant results. It was through these networks -- acting on 
their own or at times in concert -- that Congress was pushed to strengthen both CRA and HMDA 
several times in the past few years. These were dramatic legislative victories against 
overwhelming political odds.  In 1990 these national networks, along with the community 
development intermediaries such as LISC, NCCED, and Enterprise, formed the National 
Community Reinvestment Coalition to work together to strengthen the community reinvestment 
agenda.              
 A combination of continued grassroots pressure and the persistence of reports showing 
geographic and racial disparities in lending (and, since data on applications became available in 
1990, that minority applicants are generally rejected at higher rates than white applicants) led to 
changes in both the law and its enforcement. The CRA and HMDA were strengthened in 1988, 
1989, and 1991, expanding HMDA's coverage to include new categories of lenders and adding 
provisions that required lenders to provide data on all mortgage applications and rejections by 
race, gender, income, and geographic area. These amendments made it easier for researchers to 
document lending discrimination.276 A 1988 study by the Atlanta Constitution, which used 
HMDA data to document blatant racial disparities in mortgage lending in that city, garnered 
national attention and a Pulitzer Prize.277 It led the Justice Department to initiate an 
investigation and (in 1992) file its first major lawsuit against a lender for violating fair lending 
laws.278  
 A study by the Federal Reserve Bank of Boston in 1989 documenting widespread racial 
disparities in mortgage lending had a dramatic effect in changing the CRA climate.279 The 
entire community reinvestment climate has changed dramatically in the past decade.280 Banks 
became much more proactive in working with community organizations to identify credit needs 
and create partnerships to meet them. Most banks now have specific divisions to work with 
community groups.   
 More than any of its predecessors, the Clinton Administration beefed up enforcement of 
the CRA. During this period, bank regulators toughened standards for CRA ratings and increased 
denials of merger or acquisition applications based on poor CRA performance.,281 Federal 
regulators became more pro-active in evaluating lenders' CRA performance and using regulatory 
carrots and sticks to insure compliance. The CRA now requires regulators to evaluate banks on 
the basis of past performance, not simply their process or promises to improve. The 
administration brought lawsuits against lenders for fair lending violations. HUD and the Justice 
Department have entered into at least 17 settlements with lenders. Under Clinton, HUD began a 
program to provide grants to community-based organizations to investigate lending 
discrimination and made HMDA data highly accessible to the public, including putting it on-line. 
 Some state and local governments have used HMDA data, along with the leverage of 
their own bank deposits, to promote fair lending. Boston, Chicago, Pittsburgh, and other cities 
have adopted "linked deposit" policies, channelling city funds toward banks that receive high 
grades and withdrawing funds from banks with poor track records.282 These localities issue an 
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annual report card (with HMDA and other data) on bank lending and hiring.283  Officials then 
decide where to invest the localities' deposits.284  In this way, lenders that do well in meeting 
community credit needs are rewarded, while those that ignore such needs do not benefit from 
taxpayer funds.    
 It is difficult to quantify the impact of CRA because many factors can influence changes 
in lending practices. Studies suggest that at the national level, mortgage lending disparities did 
not significantly change during the l980s, but showed considerable improvement beginning in 
the 1990s. Mortgage loans to minority consumers and minority areas increased, while disparities 
between minorities and whites declined. Between 1990 and 1995, the annual number of 
mortgages to low- and moderate-income households, low- and moderate-income census tracts, 
and to minorities almost doubled.285 One indication of CRA's effect is the fact that banks and 
thrifts serve lower-income neighborhoods at significantly higher rates than do mortgage 
companies, which are not regulated by the CRA.286 In some cases, banks, spurred by the CRA, 
have worked with community development groups to revitalize specific neighborhoods, making 
loans for housing, small businesses, supermarkets, and other enterprises. These improvements 
have varied by metropolitan area. It is likely that improvements have been more significant in 
metropolitan areas where community groups, local governments, or national coalitions have 
aggressively utilized the CRA, especially to forge community reinvestment agreements. Since 
1977, lenders have made over $1 trillion in such commitments, more than 60 percent in 1998 
alone.287 Certainly many banks are now much more pro-active in develop new mortgage 
products and working with community organizations in neighborhood rebuilding efforts.288   
 Still, there remain significant gaps in lending. In 1996, for example, nearly half (48.8 
percent) of all mortgage applications from African Americans were rejected, compared with 33.4 
percent from Hispanics, 50.2 percent for Native Americans, 24.4 percent from whites, and 13.8 
percent from Asians. Gaps remain even when comparing racial groups with comparable incomes 
and credit-worthiness. Minority-owned business still have less access to credit than other 
businesses.289 There are still considerably fewer bank branches in minority and low-income 
neighborhoods, providing opportunities for predatory behavior by unscrupulous lenders and 
check-cashing outlets.290  Most large banks have learned to live with the CRA. Some even boast 
of their partnerships with community organizations. In fact, for many banks, the CRA has been a 
blessing in disguise; studies indicate that the CRA had pushed banks into profitable market 
niches they previously ignored.291  Bank trade associations and many small- and medium-size 
banks, however, have continued to pressure Congress to weaken the CRA's provisions. 
 The Clinton Administration expanded the federal government's fair housing efforts, 
particularly by funding local fair housing agencies to use "testing" to uncover racial 
discrimination. It also, as described below, strengthened the enforcement of the CRA, not only 
by pressuring regulators to toughen its standards, but also by providing advocacy organizations 
with funds and information. The Clinton administration made the first tentative steps to address 
the parallel problem of redlining by the insurance industry, which also contributes to 
neighborhood decay and lower levels of homeownership in inner city areas. HUD funded audits 
to investigate insurance industry practices, which provided several organizations with the 
ammunition necessary to file suits and win settlements with major insurance firms, such as 
Allstate, Nationwide, and State Farm.292 
 
Segregation in Subsidized Housing 
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 Both the Fair Housing Act and the Community Reinvestment Act focus primarily on the 
private housing market. But segregation and discrimination have long been features of federally-
assisted low-income housing as well. Beginning with the public housing program in the l930s, 
federally-assisted housing has generally been racially and economically segregated. Suburbs 
were not required to participate in any of the federally-assisted low-income housing programs 
and, with some exceptions, generally did not do so. The public housing law specifically gave 
localities the right to determine whether and where to site public housing developments. State 
enabling laws, which created local public housing authorities, made siting subject to prior 
approval by local governments, including zoning laws.293  Moreover, the local business and 
political leaders who dominated the PHAs made sure that public housing developments were 
sited in segregated areas and that tenant selection policies reinforced racial separation.294 Since 
whites constituted the majority of public housing residents from the l930s through the l960s, they 
generally supported the exclusion of minorities.295 By 1970s, with the large-scale postwar 
migration of blacks to cities, coupled with the federal urban renewal program that razed many 
black neighborhoods and required local governments to provide replacement housing, public 
housing developments had become overwhelmingly black. Even then, however, local PHAs 
continued to steer black and white residents to segregated developments.296  Subsequent federal 
low-income housing programs -- including the Section 8 new construction program and even the 
Section 8 voucher program -- have been characterized by racial segregation.297 Most black 
public housing residents live in black neighborhoods, while most white public housing residents 
live in white neighborhoods. The mostly-black public housing projects are also concentrated in 
high-poverty areas, while the mostly-white projects are more likely to be in working class areas. 
Family public housing projects (in contrast to projects occupied exclusively by the elderly) are 
more likely to be in high-poverty areas.298 Most LIHTC-assisted developments are in high-
poverty neighborhoods, mostly in central cities. Preliminary research indicates that most LIHTC-
assisted developments are in predominantly minority neighborhoods, although the racial 
characteristics of the projects' residents is not identified.299 
 Federally-assisted low-income housing is disproportionately located in low-income areas, 
in minority areas, and in central cities.300  As Table 8 shows, public housing is more likely than 
other federally-assisted housing (private developments or Section 8 vouchers and certificates) to 
be located in central cities, poor neighborhoods, minority neighborhoods, and neighborhoods 
where subsidized housing is concentrated.301 For example, 61.4 percent of public housing units 
are located in central cities, 19.2 percent in suburbs, and 19.5 percent in non-metro areas, 68.7 
percent are located in census tracts with median household income under $20,000, 53.6 percent 
are in census tracts with poverty rates of 30 percent or more, and 50.9 percent are located in 
census tracts where minorities comprise at least half the population. Federally-subsidized private 
developments are not as concentrated in these types of areas as public housing, but they are 
considerably more concentrated in poor, minority, and central city areas than private rental 
housing in general. Public housing, and to lesser extent subsidized private developments, are 
clustered in neighborhoods where subsidized housing predominates.   The siting of public 
housing and other subsidized developments has thus contributed to the concentration of poverty 
as well as to racial segregation in cities. In fact, it had a greater effect on the concentration of 
poverty among blacks -- the creation of racial ghettoes -- than among whites.302 Section 8 
vouchers and certificates, however, are much more spread out than subsidized developments, 
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apparently fulfilling the purpose of the program to promote mobility out of ghettos.303 
 
 

Chapter Five 
The Housing Delivery System 

 
 The nation's housing delivery system involves all the private, public, and community-
based institutions that finance, subsidize, build, own, manage, and sell housing. It is a huge 
industry, incorporating a major part of the nation's gross domestic product.  
 It is useful to separate three components of the housing delivery system. First, there are 
the institutions that provide subsidies and finance. Second, those that build and rehabilitate 
housing. Third, those that own, manage, and sell residential property.  
 As we discussed earlier, only government, especially the federal government, has the 
resources to provide adequate subsidies for housing. Charity or philanthropy can't even make a 
significant dent. During the Progressive era, philanthropists' desire to create model housing ran 
up against the realities of housing economics.304 As Catherine Bauer, one of the nation's leading 
early housing reformers, pointed out, the philanthropists sought to "provide good dwellings, on 
an `economic' basis, at a price which everyone could pay, and without disturbing or even 
questioning any part of the current social-economic system."305  But good quality housing 
simply cost more to build and manage than the poor could afford, even with the builders getting 
a small profit or no profit at all.  The same predicament exists today. No housing developer or 
owner -- whether a government agency, a for-profit entrepreneur, or a non-community 
organization -- can provide decent housing for low-income families without subsidies of some 
kind. 
 Assuming for the sake of argument that there are adequate subsidies, however, what is 
the current capacity of the housing delivery system to build, own, and manage housing and to 
allocate subsidies in a rational and efficient way?   
 
Local and State Government Agencies 
 
 State and local governments create and enforce housing and building codes, carry out 
land-use planning, and (in some cases) monitor housing discrimination, but as part of the 
delivery system their roles are more complicated. As noted above, since the l980s they have 
provided more, but still relatively insignificant, subsidies. Where states and localities (with the 
exception of public housing) were once relatively passive conduits of federal subsidies, today 
they play a more active "brokering" role, a consequence of the elimination of federal deep 
subsidies and their replacement with a hodgepodge of shallow subsidies, none of which are 
sufficient, on their own, to the "the numbers work" in putting together a housing development 
project. Knowing how well cities and states do at this brokering function is critical for assessing 
with their roles should be expanded should the federal government decree a new wave of 
devolution for housing policy. 
 Prior to the l930s, local governments' role in housing primarily involved establishing and 
enforcing building and housing codes, and establishing land-use (zoning) practices to promote 
"orderly" development. Private entrepreneurs built and owned all the housing. Local 
governments continue to play this role, but in the late l930s the federal public housing program 
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gave cities a new responsibility. From the l930s through the l960s, housing policy involved an 
intergovernmental partnership between the federal government and local governments. For the 
most part, this meant that Washington provided funds for local public housing authories to 
design, construct, own, and manage low-income housing. Today, 3400 local PHAs continue to 
own and manage 13,755 developments with about 1.3 million housing units, occupied primarily 
by the poorest of the poor.  
 In the late l950s, the federal government launched the urban renewal program, which 
gave cities the funds and the responsibility for slum clearance, housing rehabilitation, and 
neighborhood redevelopment. Many cities created large agencies to carry out this complex and 
controversial task. Through urban renewal, cities often paved the way (sometimes literally) for 
private developers to build market-rate housing, commercial office buildings, or cultural 
complexes. For those displaced by the urban renewal bulldozer, local governments built public 
housing projects, usually in poor neighborhoods. In the late l960s, when perceptions of public 
housing made it difficult to expand, the federal government shifted its focus to induce private 
for-profit developers to construct housing for the poor, by providing various tax, mortgage, and 
rent subsidies, netting an addition 2 million units over the next decade and a half. In the 1970s, 
while continuing to support private developers to create low-income housing, Washington 
offered cities additional responsibilities for overseeing neighborhood improvements through the 
CDBG and other programs. This generally meant channeling funds to private landlords and 
developers to physically upgrade their deteriorating properties, requiring them to set-aside some 
units for low- and moderate-income occupants. In the 1980s, cities began to give CDCs and 
other non-profits a piece of the housing subsidy action. This trend continued into the 1990s. By 
then, many city governments had a long track record of administering federal housing subsidies. 
The new HOME program provided cities with additional resources to coordinate housing 
construction and rehabilitation.  
 Since the l960s, in other words, local government have served primarily as planners and 
catalysts for housing and neighborhood development, not as the developers and owners of this 
housing. With the exception of PHAs, local government agencies no longer own or manage 
housing.  PHAs continue to run public housing, but they have not been able to expand their 
inventory (only to upgrade, raze, or replace it) for almost 20 years. Cities do not utilize more 
than token locally-generated revenues to provide housing subsidies. They serve primarily as 
conduits of federal (and some state) funds and as coordinators of housing and neighborhood 
development policy. The agencies -- called "community development" or "neighborhood 
planning" departments, among other titles -- decide which neighborhoods need physical 
improvements, which empty lots and vacant or substandard buildings warrant improvement, 
what kind of housing (ownership, rental, cooperatives, shelters) is needed, what size and design 
housing should be, what amenities (parking, backyards, etc.) should be required, which 
population groups (income, family size, age, race) should benefit from this housing, and which 
for-profit and non-profit developers should undertake these projects.    
 How cities address these matters depends in part on how much money is available. It also 
depends on the local political climate and whether the elected officials are generally 
conservative, liberal, or progressive in their outlook toward housing, how they relate to various 
constituencies concerned about housing, and how well different groups mobilize to influence the 
local policy agenda. (Conservative urban officials are more likely to favor private developers and 
market-rate housing. Progressive urban officials are more likely to favor community-based 
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developers and low-income or mixed-income housing).306 Finally, it depends on the technical 
skills and expertise of a city's housing and planning staff. In the absence of deep subsidies, 
housing programs require staff to master extremely complex financial and legal topics and to 
negotiate with developers, lenders, landlords, and other (federal and state) government agencies 
to "make the numbers work" and get the best deal for the city.  The capacities of local 
governments to carry out these tasks varies considerably across the country and even within the 
same metropolitan regions. (In most cities, these neighborhood development or housing agencies 
work in many neighborhoods where public housing developments are located, but do not 
coordinate their planning efforts with the PHAs). 
 Since the l980s, local governments have been heralded for their ability to adopt and 
innovative in a period of federal retrenchment.307 Some cities have, in fact, turned housing 
crisis into opportunities by being creative and testing the limits of what cities can accomplish. 
Moreover, the early innovators helped other cities learn from their experiences. Since 1991, 
HUD has required cities to provide matching funds and to submit to HUD "consolidated" 
housing plans as precondition for getting federal HOME funds, both of which have fostered 
greater sophistication and innovation by local housing agencies. 
 The federal government has not made things easy for local housing agencies. Congress 
has given states the responsibility for allocating the LIHTC and mortgage revenue bonds, which 
cities (or groups and individuals within cities) then compete for. Various federal agencies -- 
including HHS, the Federal Home Loan Bank, the Federal Deposit Insurance Corporation, the 
Veterans Administration, and others have their separate housing programs, each with different 
requirements. Then there's HUD, which alone has dozens of different pockets of money to help 
public housing agencies and an almost equal number of distinct programs for private owners of 
HUD subsidized developments. It has two programs allocated by formulas to municipal 
governments, CDBG and HOME. There are separate programs to house the elderly, Native 
Americans, rural populations, people with AIDS, and homeless people. HUD even created a 
variety of programs to address the various subpopulations of the homeless. Until these were 
recently consolidate, HUD had separate programs to help homeless families, homeless veterans, 
homeless people with AIDS, and the elderly homeless, and to create single room occupancy 
apartments (rooming houses), transitional housing for women and children, and shelters as well 
as health care clinics for homeless persons. There have been distinct programs for new housing 
construction, for moderate  rehabilitation, and for major rehabilitation. HUD has two housing 
allowance programs, vouchers  and certificates, that have different standards, and various 
specialized programs, like Moving to Opportunity, to target these allowances for specific 
purposes.  HUD is also in the fair housing business, monitoring (often through contracts with 
community-based groups) discrimination by landlords, lenders, and local governments. Most 
HUD funds go directly to cities and towns, but some circumvent local governments and go to 
community groups and owners of HUD assisted projects. Through the FHA, HUD also insures 
mortgages for individual homebuyers and developers of subsidized low income housing.  
 Out of this chaos, local officials are asked to bring order and coherence. Out of necessity 
-- in response to both federal cutbacks and federal mandates, as well as to pressure from local 
housing activists -- most local governments have improved their capacity to administer and plan 
housing policy.  But the truly innovative and progressive cities represent only a handful of 
localities. There remains considerable unevenness in the capacity of local governments to carry 
out housing plans, policies, and programs. 
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 Equally important, even the most innovative cities do not have the resources to attack 
their housing problems at any significant scale. Their importance in having devised innovative 
"model" or "pilot" programs that, if properly funded, could make a significant difference.    
 The situation in Boston, one of the most innovative cities in terms of housing policy 
during the 1980s, reflects this dilemma. In that period, it nurtured a strong CDC sector with 
substantial support from the public, philanthropic, and private sectors. It pushed banks to make 
lending commitments in underserved areas. It adopted strong protections for tenants facing the 
threat of rising rents and displacement in a market where housing prices rose 15-20 percent a 
year. It used its zoning powers to adopt linkage and inclusionary housing policies. It even had an 
unusually generous state government in terms of providing housing subsidies for poor and 
middle-income families. Even so, Boston's efforts served primarily as a holding action, a "finger 
in the dike," to slow down the tide of gentrification brought on by market forces. It could not fill 
the subsidy gap for people not well served by the private housing market. One study calculated 
that it would cost $106 million a year to provide every low- and moderate-income renter 
household in Boston with enough subsidy to bring the rent down to 30 percent of household 
income.308 City resources (even with the state's support and some federal funds) could not build 
enough new low-income housing to accommodate this demand.  
 State governments have played a much less hands-on role than their local counterparts. 
They do not own or manage housing. As noted earlier, states have since the l980s (and especially 
since the federal HOME program, with its required matching funds, was started in the 1990s) 
increased state-generated subsidies for housing, creating various programs to address different 
housing needs and populations, but the combined subsidy level of the 50 states is not significant, 
even though some states are more bountiful than others. State housing agencies general serve as 
conduits for federal funds.   
 As noted above, most states have at least two major housing agencies -- a Housing 
Finance Agency  and an executive branch housing (or community affairs, or commerce) 
department. Even within each agency, there are often "turf" battles among divisions that 
administer different housing programs, such as federal HOME, CDBG, and McKinney 
(homeless) programs. In many states, the two major housing agencies compete, rather than 
cooperate, for funds and programs.309 Moreover, the different housing agencies rarely cooperate 
with state agencies responsible for administering welfare and human services programs and other 
state departments that control transportation funds, both of which are critical to housing.310   
 One report described state housing agencies as succumbing to the "silo effect," which 
occurs "when the agencies comprising the state housing delivery system focus myopically on 
their own clientele, income groups, program partners, and delivery agents." State programs for 
production, preservation and rehabilitation, and tenant-based subsidies,  
 
  "have different rules for cost, profit, and subsidy contribution. Funding  
  sources and delivery methods vary. The various players in the delivery system 
  focus on concerns such as `getting their share of the pie,' on the rules of 
  their own programs, on their own clients, and on their own delivery agents. 
  This focus, in turn, precludes a multi-agency focus on overall strategies 
  and results. States thus often lack coordinated and coherent long-term policies 
  to address housing issues."311 
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 Compared with localities, they do little in terms of housing policy and planning, with 
some notable exceptions. The federal housing act of 1990 required states to designate a lead 
housing agency, which is responsible for submit a state's "consolidated" housing plan. This gave 
states greater incentives to be more purposeful. 
 Even so, a recent report issued by the Council of State Community Development 
Agencies, the national trade association for state executive branch housing departments, 
observed that "The current lack of leadership and political will in housing [among states] shows 
a lack of vision."312 
 On the state level (like the city level), the incoherence of federal housing programs 
complicates matters. Federal resources come in a variety of forms, including tax incentives, 
mortgage insurance, block grants, competitive grants, and others. Each federal program has 
different rules and regulations, making it difficult to "mix and match" the various resources in a 
coherent fashion. 
 Suburbanites tend to dominate state legislatures. This is one major reason why state 
governments have been reluctant to address exclusionary zoning practices or deal with 
metropolitan-wide matters. It also helps explain why homes financed with state-administered 
MRB, which mostly helps middle-income households purchase homes with below-market 
mortgages, has disproportionately gone to the suburbs rather than to central cities. State 
governments (most of which are currently headed by Republican governors) are generally 
disinclined to address the problems of troubled inner-city neighborhoods, concentrated poverty 
in cities (and now in inner-ring suburbs), and the geographic mismatch between housing and 
jobs. With a few exceptions, states were slow to respond to the ticking time bomb of expiring 
federal subsidies in multifamily housing that emerged in the 1980s.313 
 The states' responsibility to administer the federal LIHTC program (since 1987) and to 
allocate federal HOME funds (since 1991) has posed the biggest challenges to state housing 
agencies. These programs require states to negotiate housing "deals" with localities, developers, 
and lenders. Because these are both shallow subsides, projects that utilize them require multiple 
sources of funding. States have generally resisted using formulas to allocate these funds, but 
instead to rank applications submitted to state housing agencies by developers, often with the 
support of local governments. A recent report by the federal General Accounting Office noted 
that states varied widely in their capacity to implement the LIHTC program, including their 
ability to monitor compliance by developers with federal regulations, such as the incomes of 
occupants of LIHTC buildings.314 
 
Community-Based Organizations 
 
 They have names like Urban Edge, Banana Kelly, Chicanos por La Causa, Esperanza 
[Hope] Community Housing, and Bedford Stuyvesant Restoration Corporation, and they are 
found in almost every city and many rural areas around the country. For the past 20 years, non-
profit community-based organizations have played an increasing role in the housing delivery 
system, especially in cities and rural areas. The primary vehicle was the Community 
Development Corporation (CDC). The first CDCs began in the l960s and their numbers grew 
steadily through the l970s, but the dramatic expansion of this fledgling industry started in the 
l980s, when the federal government was slashing low-income housing subsidies and private 
developers abandoned the construction of new (and in some cases, the management of existing) 
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low-income housing. In many American cities, non-profit developers have moved from the 
margins to the mainstream and are now the backbone of the low-income housing delivery 
system.315  
 By 1970, about 100 CDCs existed. A decade later, there were more than one thousand.  A 
1989 survey of 133 large and mid-sized cities found that 95 percent of them had active 
CDCs.316  By the early 1990s, CDCs numbered over 2,000, with 43 percent having been 
incorporated since 1981.  
 The best thing that can be said about CDCs is that they have made remarkable progress, 
against overwhelming odds, in a short period of time. They have become the most important 
sponsor of low-income housing in our cities and in many rural areas. They sponsor housing in 
the most troubled neighborhoods that for-profit developers have abandoned. Their housing 
developments are generally better-designed, and provide more resident services, than housing 
owned by private landlords and many public housing agencies. Residents in CDC-sponsored 
housing enjoy more security and control over their living environments than residents of housing 
managed by for-profit landlords or PHAs.317  In a few cities, where CDCs are sophisticated and 
have the strong backing of local government, CDCs have made significant strides in combatting 
social and economic deterioration in some troubled neighborhoods.318 For example, the 
presence of well-run CDC-sponsored housing in a neighborhood can help catalyze other positive 
changes, such as a reduction in crime and increase in property values.319 
 The most troubling thing that can be said about CDCs is that their efforts have made only 
a tiny dent in the overall housing problem. At a national scale, however, CDCs (or housing 
developers in general) have not produced sufficient housing to significantly improve the housing 
crisis facing the poor. In no single year in the past two decades has the CDC sector added more 
than 40,000 housing units. This pales in comparison with HUD's own conservative estimate of 
5.3 million families with "worst case" housing needs.320 But this is hardly a fair commentary of 
the CDC movement, which must rely heavily on government subsidies to provide housing 
affordable to low-income families. It reflects, instead, the paucity of public funds targeted for 
affordable housing.  
 CDCs generally operate in neighborhoods which the private sector has abandoned. They 
undertake difficult projects. They seek to provide various services for residents that go beyond 
managing the physical assets of their properties. Thus, the same CDCs that sponsor housing may 
also provide job training, child care, nutrition and literacy programs, transportation services, 
counseling, crime watches, lead paint screening, and other programs that for-profit developers 
and landlords do not offer. If they make any profits on their housing developments, CDCs 
reinvest the funds to provide these services. 
  The community development movement grew out of the neighborhood organizing 
movement, through which residents of low-income and working class neighborhoods banded 
together to defend themselves against the urban renewal bulldozer, to gain a voice in federal anti-
poverty programs, and to challenge the practices of slum landlords and redlining lenders. During 
the early days of the urban renewal program in the l950s and early 1960s, local redevelopment 
agencies rarely consulted the residents of the affected neighborhoods.  Not surprisingly, they 
began to organize to defend their communities, often using the protest tactics of the civil rights 
movement to draw attention to their plight.  While many protests were sporadic and 
disorganized, neighborhoods residents built strong grassroots organizations in many cities with 
skilled leaders and paid staff.  Drawing on the experiences of the union movement, organizer 
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Saul Alinsky pioneered the development of "people's organizations" that would use conflict and 
bargaining to win concessions from local businesses and politicians.  In some cities, community 
organizations forced government agencies to make a variety of compromises, including targeting 
funds for developing affordable housing and community-based services, halting the construction 
of highway projects, and shifting federal funds to public transportation.  Out of these struggles 
came federal guidelines requiring community participation in many urban programs and the 
CDC movement.321 By the l970s, thousands of community organizations had emerged to claim 
a stronger voice in urban politics, creating what some called a "neighborhood movement."322     
 Many community organizations evolved into community-based housing development 
agencies.  From simply trying to stop unwanted development, they asked how they could create 
the neighborhood they wanted.  Some groups developed an alternative vision that included 
improved housing, new businesses, and better jobs.  Churches, social service agencies, tenant 
organizations, and civil rights groups began delivering social services like Head Start, child care, 
or job training, and then moved into community development in order to improve the physical 
and economic conditions in the neighborhoods they served.  By the 1980s, CDCs had become 
the major developers of affordable housing in urban low income neighborhoods. 
 Almost all CDCs are in central cities or rural areas. There are very few CDCs in suburban 
areas, even inner-ring suburbs. A handful of non-profit development organizations operate on a 
metropolitan regional basis, but with a few exceptions, do not develop housing in suburban 
areas. CDCs generally work in specific geographic neighborhoods or clusters of adjacent 
neighborhoods. They typically have neighborhood stakeholders -- residents, clergy, merchants, 
and others -- on their boards.  CDCs often have a broad mission. They build affordable housing, 
promote economic development (including neighborhood retail businesses), deliver social 
services, and pursue community organizing (often to advocate for public services in their 
neighborhoods). These activities "are not viewed as an end in themselves, but as means for 
stimulating further development goals" -- improving the economic, social, and political 
conditions of poor people and their neighborhoods.323 They seek to go beyond a "bricks-and-
mortar" approach to housing and to become part of "community building" process.324 
 Housing development has been the bread-and-butter for most CDCs. About 90 percent of 
the nation's CDCs are involved in housing development.  They build, rehabilitate, and manage 
rental housing, construct and sell single-family homes and condominiums, and (in a few cases) 
create limited-equity housing cooperatives. They also sponsor weatherization and home repair 
programs, provide homeownership counseling, they organize renters and homeowners around 
neighborhood improvement issues. Most CDC-sponsored housing units are for poor residents. 
Some CDCs have created mix-income housing, but this is rare. A 1991 survey estimated the 
CDCs had produced 320,000 housing units in the previous decade, 87,000 in the previous three 
years. Another study estimated that between l960 and l990, non-profit groups had built or 
rehabilitated 736,000 housing units with federal funds.325  More than half of those were 
completed since the 1980s, accounting for about 13 percent of all the federally-subsidized 
housing during this period. In some cities, however, CDCs play a much larger role, accounting 
for 50 percent or more of the new and rehabilitated housing.326   
 The CDC sector is composed mainly of relatively small organizations which limits their 
ability to achieve economies-of-scale in terms of development, staffing, management, and 
overall community impact. Of the 1,160 groups responding to one survey, only 421 had 
produced one hundred or more housing units. This represented a significant increase from the 
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244 groups with that production level only two years earlier, but it still reveals that most CDCs 
are still small-scale operations.  
 But the capacity and sophistication of CDCs is very uneven.327 Some CDCs have staffs 
of 20 or more, multi-million dollar budgets, and the capability to handle complex projects and 
engage in a wide range of services. One nationwide study found the median CDC budget to be 
$700,000, but the groups in this sample tended to be larger than the typical group.328. In l988-
90, only 39 percent of the CDCs had 10 or more staff, but these groups produced 52.6 percent of 
all CDC-sponsored units.329  But the typical CDC is quite small, with a few staff and an annual 
operating budget under $200,000.  By the end of the l980s, a small number of CDCs produced 
most of the housing units sponsored by non-profit community organizations. For example, a 
survey of 744 CDCs found that only 1.7 percent of the groups produced an average of 200 or 
more housing units a year between l988 and l990, but these groups accounted for 25.3 percent of 
total CDC production during those years. At the other end, 48.7 percent of the CDCs produced 
ten or fewer units a year during that three-year period, accounting for only 7.9 percent of the 
CDC sponsored units. (Interestingly, this is not much different from the for-profit homebuilding 
sector, the vast majority of which build fewer than 25 homes a year).330 Examining these 
numbers, the Urban Institute discovered that some of the newer CDCs were among the most 
productive, suggesting that "under the right conditions, CDCs can develop capacity fairly 
rapidly."331   
 The importance of recent CDC housing activities is a reflection of both their maturation 
and the shifting balance of federal incentives.  During the l960s and l970s, federal housing 
programs (Section 236, 221d3, and especially Section 8 new construction and rehab) provided 
almost 100 percent of the financing and insurance needed to develop low-income housing, 
making this market relatively simple, risk-free, and profitable. Many for-profit developers took 
advantage of these housing programs. The early CDCs had only a small slice of this growing 
federally-assisted housing pie.  
 When Washington turned off the low-income housing spigot in the l980s, most for-profit 
housing developers left the field. In many cities, nonprofits were "the only organizations willing 
and able to assemble the multiple sources of funding necessary to produce low-income 
housing."332 As non-profits moved to fill the vacuum, they essentially replaced public housing 
agencies and for-profit developers as the major vehicle for producing new low-income housing.  
They were operating, however, in much more difficult funding conditions, partly because of the 
general economy and partly because the shrinkage in federal funding meant that they had to draw 
on a crazy-quilt of subsidies from public and private sources. 
 Federal policies continue to "shape the conditions under which community-based housing 
organizations work."333 CDCs still rely heavily on government subsidies to help them create 
housing for the poor, but after Congress ended HUD's cookie-cutter housing programs, low-
income housing development became exceedingly complex and time-consuming, forcing CDCs 
to become more entrepreneurial or market-oriented.334  This is both a blessing and a curse. No 
single source of funding is adequate to "make the numbers work" on a housing development or 
rehabilitation  project. As a result, CDCs constantly scamble to fill funding gaps from multiple 
sources.  
 The patchwork of funding sources needed to build affordable housing is extremely 
daunting -- a task that few for-profit developers are willing to undertake. To create a 25-unit 
housing development, for example, a CDC may need to obtain subsidies and grants from ten 
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different sources -- federal, state, and local government agencies (and often more than one state 
or local agency), foundations, and corporations.  The various funding programs have different -- 
in fact, often conflicting -- deadlines, timetables, and guidelines. As a result, CDC staffpersons 
often spend more time devoted to grant-seeking than to the development and management of 
housing. Projects take longer to develop -- often three or more years. The legal and financial 
complexities also require CDCs to engage the services of many lawyers and consultants, adding 
to the cost and time for getting housing projects underway. These developments are also more 
difficult to manage, since each funding source has its own income-eligibility and reporting 
requirements.335 CDCs typically tackle the most difficult projects of all -- rental housing for the 
very poor -- and then often seek to provide additional human services (child care, parenting 
counseling, and other programs) that require staff and funds. For-profit housing developers don't 
try to meet these standards. 
 Producing low-income housing under these conditions would have been difficult even for 
the most experienced and sophisticated developer.  And, indeed, many CDCs could, if they 
wanted to, be successful entrepreneurs building market-rate single-family home in the suburbs. 
But they seek to do the most difficult kinds of housing under extremely burdensome financial 
and social conditions. The fact that there are not "efficient," by traditional standards, is not 
surprising. The inherent difficulties of fulfilling their mission, however, is compounded by the 
fact that many CDCs have lacked the funds, experience or staff to undertake even the simplest 
small-scale construction or rehabilitation project. For them, housing production was a "baptism 
of fire," an on-the-job training effort fueled by a combination of idealism and pragmatism---and 
a sense of desperate community need. In light of the adverse social, political, and financial 
conditions under which they have had to operate, the recent CDC track record on this housing 
front is remarkable.  
 The uncertainties and fluctuations of government funds make the CDC world a constant 
struggle for survival. Federal government -- primarily the LIHTC, HOME, CDBG, and Section 8 
vouchers (and in rural areas, RHS funds) -- is the most significant source for CDC-sponsored 
housing developments.336 The nonprofit share of CDBG, LIHTC, and HOME assisted units has 
steadily increased since the late l980s, ranging from 20 percent to 27 percent by the mid-
1990s.337   
 Part of the explanation for this growing share is that as the CDC movement became more 
prominent, it was able to persuade Congress to target a significant slice of dwindling federal 
housing programs to CDCs. For example, both the HOME and LIHTC programs require that a 
minimum 15 and 10 percent of funds, respectively, be set-aside for non-profit development 
organizations. As noted earlier, the Community Reinvestment Act has also been a major impetus 
for expanding CDC-sponsored housing. Banks try to win "brownie points" with government 
regulators by providing pic grants as well as development loans to CDCs. When the Clinton 
administration unfolded its Empowerment Zone and Enterprise Community competition in 1993, 
HUD announced that it would rank applications higher if cities involved CDCs in both the 
planning process and in the implementation phase. This gave localities -- both eventual EZ/EC 
winners and losers -- an incentive to build a closer relationship with CDCs.338 
   A recent survey reported that 53 percent of CDCs received some state funding, while 36 
percent receive some local funding,339 but much of this funding may simply have been federal 
dollars channeled through state and local government agencies. CDCs need the support of state 
and local governments not only because these agencies control most federal housing funds but 
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because local governments can be supportive in terms of helping groups obtain vacant land, 
abandoned buildings, zoning approvals, property tax abatements, and other resources.340  
 The strength of the CDC movement varies considerably across the country. They are 
strongest in the northeast, midwest and west, weakest in the south, southwest and mountain 
states.341 Some cities have no CDCs, or one successful CDC and a handful of fledgling groups, 
or a number of small organizations that have been unable to move beyond developing a few units 
a year. On the other hand, a growing number of cities have dozens of CDCs who not only work 
in their respective neighborhoods, but work together as a network to address citywide issues. In 
many cities -- including Boston, San Francisco, Cleveland, Chicago, Minneapolis, Pittsburgh, 
New York, and Chicago -- CDCs play the major role in providing affordable housing.342  
 The scarcity and unpredictability of operating and development funds leads many CDCs 
to work on an incremental, project-by-project basis. In some cases, these efforts fit into a larger 
overall vision that guides the organization and some CDCs actually engage in comprehensive 
neighborhood planning efforts, either on their own or in tandem with local government 
agencies.343 But even for those groups with the resources and skills to undertake these planning 
efforts, the plans often go unrealized, because the resources are not available to implement them.  
Thus, CDC projects are often isolated efforts within the larger canvass of neighborhood decay. 
Moreover, CDC leaders and staffers can be so busy with the day-to-day tasks of community 
revitalization that they have little time to consider how their activities fit into the broader trends 
in metropolitan areas.344 
  The non-profit sector is also caught in an inherent tension rooted partly in CDCs origins 
in community protest. For the most part, CDCs define themselves as developers which must 
focus on the bricks-and-mortar issues of building housing.  But CDCs were formed for the more 
general purpose of revitalizing and empowering neighborhoods, a task that often requires 
mobilizing community residents around controversial issues and against powerful foes---banks, 
corporations, politicians, and others.  Since most CDCs must simultaneously rely on these 
institutions for funding and support -- and with some notable exceptions, these corporations, 
foundations, and governments favor the development agenda over the organizing/advocacy 
agenda -- they must balance their desire to retain access to external resources against their vision 
of successful development. Some groups do manage to combine both development and 
organizing.  For example, the Industrial Areas Foundation works with a network of community 
organizations---such as East Brooklyn Churches in New York City and BUILD in Baltimore---
involved in Alinsky-style direct-action organizing that also develop affordable housing as part of 
their neighborhood improvement efforts. 
 As owners and managers of rental housing, CDCs become landlords, which places them 
in a potentially adversarial relationship with their tenants. The CDC-as-landlord dilemma is 
particularly troublesome because CDC projects tend to serve the very poor, with the attendant 
problems of crime, drugs, single parenthood, and related issues.  Some CDCs have developed 
mixed-income housing, but this is difficult because these groups typically work in the most 
troubled neighborhoods where it is difficult to attract middle-class residents.  Further, the 
funding sources for most subsidized housing projects (such as the federal low-income housing 
tax credit) typically require the housing to serve only (or predominantly) the very poor. CDCs 
have become increasingly aware of the need to become sophisticated managers of their physical  
assets.345 And as more and more CDCs face the realities of becoming landlords and managers, 
they are recognizing that they have to deal with the human issues as well as the bricks-and-
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mortar issues. Moreover, most CDCs realize that the problems facing tenants are larger than a 
well-managed building alone can solve.  CDC-sponsored buildings -- whether rental, co-op, or 
ownership -- cannot succeed as islands of good management in a sea of neighborhood problems.  
 A growing number of CDCs have sought to develop job-training, counseling, 
recreational, child care, and even tenant organizing and neighborhood crime-watch programs to 
address the social and economic needs of the residents.  The Resident Resource Initiative of the 
Boston Housing Partnership, for example, provides funds for CDCs to hire organizers, social 
workers, and other advocates to assist residents.   However, few CDCs have the resources to 
engage in these efforts.  The tight operating budgets for low-income housing rarely provide for 
adequate security, much less this host of other concerns.  As housing policy experts increasingly 
recognize the important link between housing and social services, there is hope that such services 
will become incorporated into federal operating budgets for subsidized housing. 
 CDCs also confront the "place vs. people" dilemma. The debate over whether to rebuild 
ghetto neighborhoods or encourage their residents to move out has long existed in the field of 
community development.  The debate has often been resolved in practice on the side of "place," 
partly because CDC's need to have a geographic base in order to organize a constituency 
necessary to push an anti-poverty agenda.  But the other approach to addressing urban poverty 
suggests that it might be best to help the urban poor escape neighborhoods with high 
concentrations of poverty and their attendant social problems. This approach is based, at least 
implicitly, on the theory that the concentration of poverty in urban neighborhoods is harmful to 
the people who live there and to the wider society. This approach focuses on helping individuals 
obtain the skills and/or income so they can have wider choices about where and how to live.  The 
goal is therefore "mobility" for individuals and the "deconcentration" of society's poverty 
population; the attendant strategies focus on assisting people, not revitalizing places. Some argue 
that by increasing the amount of low-income housing in already-poor neighborhoods -- even 
though CDC projects are much smaller and better designed than the earlier public housing and 
Section 8 developments -- they are contributing to the concentration of poverty. 
 Some observers claim that CDCs reflect a "third sector" approach to housing, a middle 
ground between public (owned and managed by government agencies) and subsidized housing 
developed by for-profit developers.346  But the reality is more complex. Although CDCs are 
"non-profit" organizations, in order to succeed they must operate by the rules of the marketplace. 
They need bank loans to construct housing and provide mortgages in neighborhoods that banks 
have shunned. They need government subsidies so that the poor people they want to help can 
afford to rent or purchase decent housing.  To make sure that these homes or apartment buildings 
meet basic standards, these groups need to pay staffpersons who understand finance, 
construction, design, zoning, and other technical matters. To undertake a project, they need to get 
access to vacant lots or deteriorating buildings and then win the support of community residents, 
many of whom may be skeptical about or even hostile to having more subsidized housing in their 
neighborhoods.  
 Thus, the non-profit housing has to live in two worlds simultaneously. One world views 
housing as a human right or entitlement, while the other world views housing as a commodity in 
the marketplace. This tension is not easily resolved, since these worlds operate on two very 
different sets of rules and principals. Whatever success of non-profit sector has had since the 
l980s is due to its ability to walk that tightrope without falling off.  
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Public-Private-Community Partnerships 
 
 During the past decade and a half, CDCs have found new allies among private 
foundations, public officials and government agencies, the business community, and religious 
institutions. They have forged an institutional support system -- called partnerships -- to help 
them expand their capacity and play a larger role in community development efforts.347 In most 
cities, these partnerships are somewhat ad hoc informal arrangements. In a few dozen cities, 
however, these partnerships have been institutionalized. They serve as umbrella organizations to 
raise operating funds for CDCs, offer financing for housing projects, streamline approvals, and 
expand the capacity of non-profits to undertake large-scale development. With the elimination of 
deep federal subsidies for low-income housing, these partnerships have provided the political, 
financial, and technical muscle necessary to (1) piece together multiple layers of subsidies 
(including the LIHTC), (2) support a number of housing developments sponsored by different 
CDCs in several neighborhoods simultaneously; and (3) improve the capacity of the CDC sector 
to undertake larger and more complex developments.  
 The Neighborhood Reinvestment Corporation was the pioneer in creating local housing 
partnerships. Chartered by Congress in 1978 as a quasi-governmental corporation in response to 
concerns about the then-new issue of redlining, NRC provides seed money, technical assistance, 
and financial support for local Neighborhood Housing Services (NHS). The local NHSes were 
non chapters of the national organization. Each chapter was required to have local bankers, 
government officials, and neighborhood organizations represented on its board. The initial 
mission of the NHSes was to channel financing to homeowners in declining urban 
neighborhoods to help them make repairs rather than allow further deterioration and, eventually, 
abandonment. Many of the 160 NHS chapters expanded from small-scale repairs to new 
construction. Some of its neighborhood organizations became CDCs. But the NHS network did 
not become the catalyst for more extensive citywide housing programs nor did it become a 
funnel for federal housing program funds. The NHS model showed that local public-private-
community partnerships could work, paving the way for larger collaborations.                    
 Starting in a handful of cities, such as Boston and San Francisco, the idea of citywide, 
multi-neighborhood housing partnerships spread. Through a variety of networks, conferences, 
and publications -- including groups like LISC and Enterprise Foundation, the National Council 
of State Housing Agencies, the U.S. Conference of Mayors, and the National Association of 
Housing Partnerships (founded in 1989 by the Boston Housing Partnership) -- business, 
government, foundation and CDC leaders learned from these early efforts.  Examples include the 
Metropolitan Boston Housing Partnership, Atlanta Neighborhood Development Partnership, 
Baltimore Corporation for Housing Partnerships, Cleveland Housing Network, Indianapolis 
Neighborhood Housing Partnership, Kansas City Neighborhood Alliance, and the Pittsburgh 
Partnership for Neighborhood Development.   
 A key ingredient in the creation of these public-private-community partnerships -- and in 
the numerical growth and improved capacity of the community development sector -- has been a 
expanding network of national, regional, and local nonprofit intermediary institutions.  Most 
well-known are the Local Initiatives Support Corporation (LISC) and the Enterprise 
Foundation.348 They often serve as the glue that holds these alliances of business, government, 
foundations, and CDCs together. They serve two major purposes. They have used their networks 
to get major corporations, banks, local governments, and local community foundations to 



 69

provide operating support, loans, and equity to CDCs to help them undertaken housing projects 
that can succeed.and their housing developments. They also provide technical assistance to 
CDCs to help improve their development, management, and fundraising skills. 
   Thanks in part to the work of these intermediary institutions, community-based 
development organizations have become increasingly sophisticated in terms of finance, 
construction, management, and other key functions. This has been accomplished not simply by 
targeting technical assistance and funds to individual groups, but in allowing groups to learn 
from each other, build on each other's successes, and form partnerships and coalitions.  These 
intermediary organizations expanded their activities during the past decade. Initially they were 
funded primarily by corporate and private philanthropy. The federal HOME Housing Partnership 
program provides a specific set-aside for these intermediaries to provide technical assistance and 
training to community-based development organizations.   
 The various participants in the partnership share decision-making, typically through 
membership on a board of directors.349 There is no single formula for these diverse 
arrangements. What they share is agreement to cooperate for a common purpose, beyond a single 
project, in order to change how the institutions (government, lenders, community groups, 
foundations) relate to each other on an ongoing basis.350 They all have a stake in the outcome 
and thus contribute to its enhancement. Foundations and corporations generally provide the 
operating funds for these partnerships, which then hire staff to oversee the planning and 
assembling of subsidies, but allow the CDCs to carry out the specific housing projects.      
 Government, foundations, and business groups had different motivations for participating 
in these partnerships. Elected officials and government agencies at local, county and state levels 
confronted increasing pressure to address the intensifying problems of the poor, including the 
growing visibility of the homeless.  An increasing number of states and cities turned to the 
fledgling non-profit sector to help solve this problem.351 Some cities did so as a last resort, 
reluctantly turning to these activist-oriented groups out of desperation.  Other cities did so 
willingly, even encouraging the formation of new groups in neighborhoods where none existing 
in order to undertake projects that, public officials believed, neither public agencies or for-profit 
developers or businesses could accomplish successfully or with the same level of legitimacy 
among neighborhood residents. They looked for ways not only to utilize existing CDCs as a 
housing delivery system, but also to strength the CDC network so it could operate more 
efficiently and at larger scale. 
 Beginning in the l980s, private foundations also began to look for ways to address the 
problems caused by deepening urban poverty. Although a handful of foundations encouraged 
organizing and advocacy, most sought to focus on strengthening the still-embryonic community 
development sector.352 The Ford Foundation took the lead, but was soon joined by other large 
national foundations and a growing number of local community and corporate foundations. 
Beginning in the l980s, foundations played key roles in supporting the CDC sector. In l987, 196 
corporations and foundations made grants totalling almost $68 million to support non-profit 
development in the United States.  By l989, the numbers had grown to 307 funders and $90.1 
million.  That year, 55 of the nation's 100 largest foundations provided grants to community-
based development. By l991, the numbers had grown to 512 funders and $179 million.  By 1993, 
53 of the nation's 100 largest foundations provided grant support for community-based 
development.353 Foundations generally support CDCs' operating budgets (staff salaries, office 
and equipment, and so on); they do not have the resources to provide direct subsidies for housing 
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projects or their residents. 
       In a number of cities, business leaders began to express concern about the increasingly 
visible decay of inner-city neighborhoods. Out of a combination of civic pride, concern for the 
impact of poverty, homelessness, and crime on the local business climate, and (in the case of 
bankers) industry self-interest, business leaders looked for ways to address conditions in poor 
neighborhoods.  Motivated in part by the Community Reinvestment Act, bankers played a key 
role in mobilizing other business leaders. In some cities, local foundations -- or national 
intermediaries such as LISC and the Enterprise Foundation -- catalyzed the involvement of 
business. In other cities, government officials persuaded business leaders to become more 
engaged. Business involvement took several forms: corporate pic grants to CDCs; corporate 
investment in LIHTC projects sponsored by CDCs; lobbying local, state and federal government 
officials to increase subsidies for low-income housing and CDCs in particular; and making 
corporate executives available ("on loan") to neighborhood organizations to improve their 
effectiveness.354   
 In many cities, public-private-community partnerships have helped to improve the 
effectiveness of the local housing delivery system. But these partnerships are often unwieldy and 
complicated. They are made necessary by the crazy-quilt nature of housing subsidies and 
policies. Instead of a simple and direct pipeline -- from one housing agency in Washington to 
one housing agency in a locality or metropolitan area, to local developers -- the existing system 
of direct and indirect subsidies, guidelines, and approvals makes collaboration necessary, even 
though it is costly and inefficient. 
 
The Private Sector 
 
 The private sector is involved in all aspects of the nation's housing delivery system, even 
for low-income housing. Banks and other lenders participate in all subsidized low-income 
housing development, except public housing. Sponsors of subsidized low-income houisng 
developments (whether for profit or nonprofit) rely on the services of private architects, 
contractors and subcontractors, appraisers, lumber and other parts suppliers, and management 
firms. Regardless of the direction of future housing policy, these elements of the private housing 
industry will continue to be crucial players. 
 Private landlords also participate in the tenant-based Section 8 program, renting some of 
their apartments to renters with Section 8 vouchers and certificates allocated by local PHAs. As 
discussed earlier, the federal government has been shifting toward this approach, in part because 
it is cheaper than subsidizing new construction and in part because it provides tenants with 
choices and mobility. This approach works well in housing markets with high vacancy rates, but 
it is not effective where rents are high and vacancies scarce. 
 More controversial is the question of what role for-profit developers should play in 
owning and managing low-income or mixed-income housing built with government subsidies. 
The experience of the past three decades suggests that while private firms offer the advantages of 
scale in producing housing developments, they also have disadvantages as long-term owners of 
housing occupied by the poor. Private developers built close to two million units of federally-
subsidized low-income housing from the late l960s through the early l980s, until these deep-
subsidy programs were eliminated. This effort has proven to be a costly experiment. From the 
start, a significant number of owners "milked" these properties for the profits from federal 
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subsidies, without providing adequate maintenance. Many private owners walked away from 
their properties after the tax breaks ran out or operating expenses increased more than they 
expected. Soon after arriving as HUD Secretary, Henry Cisneros discovered that troubled HUD-
subsidized projects, many on the brink of foreclosure because private owners failed to pay their 
HUD-insured mortgages, would soon fall into the agency's hands, costing as much as $11 billion 
to maintain. Many owners have already taken advantage of a loophole written into the law in the 
l960s under which many projects were built. Essentially, the loophole only required owners to 
use HUD subsidies for 20 years. After that, they could forgo the subsidy, pay off their HUD 
mortgage, and turn their projects into market-rate housing. Tenant activism in the l980s forced 
Congress to enact legislation limiting the owners' options -- for example, by requiring them to 
give tenant groups the first option to purchase the buildings. But hundreds of thousands of units 
have already been lost to this loophole. Third, HUD was mandated to preserve the inventory of 
1.5 million Section 8 subsidized apartment projects by renewing the rent subsidy contracts. In 
1994, HUD estimated that the cost of renewing these contracts was equal to about one-fourth of 
the agency's entire budget. In 1997, Congress allocated additional Section 8 subsidies, but the 
problem will recur each year.  
 
 

Chapter Six 
Recommendations: A Housing Policy Agenda  

for the 21st Century 
 
 The clash over housing policy in general is more than a dispute over means. It also 
reflects wide differences over ends -- the goals of government, the role of the private market, the 
responsibility of individuals and communities. Economic globalization has transformed the 
United States economy and produced growing economic inequality and deepening poverty. 
Some form of government support is necessary to make housing economically manageable for 
the poor (the bottom third of the economic ladder) as well as for growing segments of the 
troubled middle class (the middle third). But proponents of activist government do themselves no 
favors by defending the status quo, simply because it is a better alternative than wholesale 
dismantling of existing programs. 
 A sensible housing policy should accomplish three things: 
 First, it should help house the poor and almost-poor, and provide them with housing 
choices besides living in high poverty areas. In doing so, it should help strengthen the economic 
and social condition of metropolitan areas, including helping people find housing within 
reasonable proximity to employment opportunities.  
 Second, the policy should help rebuild the social and economic fabric of troubled 
neighborhoods overwhelmed by unemployment, concentrated poverty, crime, drugs, abandoned 
buildings, and hopelessness. A key part of doing this is giving residents opportunities to mobilize 
on their own behalf -- to expand the self-help capacity of poor neighborhoods. 
 Third, it should stimulate homebuilding and homebuying, particularly for the middle 
class. In doing so, it should target government help to those who could not otherwise achieve the 
American Dream. The well-known multiplier effects of home building will help stimulate jobs 
and economic growth. 
 What are the social and economic impacts of America's crazy-quilt housing policies? 
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Overall, government subsidies favor the wealthy and the upper reaches of the middle class over 
the working class and the poor. They favor suburbs, particularly outlying suburbs, over cities and 
older inner-ring suburbs.355 They reinforce economic and racial segregation, the concentration 
of the poor. They favor homeownership, but do so inefficiently, inflating housing prices and 
encouraging the overconsumption of housing by affluent homebuyers.356   
 Sorting out the responsibilities of the private sector, the non-profit, and government at all 
levels requires rethinking our existing crazy-quilt system to make it more coherent and more 
accountable. The federal government currently spends about $136 billion a year for housing 
subsidies, but does so in a way that defies logic, regardless of one's political perspective. Federal 
housing subsidies are an entitlement only for the well-off, but help few of the struggling middle 
class or the desperately poor. What's needed instead is a combination of federal funds and 
standards tied to flexible rules carried out by local (metropolitan) delivery systems. We need to 
expand the uneven capacity of local housing agencies and community-based organizations. But 
we need to make sure that the burden of addressing the housing needs of the nation's most 
vulnerable people does not fall entirely on our already distressed inner cities and inner-ring 
suburbs. 
 
Funding Levels 
 
 America's housing crisis is manageable. It is fundamentally about affordability -- the gap 
between housing costs and household incomes. It requires money to fill the gap.  
 State and local regulatory mechanisms, such as zoning, can play some role in reducing 
production costs by streamlining development costs and increasing densities, but these actions 
are relatively marginal to the overall problem. Moreover, as we've indicated, states are unlikely 
to add significantly to the pool of housing subsidies.357 
 The federal government must remain the major source of housing subsidies. It currently 
devotes $136 billion a year to housing subsidies -- $126 billion if we exclude the Department of 
Defense housing program. Much of that subsidy is spent wastefully and inefficiently. For the 
same amount we spend now, but spending it more wisely and efficiently, we can solve America's 
housing crisis.  
 It is difficult to quantify the nation's housing "subsidy gap" -- the cost between what 
Americans can afford and what housing costs -- because the current costs of housing are 
influenced by the various subsidies. The mortgage interest deduction, for example, clearly 
increases the sales prices of homes, since both buyers and sellers build this subsidy into their 
price expectations. If we narrow our focus to the "subsidy gap" among the poor, we can estimate 
the cost of providing every low-income household with a subsidy sufficient to reduce their 
housing costs to 30 percent of households income. A universal housing voucher for the 
approximately 13 million low-income households who are eligible for subsidies do not currently 
receive any subsidy would cost about $28 billion a year.358          
 
Subsidy Programs 
 
 There are two kinds of housing subsidies -- demand side and supply side subsidies. 
Demand side subsidies go to consumers -- tenants and homeowners -- to help them pay the rent 
and the mortgage. These include Section 8 vouchers, housing allowances for military personnel, 
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mortgage interest and property tax deductions, and mortgage revenue bonds and FHA and VA 
mortgage insurance. Of course, these subsidies indirectly assist landlords, homebuilders, and 
lenders by expanding effective demand for housing. As we've indicated, however, they are not 
necessarily targeted in ways that do so efficiently. Supply side subsidies directly assists housing 
developers and landlords. These include the LIHTC, revenue bonds for rental housing 
production, and public housing funds. They also, of course, indirectly subsidize the occupants of 
these buildings as well as lenders. The HOME and CDBG programs are used for both demand 
and supply programs. 
 We propose three broad approaches to the reform of housing subsidy policy. The first 
two are demand side approaches, while the third is a supply side approach: 
 First, a mortgage tax credit for first-time homebuyers, especially those in the middle 
economic tier, those earning $25,000-$60,000. 
 Second, a universal housing allowance for all eligible low-income households, defined as 
those with incomes in the bottom third of the economic ladder.  
 Third, a consolidated federal housing block grant to be used for the construction and 
rehabilitation of affordable housing.  
 
Homeownership Tax Credit 
 
 To expand homeownership for moderate-income households, Congress should enact a 
homeowner tax credit.  The one-third of households who rent get no tax break. Even among 
those who own homes, less than one-quarter get any benefit from the mortgage interest 
deduction and only about 40 percent of homeowners with mortgages receive any mortgage tax 
benefits. Moderate- and middle-income homeowners, in particular, get little or no benefits. 
Among homeowners with incomes between $20,000 and $40,000, only 13 percent receive any 
benefits; even among those with mortgages, only 23 percent get any subsidy. Among 
homeowners with incomes between $40,000 and $60,000, only 38 percent receive any subsidy; 
even among those with mortgages, only 52 percent get any subsidy.359 
 The proposed mortgage tax credit would supplement rather than replace the existing 
mortgage tax subsidy. The tax credit would be available to all families each year--including 
those moderate-income households that do not itemize their deductions. It would be tied to 
income, so that the benefits would decline as incomes rise. By allowing families to take either 
the mortgage interest deduction or the refundable mortgage tax credit, it would preserve existing 
benefits for the middle class, while adding large number of families who currently do not benefit 
from the existing system. Its mechanics would be similar to the earned income tax credit for low-
wage earners, but would reach a much broader income range. For example, it would be 
refundable. It could also be limited to first-time buyers.  
 Because housing demand is more elastic at the bottom and middle rungs of the economy, 
a homeowner tax credit could make the difference between renting and owning for millions of 
working families. It also involves no bureaucracy. It would certainly be much more efficient, and 
more fair, than the current approach. The wealthy would continue to purchase homes with or 
without a tax subsidy.  
 Although we do not propose scrapping the existing mortgage interest deduction, we do 
recommend reforming it to eliminate the most egregious tax breaks for the very wealthy -- and 
using the savings to help fund a mortgage tax credit for moderate-income, first-time homebuyers.  
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 Each year the Congressional Budget Office (CBO) publishes a report recommending 
options to reduce the federal deficit. One of its recommendation is to limit mortgage interest 
deductions to $l2,000 per single return, $20,000 per joint return, and $10,000 per return for 
married couples who file separately. These limits "are much higher than the deductions most 
taxpayers claim." Only 4.4 percent of all taxpayers who claimed the deduction (1.1 million 
taxpayers) had deductions that exceeded those limits. At an 8 percent interest rate, "the cap 
would allow full interest deductions on new fixed-rate mortgages as large as about $250,000. 
Only 6 percent of new mortgages in 1996 exceeded that amount.360   
 The CBO also proposed lowering the limit on the amount of principal eligible for the 
mortgage interest deduction from the current $1 million to $300,000. This would reduce 
deductions for only half a million homeowners, those with the most expensive homes and the 
largest mortgages. "The fraction affected would be greatest in high-cost areas such as Honolulu 
and San Francisco."361 The real estate industry has opposed any change in the existing mortgage 
interest deduction. Soon after Senator Robert Packwood (R-Oregon), then chairman of the 
Senate Finance Committee, recommended limiting the mortgage deduction to $250,000 in debt, 
five housing industry lobby groups -- the National Association of Homebuilders, the National 
Association of Realtors, the American Bankers Association, the Mortgage Bankers Association, 
and America's Community Bankers -- issued a 47-page study examining the impact of changing 
the mortgage interest deduction.362 The report offers two examples of the impact of a $300,000 
cap on house prices. It first looks at its effect on the owner of a $625,000 home with a $500,000 
mortgage and estimates that the value of the house would drop from 9.5% to 12.2%. Next, it 
estimates that an owner with a $1.25 million house and a $1 million mortgage would see his 
home's value decline from 16.6% to 21.3%. This homeowner would see the value of his tax 
break fall from $380,000 to $103,738.  
 Its hard to image the public feeling sorry for a millionaire whose finds his mansion 
subsidy reduced to a mere $103,738. In fact, a Time/CNN national poll, conducted by 
Yankelovich Partners on May 10-11, 1995, found substantial support for a Packwood-style 
reform. It asked 800 American adults: "As you may know, the tax code subsidizes mortgage 
loans, even for the most expensive homes. One proposal would limit the tax deduction to 
$300,000 in mortgage principal, and would save the treasury $35 billion over five years, while 
affecting only 1.2 milion of the wealthiest taxpayers. Would you favor or oppose such a limit?" 
Overall, 68% of the respondents said they would favor it. There was almost no difference 
between Democrats, Republicans and independents. 
 The industry report's most reasonable concern, echoing the CBO study, is that lowering 
the ceiling would have disproportionate impact on areas with high housing costs. One method for 
addressing this concern is to index the ceiling on deductions, tying it to median metropolitan 
housing prices. Set, for example, $200,000 as the national base (of mortgage principal) and 
calculate a ratio of this standard for each metropolitan area, based on the median sales price of 
homes (which was $135,000 in the second quarter of 1998.363   
 The CBO projects that first option would save $2.6 billion in 1998, increasing each year 
to $4.6 billion in 2002. The second option would save $2.1 billion in 1998 and increase each year 
to $3 billion in 2002. The tax savings from adopting either of these options could be used to help 
fund the supplemental mortgage tax credit for moderate-income buyers.  
 Ultimately this plan should be able to gain the support of the housing industry. By 
increasing the demand for homes, it would increase home ownership, catalyze home building 
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(helping builders, brokers, the lenders), generate jobs, help stimulate economic growth, and add 
to local tax bases.  
 The mortgage tax credit would help to expand homeownership among those who are 
currently shut out of the market and to help existing moderate-income homeowners reduce their 
housing costs. The FHA must continue to provide mortgage insurance for moderate-income 
homeowners to help lower the required down payments and closing fees. 
 
Universal Housing Allowance 
 
 Since the major housing problem facing most Americans is affordability, federal 
subsidies should focus primarily on filling the gap between incomes and housing prices 
(apartments and houses). The current voucher/certificate programs is essentially an income 
supplements for low-income households. But unlike food stamps and (until the new welfare 
legislation) AFDC, they are not entitlements. Rather, they are a lottery, going to the fortunate 
few who get to the front of the line. In most cities, the Section 8 voucher/certificate program is 
successful -- 89 percent to 90 percent of families eventually find an apartment, although, as we'll 
discuss below, there are still some problems with the program that need to be addressed.  
 We propose significantly expanding the Section 8 program, calling it a housing 
allowance and eliminating the distinction between certificates and vouchers. 
 We propose slightly broadening the eligibility requirements. Currently, Section 8 is 
limited to families with incomes below half of the metropolitan median income, although most 
users have incomes below that level. In calculating the $28 billion cost for a universal voucher, 
Andrews used a standard that cut eligibility off at a $13,135 annual income. Our proposed 
housing voucher program would be targeted to families earning up to about 60 percent of a 
metropolitan area median income -- roughly $25,000 for a family of four.364 Obviously these 
somewhat better-off households would require less subsidy per household to keep housing costs 
below 30 percent of income. The total cost of this broadened universal voucher would be close to 
$40 billion. 
 The allowances should be available to the working poor as well as the welfare poor. It 
would help guarantee that poor children would at least have a roof over their heads and that 
families would not have to scrimp on food or heat in order to pay the rent. 
 Giving all low-income families a housing allowance will solve the housing affordability 
problems of most eligible families. If fully implemented, if will inject sufficient new "demand" 
into the housing market to encourage the private sector to build additional rental units to 
accommodate this population -- especially in Congress signals that the program will not be 
eliminated after a few years. Just as food stamps have significantly reduced hunger and 
malnutrition among the poor, housing allowances will go a long way in reducing the housing 
crisis among the bottom third of the nation's population. 
 This program will not, however, remedy the economic and racial segregation of the poor 
unless additional steps are taken to insure that the users of the housing allowance are not 
concentrated in inner city high-poverty neighborhoods. Table 8 shows that the current Section 8 
program does a reasonably good job at deconcentrating the poor -- especially when compared 
with subsidized housing developments. Yet there remain many examples of "Section 8 ghettoes," 
where voucher-holders are concentrated because either landlords in more affluent-neighborhoods 
refuse to rent to these households or because there is an inadequate supply of rental housing in 
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suburban areas.365 Significantly expanding the housing allowance program could exacerbate 
these problems unless steps are taken to address them. 
 To address these dilemmas, we propose two approaches: The administration of the 
housing allowance program on a metropolitan-wide basis and stronger enforcement of anti-
discrimination laws, also done on a metropolitan-wide basis. We discuss both of these below. 
(Metropolitan housing agencies would be allowed to set "fair market rent" levels so that families 
with housing allowances could find apartments in decent neighborhoods. But, as it does now, 
HUD should not permit the use of housing allowances for renting expensive luxury units). We 
also propose, in the next section, a program to add to the inventory of affordable housing in those 
areas with a tight housing market. 
 
Housing Development Block Grant 
 
 Even with a universal housing allowance, some metropolitan areas will continue to have 
a shortage of affordable housing and need to expand the housing inventory. The need for 
additional housing will vary considerably across the country. Toward this end, we propose 
creation of a Housing Development Block Grant program, which would be used solely to 
provide subsidies to developers to build or rehabilitate affordable housing. 
 The HDBG would be allocated to metropolitan areas, not states or cities, in order to 
promote expansion of housing in suburban as well as central city locations. In contrast to the 
formula for the CDBG and HOME programs (which rely primarily on population size and 
poverty rates), the formula for allocating the funds would be linked to the metropolitan area's 
affordable housing shortage. For example, it might use the area's vacancy rate in affordable 
housing units (not the overall vacancy rate), and the number of substandard housing units, in 
calculating the formula.366 Thus, the HDBG would be calibrated to address the need for 
additional units, which would be revised every two or three years. 
 The HDBG would consolidate under one roof (HUD) the various housing supply subsidy 
programs, including the various investor tax deductions (Low Income Housing Tax Credit, 
Mortgage Revenue Bonds, Rental Housing Bonds, Veterans Housing Bonds) and the direct 
housing subsidy programs, such as the HOME, Emergency Shelter (homeless) block grants, and 
the Rural Housing Services program of the Department of Agriculture. This would generate 
between $12 billion and $15 billion annually for additional affordable housing. Assuming an 
average up-front subsidy of about $30,000 per unit, this would generate 400,000 to 500,000 new 
units annually across the country. Within about a decade, most of the nation's housing shortage 
would disappear.  
 The metropolitan housing agencies could decide how to use the funds -- deep or shallow 
subsidies; new construction or rehabilitation; rental, cooperative, condominiums or single-family 
homes. HUD, however, would attach some strings to the allocation of these funds, which are 
discussed later. HUD should limit the use of subsidies to the acquisition of land and buildings 
and to reduce development (and rehab) costs. Developers should have to compete to attract 
households with vouchers. 
 
Revitalizing Existing Subsidized Low-Income Housing 
 
 What should we do about the nation's inventory of federally-subsidized low-income 
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development, home to almost three million families? 
 In 1994, under pressure from the Republican Congress, the Clinton administration 
unveiled a plan to privatize both public housing and assisted privately-owned projects -- by 
eliminating all operating subsidies and making these complexes compete in the private rental 
market. The Clinton administration backed off such dramatic change, proposing instead more 
modest reforms. But the question of what to do about this inventory is still in limbo. 
 As we've already noted, most of these projects are in urban neighborhoods. Many suffer 
from years of deferred maintenance. Some were poorly constructed, and quite a few are badly 
designed--ugly warehouses for the poor. If HUD withdraws its insurance and project-based 
subsidies, some private owners will simply walk away from their projects. (Indeed, many already 
have). Privatizing these projects will work only if they are fixed up and redesigned so that people 
with choices will want to live there. Otherwise, they will be eyesores, slums, and blights on 
neighborhoods, contributing to further urban decay.  
 HUD-subsidized developments -- restricted to low-income residents -- concentrate and 
segregate the poor in ghettos. The goal should be to turn these projects into mixed-income 
developments, owned by public housing authorities, nonprofit groups, and resident co-
operatives. HUD should adopt a three-part strategy.  
 First, HUD should continue to provide successful, well-managed public housing agencies 
with operating subsidies to stay in business; these comprise at least one-half the current units. 
HUD should follow some simple principles: Loosen the rules to allow working-class families to 
live there and to give resident organizations the authority to set standards for eviction, in order to 
make projects work as functional communities. Link residents to job training, child care, and 
other services.  
 Second, HUD should continue and expand its new policies for allowing local housing 
authorities to raze and reconfigure the most severely distressed public housing projects. During 
the Clinton administration, HUD has given the green light to PHAs to tear down about 100,000 
units by the year 2000. Critics justifiably complained that this would result in fewer low-income 
housing units and lead to increased homelessness. If Congress enacted a universal houisng 
allowance, however, the residents of these troubled projects would have the resources to find 
housing elsewhere. HUD should permit public housing agencies to raze the worst public housing 
projects, especially those with high vacancy rates, that are so substandard that rehabilitation is 
more expensive than new construction, and that are so poorly designed that they contribute to 
social isolation. In other cases, HUD should allow public agencies to "de-densify" some 
developments and reconfigure them.367  
 Third, HUD should turn over the most troubled public housing developments and 
privately owned (Section 8) subsidized projects to nonprofit groups and resident-owned 
cooperatives. This will require continuation of HUD oversight, but with a 10-year goal of 
"cooperatizing" (not just "privatizing") these taxpayer-funded housing developments. It won't 
happen if (as in the original plan) this step is expected to unload most of the three million units 
within five years. The second step cannot happen overnight. In the past decade, HUD has had 
some success with "buy-outs" of subsidized projects by resident organizations and nonprofit 
community groups. But it takes time to organize and educate the tenants, build leadership, and 
create effective organizations. Most resident organizations need to start with short-term goals, 
such as improving security and services in their developments. Resident groups should get 
technical and financial assistance to organize.368 ACORN is doing this in public housing with 
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success. Other groups are doing this with private Section 8 housing. 
 This plan doesn't mean simply turning over the keys for existing projects to the tenants or 
nonprofit developers. It also requires HUD to provide funds to fix them up. About $40 billion is 
needed to completely modernize, redesign, and repair the inventory of HUD-assisted projects, 
recognizing that some developments should simply be torn down, others reconfigured, and others 
brought up to basic standards. 
 
Metropolitan Regions: The Missing Link 
 
 As the federal government looks to devolve responsibility for housing programs, more 
attention should be paid to metropolitan regions as the appropriate arena for carrying out the 
nation's housing agenda.  Federal housing subsidies should be allocated to metropolitan areas 
rather than to states or local governments. With some exceptions, state have not demonstrated a 
willingness to address the problems associated with metropolitan disparities, while localities, on 
their own, are obviously unable to address metropolitan-wide matters. 
 The current system of allocating federal housing subsidies -- described in some detail 
earlier -- makes little sense and makes metropolitan coordination and planning impossible. 
Revenue bonds and the LIHTC goes to states; HOME and CDBG funds go to states and local 
community development agencies in about one thousand cities; and public housing funds go to 
3400 separate local public housing authorities. Meanwhile, the largest housing subsidies -- tax 
breaks for homeowners -- go to individual taxpayers, but in ways that are inefficient and promote 
economic segregation within metropolitan areas. 
 During the past decade, a growing number of policymakers and policy analysts have 
rediscovered the importance of metropolitan areas as cornerstones of strong economies. In a 
nutshell, they've figured out that cities and suburbs need each other and, equally important, that 
business, labor, and housing markets are regional. In Citistates: How Urban America Can 
Prosper in a Competitive World, Peirce argued that the key economic entities in the competitive 
global economy are "citistates" -- metropolitan regions.369  Regions, he argues, are in a better 
position to attract businesses and streamline government services.  Regions can "market" their 
areas to outside businesses in ways that municipalities cannot. They can identify sites for job 
creation, help train the workforce, and help devise ways to plan future growth that minimizes 
traffic gridlock, pollution, ugly sprawl, and environmental devastation. In fact, according to 
Barnes and Ledebur, one can look at the United States economy as one composed of "local 
economic regions" that compete with each other as with regions in other parts of the world.370 
 America's political jurisdictions, however, do not correspond to these regional realities. 
Instead, metropolitan areas are characterized by political fragmentation and competition among 
local governments.to attract better off residents. This has been a powerful force behind the 
growing urban concentration of poverty and persistently high levels of metropolitan racial and 
class segregation.  
 Labor markets are increasingly organized on a regional basis, as suburban job growth 
outstrips that of the central cities, but housing, job training, economic development, and even 
many transportation policies do not reflect these realities. In fact, the radial network of freeways 
that has done so much to promote suburbanization does little to help central city dwellers reliant 
on mass transit to gain access to suburban employment opportunities.  The overconcentration of 
poor people, particularly in racially segregated barrios and ghettos, undermines cities' fiscal 
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situations, and compounds the social and economic problems facing the poor, including the 
"spatial mismatch" between the location of their housing and job opportunities, and the social 
isolation of the poor from networks and role models. The siting of low-income housing projects 
almost exclusively in already-poor urban neighborhoods contributes to this predicament.  
 Regionalism is an old idea. During the l930s, 1940s and 1950s, city planners and political 
scientists (such as Lewis Mumford and New York's Regional Plan Association) promoted the 
notions of regional planning and metropolitan-wide government, either to promote government 
efficiency or to promote a sound environment (such as greenbelts surrounding cities). In the 
l960s, scholars lamented the multiplicity of local governments. Metropolitan areas were 
overwhelmed by the fragmentation of jurisdictions -- cities, townships, villages, boroughs, 
counties, and special districts for everything from parks to water to transportation. Robert 
Wood's 1961 book, 1400 Governments, made a compelling case that this fragmentation was 
irrational and inefficient. He and others proposed streamlining the governance of metropolitan 
areas by forming regional governments and planning entities. A number of studies by the 
Advisory Commission on Intergovernmental  Relations, a federal agency, recommended ways to 
broaden the tax and service base of cities.371  Most of these ideas fell on deaf ears, since local 
politicians preferred to exercise their influence within the narrower boundaries of their own 
municipalities. As the proportion of Americans living in suburbs grew, in part because people 
sought to "escape" troubled cities, asking suburbanites sharing their local taxes, schools and 
other public services with central cities residents was a hard sell indeed.   
 The revival of regional thinking during the 1990s involves several factors. It is partly a 
legacy of the earlier notions of scientific and rational planning as envisioned by the earlier 
advocates. It is also the result of a new wave of environmentalism and opposition to urban 
sprawl. But it primarily a creature of hard-headed pragmatism -- partly the response of business 
leaders, municipal officials and others to the demographic changes, fiscal limits, and 
bureaucratic inefficiencies that have made it difficult if not impossible to govern cities 
effectively and partly the growing realization of suburbanites that the problems confronting cities 
inevitably spill over and effect suburbs to their detriment. 
 Policy analysts, social scientists, and policy practitioners have begun to examine whether 
(or to what extent) cities and suburbs in the same region are interdependent. Do regions where 
cities and suburbs cooperate do better than regions were they do not? Can suburbs prosper if 
their central cities are plagued with the problems associated with concentrated poverty? Are 
central cities doomed to decay (or reach the "point of no return" in David Rusk's words) if they 
do not work with surrounding suburbs to deconcentrate and reduce poverty?372  
 As a nation, we need to approach economic development, environmental, transportation, 
housing and other problems from a regional perspective. But, with some exceptions, the recent 
history of metropolitan-wide cooperation -- much less metrowide government -- is not 
promising. Efforts to promote affordable housing in suburbs have met with only limited success. 
These efforts are most likely to succeed when housing is part of broader efforts to build urban-
suburban bridges. 
 Federal efforts to impose "metropolitan government" are likely to fail. But federal 
policies to encourage greater metropolitan coordination and coordination are already underway 
and need to be expanded, not only in housing policy, but in other policy areas.373  Because 
HUD is an agency whose mandate primarily involves housing, federal housing programs are 
rarely linked to other key aspects of metropolitan urban life -- transportation, jobs and economic 
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development, the environment, and others. There is growing recognition, however, that housing 
cannot be isolated from these other factors -- for example, the location of subsidized housing and 
the location of jobs influences issues of "spatial mismatch", commuting patterns and 
environmental concerns, and others. This subsection will suggest ways for federal housing policy 
to help states and localities link housing with other factors that shape the economic health and 
quality of life in metropolitan areas. 
 There are many obstacles to greater regional cooperation. The proponents have different 
motives for supporting regionalism and thus support different approaches to regional 
cooperation. Business leaders (particularly those with facilities in different parts of a 
metropolitan area) tend to support regionalism because they believe it is more efficient.374 They 
believe that public services be delivered more cost-effectively if they take advantage of 
economies of scale; also they argue that allowing each municipality to have different regulations, 
fees, zoning laws, and tax rates makes it difficult to do business in a region. (The resistance to 
regionalism is often couched as opposition to "big government"). Environmentalists view 
regionalism primarily in terms of its ability to foster rational planning and to deter ugly and 
costly urban sprawl. This is a version of the efficiency argument, but it focuses on quality-of-life 
issues -- such as pollution, transportation, and land use -- rather than on cost-effectiveness.  In 
contrast, many big-city political leaders and advocates for the poor view regionalism in terms of 
equity and redistribution. For them, greater regional cooperation can promote a broader tax base 
and a more equitable distribution of resources for schools and other public services.  
 All metropolitan regions have elements of cooperation and competition.  The impact of 
metropolitan cooperation will vary depending on the wealth of regions.  For example, tax-base 
sharing in a poor metropolitan area could not achieve the level of per-student school spending 
that could be created within a wealthy metro area.  The huge differences in AFDC spending by 
states was not primarily due to differences in costs of living, but in states' willingness and ability 
to pay.  In the past, federal policies have both widened and narrowed such regional differences.  
The Tennessee Valley Authority, rural electrification, and the creation of national parks 
improved economic conditions in poor rural areas.  Since World War II, military spending has 
advanced the economic well-being of Southern California and Seattle while drawing resources 
out of the industrial Northeast and Midwest.375    
 
Strings and Standards 
 
 Regional cooperation and planning efforts tend to be successful when the federal 
government induces such efforts by using a variety of carrots and sticks -- for example, through 
legislation like the Clean Air Act and ISTEA. Thus, while devolving responsibility for 
implementation of housing programs, the federal government can play an important role in 
encouraging regional cooperation to address metropolitan-wide housing concerns. What kinds of 
strings and standards should the federal government attach to housing subsidy programs? 
 We suggest four key "strings" to make federal housing subsidy programs more efficient 
and effective in achieving the goals discussed earlier. 
 First, administration of federal housing subsidy programs -- including the proposed 
housing allowance, the Housing Development Block Grant, and the management of public 
housing -- should be done on a metropolitan wide basis. This would allow metropolitan housing 
agencies to coordinate the allocation of allowances, the construction and rehabilitation of 
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HDBG-assisted housing, and the renewal of existing subsidized housing projects. Doing so 
would help link housing needs across metropolitan areas rather than permit local housing 
departments to continue their parochial approaches to housing policy. Metropolitan 
administration would also reduce the current wasteful duplication of administrative costs across 
local jurisdictions. HUD already requires states and cities to submit "comprehensive" plans for 
the use of federal housing funds, a process that can be adopted by metropolitan housing agencies. 
(Provision must be made to guarantee that rural areas get their fair share of HDBG funds). 
 This approach is not as radical as it may sound at first. In fact, federal guidelines have 
already shifted oversight of much environmental and transportation policy to the metropolitan 
level. Morever, there are already many metropolitan-wide success stories in the housing field. 
These include, but are not limited to, the Metropolitan Boston Housing Partnership, the BRIDGE 
housing program in the San Francisco Bay area, Common Bond Communities in the Twin Cities, 
and the Montgomery County (Maryland) Housing Opportunities Program. Already, in a number 
of areas, the Section 8 voucher/certificate program is run on a metropolitan-wide basis.376 
Chicago's Gautreaux program is the most well-known, but it is not unique. 
 The reasonable success of metropolitan environmental and transportation programs is 
due, in part, to the federal government using both carrots and sticks to encourage local 
governments to cooperate for their common self-interest. One can imagine many suburban 
jurisdictions balking at a federal requirement that they participate in metropolitan housing plans -
- that is, that they allow some metropolitan agency to allocate federal housing subsidies for low-
income families -- whether vouchers or development of units -- in their jurisdictions. Federal 
threats to withhold housing dollars might be meet with the response, "Keep them. We don't want 
them anyway."  
 One obvious step to address this NIMBY (not-in-my-backyard) syndrome would be to 
require that planning, resource allocation, reporting, and evaluation for all federal domestic grant 
programs -- not only housing -- be undertaken on a metropolitan basis.  This would build on the 
regional approach taken in transportation policy through ISTEA.  These would include 
workforce development (i.e. training and job placement), welfare reform (i.e. job search for 
employable recipients), and land use planning, and public works and infrastructure 
investments.377   
 Second, HUD should promote mixed income housing developments and economically 
integrated neighborhoods. The housing allowance program is intended to provide low-income 
families with opportunities to rent apartments and houses in middle-class neighborhoods. The 
Housing Development Block Grant should be used solely to assist developments (whether new 
construction or rehabilitation) that are mixed-income and small enough to blend into existing 
neighborhoods. Current housing policy (such as the Low Income Housing Tax Credit) makes it 
difficult to create mixed-income developments or turn existing low-income projects into more 
liveable mixed-income developments. Canada has done this successfully on a large scale, as did 
England's council housing. We now have sufficient experience with mixed-income housing to 
understand that it can work if developments are well-designed, properly marketed, and well-
managed.378 "Mixed income" should not mean the very rich and the very poor, but households 
across the income spectrum. HUD should limit the percentage of poor persons in each 
development to no more than one-half, preferably less.  Well-designed, well-managed mixed-
income developments will ensure that low-income families have opportunities to live in suburbs, 
and that middle-income family help rebuild central city and inner-ring suburban neighborhood.  
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 Third, HUD should eventually do business exclusively with nonprofit, community-based 
organizations or with public-private-community partnerships. In the past few years, an increasing 
proportion of the major federal programs have been allocated to nonprofit housing groups. HUD 
should make the nonprofit sector the major delivery system for the creation of affordable 
housing. This may not be possible at first, because of the uneven capacity of the nonprofit sector 
across the country. Currently nonprofit groups sponsor only about 40,000 housing units a year 
nationwide -- a far cry from the numbers that would be made possible by the proposed HDBG. 
Thus, as discussed below, HUD needs to focus attention on expanding the nonprofit sector's 
development and management capacity. Moreover, the nonprofit sector needs to be part of a 
metropolitan agenda. The federal government can help -- through grants to intermediaries -- the 
CDC/nonprofit sector extend its efforts so that it can produce housing in suburban as well as 
inner-city areas.379 The U.S. can learn lessons from Canada and England, where the nonprofit 
sector already operates on a regional basis.380  
 Finally, to make metropolitan coordination of housing programs effective, HUD needs to 
promote "freedom of choice" for housing consumers. Only a coordinate, metropolitan area-wide 
approach can accomplish this.381 This means enforcement laws against racial discrimination and 
uses its authority to limit suburban exclusionary zoning. Metropolitan housing agencies would be 
responsible for removing obstacles such as suburban snob zoning and overt racial discrimination. 
Suburban communities that continue to exercise "snob zoning" would be penalized, but those 
that remove zoning obstacles would be reward. Federal aid to states, municipalities, and regional 
agencies -- education, transportation, and other assistance, not simply housing subsidies -- can be 
made contingent on their cooperation in addressing fair housing and snob zoning matters. HUD 
would have to vigorously monitor and enforce anti-discrimination laws in lending, insurance, 
renting, and home sales. Moreover, the increasing concentration of the financial services industry 
-- a handful of firms will soon dominate the sector382 -- requires Congress to change the 
Community Reinvestment Act to allow national and regional groups to monitor bank lending 
practices and for federal bank regulators to look at how large national and regional banks operate 
across several metropolitan areas and states. 
 
Broadening the Housing Constituency 
 
 The hard truth is that the nation's housing crisis is still a marginal issue. For example, 
when journalists for major national newspapers and news magazines write about key domestic 
problems -- or where the major candidates stood on the major issues -- the list always includes 
the economy, crime, the environment, welfare, and education. With a few exceptions, however, 
they rarely include the nation's housing problems. Few daily newspapers even have a full-time 
reporter (outside the real estate section) assigned to cover housing issues. When housing 
manages to make the news, it is typically about problems like homeless and mismanagement of 
public housing, rather than about successful programs and possible policy solutions. Why isn't 
the housing crisis on the political agenda? What can we do to put it there? 
 Housing's low political visibility wasn't always the case. After World War II, federal 
housing policy had a broad political constituency: young families who wanted to buy homes, 
developers who wanted to build them, brokers and lenders who wanted to help them buy, and 
labor unions whose members wanted to buy homes and construct them. So long as federal policy 
helped the blue-collar working class achieve the middle-class American dream of home 
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ownership, it was politically acceptable for Washington to build public housing for the poor as a 
temporary way-station on the road to upward mobility  
 During the past decade, housing problems and policy have been high-profile issues 
during election campaigns. In general, housing concerns -- home ownership, homelessness, 
urban slums, the importance of housing to the nation's economy, or the fate of HUD -- were not 
part of the basic campaign rhetoric. In 1996, President Clinton discussed his goal of increasing 
the home ownership rate to two-thirds of all households by the year 2000 and Bob Dole used 
public housing as a metaphor for the failure of activist government. (Indeed, the GOP platform 
called for the elimination of HUD.) Otherwise, however, neither candidate discussed housing 
matters in his basic stump speech. Nor did housing issues surface in the Congressional or Senate 
races. Incumbents' votes on major housing bills, or candidates' views on housing policy were not 
key win-or-lose issues in any but a few races. 
 When housing policy does get on the political screen, it revolves around HUD, which 
these days hardly anyone can be found to defend. "Politically, HUD is about as popular as 
smallpox," reported the Washington Post.383 This is due, in part, to widely-held stereotypes 
about public housing.7 In a speech before the National Association of Realtors in April, Dole 
labeled public housing "one of the last bastions of socialism in the world" and said that local 
housing authorities have become ``landlords of misery." A few weeks later, Rep. Rick Lazio (R-
N.Y.), chair of the House subcommittee on housing, attacked "the hulks of failure that 
characterize high-rise public housing." A variety of conservative pundits and Republican 
politicians opposed the new ``Moving to Opportunity'' program -- the small pilot program to help 
the ghetto poor find apartments in better neighborhoods -- as "social engineering." Gingrich told 
the Washington Post, "You could abolish HUD tomorrow morning and improve life in most of 
America."384 
 Housing policy, especially for the poor, promises to be one of the key battlegrounds in 
the great clash between the forces of reform and of counterrevolution in America today, but the 
debate is taking place quietly, beneath the political surface. That's because the political 
constituency for housing policy is weak and fragmented. Indeed, House Speaker Newt Gingrich 
was candid about the reasons for HUD's vulnerability. Its "weak political constituency," he told 
the Washington Post in December 1994, "makes it a prime candidate for cuts." 
 Change is needed. Much of what is under attack should be cut. HUD is too top-heavy, 
inflexible, and bureaucratic. Its programs sometimes are poorly run. Some HUD policies do 
promote the concentration of poor people in urban ghettos. But HUD has had many success 
stories that warrant continuation and expansion. If housing programs are simply cut -- rather than 
transformed -- then the trends toward increased homelessness and declining home ownership will 
only get worse. 
 Equally important, we should recognize that reform of the nation's housing policy must 
go beyond simply reforming HUD. As we've noted, HUD constitutes only a small part of the 
federal government's housing policies.  
 Indeed, HUD is an easy target. It is typically identified with public housing projects, big 
cities, and the welfare poor. Under Reagan and Bush, HUD also became identified with 
mismanagement and corruption. As a result, most people now believe that federal low-income 
housing programs reward a combination of government bureaucrats, politically connected 
developers, and people who engage in anti-social or self-destructive behavior. So conservatives 
get to look like good-government reformers, even as they throw out the housing baby with the 



 84

HUD bathwater. 
 For the most part, HUD's current constituency is composed primarily of those who have a 
direct stake in housing the poor: big-city mayors and local government housing bureaucrats; 
private housing developers, landlords and speculators; and poor people and their advocacy 
organizations. These groups are politically weak, fragmented, and generally viewed unfavorably. 
 The mayors and housing bureaucrats depend on HUD funding and programs. Their lobby 
groups include the National Association of Housing and Redevelopment Officials, the American 
Planning Association, the Council of Large Public Housing Authorities, the National League of 
Cities, and the U.S. Conference of Mayors. This "urban lobby" has been steadily losing clout for 
years, as cities have come to represent a smaller portion of the overall electorate, and as national 
PACs have replaced city-based political machines as the keys to winning urban seats in 
Congress. 
 HUD's private sector constituency includes the landlords, developers, real estate lawyers, 
and others who own and manage the existing inventory of HUD-assisted housing. Their lobby 
groups include the National Leased Housing Association, the National Multi Housing Council, 
National Housing Partnership, National Association of HUD Management Agents, the National 
Housing Conference, and occasionally the National Association of Realtors and the National 
Association of Home Builders. Since HUD began, politically connected developers have fed at 
its trough of lucrative subsidies and mortgage insurance. The Reagan administration was simply 
more blatant about it and abused the system. The HUD scandals during the Reagan era 
confirmed the public's skepticism about federal housing programs as rip-offs. 
 The advocacy groups -- including organizations like the National Coalition for the 
Homeless, the National Low-Income Housing Coalition, the National Community Reinvestment 
Coalition, and the National Congress for Community Economic Development -- are often 
referred to as the "housing advocates" by their friends and as ``do gooders'' (or worse) by 
skeptics and enemies.  Funded primarily by liberal foundations, these forces gained momentum 
durng the 1980s as a result of the growing visibility of homelessness, and they sought to address 
wider housing problems. This fledgling grassroots housing movement was composed of tenant 
groups, homeless advocacy and self-help organizations, fair housing and fair lending groups, 
church-based institutions, community-based nonprofit developers, and neighborhood 
associations. They spent much of the 1980s and 1990s working -— primarily on the local and 
state levels -— to plug some of the gaps left by the federal government’s withdrawal from 
housing programs They were part of a remarkable resurgence of citizen activism in urban 
neighborhoods, involving thousands of neighborhood organizations engaged in a wide range of 
community improvement efforts.385 During the past 15 years, the number of local and state 
housing groups mushroomed, and they scored many victories. But their work was primarily 
defensive -— brushfire battles to keep things from getting worse. Their overall impact in terms 
of preventing displacement and improving the day-to-day housing conditions for America’s poor 
and working families and elderly citizens was relatively small. The reason is not hard to fathom: 
The fiscal problems of cities and states make it increasingly difficult to squeeze housing 
resources out of mayors, city councils, county supervisors, governors, and state legislatures. 
These public interest organizations occasionally activate their loose networks of local housing 
activists (tenant groups, homeless shelters, community and church organizations, non-profit 
developers) to protect or expand federal housing programs for the poor. A few networks, like 
ACORN, National People's Action, and the Industrial Areas Foundation, are tighter national 
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federations with the capacity to mobilize their member groups around both local and national 
issues. These advocacy groups have had some success in protecting and even improving HUD 
programs, but they mostly put their fingers in the dike. They do not add up to a strong force for 
progressive housing policy, because there is little grassroots mobilization to provide these  
"lobbyists for the people'' with adequate support to put their issues on the agenda and get them 
passed in Congress." 
 Moreover, the various segments of the housing constituency often work at cross 
purposes, each lobbying for its own specific piece of the HUD pie, weakening the overall impact 
of their efforts and undermining the likelihood of building broad support for federal housing 
programs. 
 Government housing policy is now defined by its narrow constituency. It is viewed as a 
narrow "special interest" rather than as part of the broad social contract. It is viewed primarily as 
a "social welfare" issue rather than as a key component of the nation's economic well-being.386 
The key to solving our nation's housing crisis is to expand and strengthen the constituency for a 
progressive national housing policy that can link the needs of the poor and the concerns of the 
middle class. Doing so requires strengthening the organizations that can mobilize their 
constituencies and, equally important, coordinating these organizational efforts into a coherent 
strategy that can make an impact on public opinion and public policy. 
 Key social and economic sectors with broad agendas and key constituencies have not, for 
the most part, focused their attention on housing concerns. The business community is 
conspicuously absent. For example, at the national level, mainstream business groups -- the U.S. 
Chamber of Commerce, the Business Roundtable, trade associations, and others -- sit on the 
sidelines when it comes to HUD and housing policy. With some exceptions, few business leaders 
view housing as a key component of a healthy business climate -- or, if they do, they do not 
mobilize to do anything about it. In a few cities, such as Boston, San Francisco, and Cleveland, 
business leaders representing major employers have participated in public-private-community 
partnerships to create affordable housing by expanding the capacity of community-based 
agencies. But these cities are the exceptions.387 
 Since the 1970s, labor unions have not been a major voice for federal housing policy. 
Part of the reason is the labor movement's declining membership and lost political clout. On the 
housing front, a number of unions (including the bricklayers' and the hotel workers') have 
mobilized their members around housing issues. In the past decade, the AFL-CIO began 
investing some of its pension fund in HUD-subsidized projects. Recent changes in leadership and 
strategy may revitalize the union movement in terms of overall membership and political 
influence, but it is not yet a significant force in the housing policy arena. 
 The policy approach outlined above would help rebuild the political constituency for 
federal housing policy. The housing agenda has always made the most headway when the 
concerns of the poor and the middle class were joined. In the Progressive era, that meant 
improving health standards for tenements for immigrant workers in the teeming slums, as well as 
building apartment houses for the middle class. In the Depression and the postwar years, it meant 
building subsidized housing for the working class and shoring up home ownership for the middle 
class. 
 Today that common interest means rebuilding communities, not just housing, and 
restoring the dream of home ownership for millions of Americans who can longer afford one. 
This will require changing the way we talk about housing, changing the narrow way we target 
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federal housing subsidies, and changing the way we organize politically. 
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Tables and Charts 
 

TABLE 1 
Federal Housing Subsidies, 1997 

($ billions) 
 

Direct Housing Subsidies  
U.S. Department of Housing and Urban Development $12.0
U.S. Department of Agriculture 3.5
U.S. Department of Health of Human Services 6.5
U.S. Department of Defense 9.6

Subtotal $31.6
Indirect Housing Subsidies (Tax Expenditures) 

Homeowner Subsidies 
     Deductibility of mortgage interest on owner-occupied residences $53.1
     Deductibility of property tax on owner-occupied residences 16.8
     Deferral of capital gains on sales of principal residence 15.0
     Exclusion of capital gains on sales of principal residences for persons age     
55 or over ($125,000 exclusion) 

6.7

Investor Subsidies 
     Exclusion of interest on state and local government bonds for owner-            
occupied housing 

2.5

     Exclusion of interest on state and local government bonds for rental 
     housing 

1.2

     Exclusion of interest on state and local debt for veterans housing  0.1
     Investment credit for rehabilitation of structures 0.1
     Depreciation of rental housing in excess of alternative depreciation 
     system 

1.3

     Low income housing tax credit 2.9
     Deferral of income from post-1987 installment sales 1.0
     Exemption from passive loss rules for $25,000 of rental loss 3.7

Subtotal $104.4
TOTAL $136.0

Source: The RHS Housing Program in Fiscal Year 1997; Newman and Schnare, 1994; Analytic 
Perspectives,  Budget of the U.S., FY1997TABLE1.898 
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TABLE 2 
 

Federal Housing Subsidies by Program Category 1978-1997 
(current dollars - in millions) 

 
Year Homeowne

r Subsidies 
Investor 
Subsidies 
(except 
LIHTC) 

 

LIHTC Departmen
t of 

Agricultur
e 

HUD Departmen
t of 

Defense 

AFDC 
(30%) 

1978 10,655 770 3,761 32,169 3,547 3,177
1979 16,285 1,960 4,286 25,123 3,679 3,233
1980 22,250 2,350 4,220 27,435 4,007 3,586
1981 30,960 3,410 3,941 26,022 6,674 3,853
1982 36,330 3,130 3,883 14,766 7,806 3,857
1983 37,970 3,650 3,105 10,001 6,448 4,082
1984 36,480 3,775 2,919 11,425 6,897 4,311
1985 39,305 3,655 2,923 11,071 7,512 4,374
1986 41,415 4,155 2,036 10,032 7,986 4,570
1987 39,310 6,465 155 2,039 8,979 8,240 4,896
1988 51,945 6,375 265 2,168 8,592 8,484 4,998
1989 50,695 6,960 650 2,172 8,879 8,866 5,226
1990 67,910 12,210 700 2,252 10,557 9,266 5,561
1991 67,610 15,810 810 2,281 19,239 9,695 6,106
1992 71,155 14,635 1,060 2,628 16,883 9,188 6,672
1993 81,190 12,195 1,555 3,641 18,466 9,104 6,685
1994 85,985 12,100 1,935 3,618 18,414 8,927 6,839
1995 89,680 10,525 2,260 2,812 11,840 9,154 6,609
1996 88,165 10,155 2,610 3,347 13,229 9,477 6,335
1997 91,740 9,930 2,945 3,538 12,020 9,665 6,492
TOTAL 1,057,035 144,215 14,945 61,570 315,142 154,622 101,462
 
 
 

TABLE2.898 
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TABLE 3 
Federal Housing Subsidies by Program Category 1978-1997 

(1997 dollars - in millions) 
 
 

Year Homeowne
r Subsidies 

Investor 
Subsidies 
(except 
LIHTC) 

 

LIHTC Departmen
t of 

Agricultur
e 

HUD Departmen
t of 

Defense 

AFDC 
(30%) 

1978 23,891 1,727 8,433 72,131 7,953 7,124
1979 33,725 4,059 8,876 52,027 7,619 6,695
1980 42,316 4,469 8,026 52,176 7,621 6,820
1981 53,600 5,904 6,823 45,051 11,554 6,671
1982 58,747 5,061 6,279 23,877 12,623 6,237
1983 58,688 5,642 4,799 15,458 9,966 6,309
1984 54,287 5,618 4,344 17,002 10,264 6,415
1985 56,543 5,258 4,205 15,926 10,806 6,292
1986 57,930 5,812 2,848 14,032 11,170 6,392
1987 53,440 8,789 211 2,772 12,207 11,202 6,656
1988 68,247 8,376 348 2,848 11,288 11,147 6,567
1989 63,902 8,773 819 2,738 11,192 11,176 6,587
1990 82,192 14,778 847 2,726 12,777 11,215 6,731
1991 78,460 18,347 940 2,647 22,326 11,251 7,086
1992 80,220 16,499 1,195 2,963 19,034 10,359 7,522
1993 89,179 13,395 1,708 3,999 20,283 10,000 7,343
1994 92,218 12,977 2,075 3,880 19,749 9,574 7,335
1995 93,772 11,005 2,363 2,940 12,380 9,572 6,911
1996 90,107 10,379 2,667 3,421 13,520 9,686 6,475
1997 91,740 9,930 2,945 3,538 12,020 9,665 6,492
TOTAL 1,323,204 176,798 16,118 89,105 461,868 204,423 134,660
 
 
 

TABLE2 
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TABLE 4 
Federal Tax Expenditures for Housing 1978-1997 

(current dollars - in millions) 

1978 1979 1980 1981 1982 1983 1984 1985 1986 1
ESTOR DEDUCTIONS (excluding LIHTC)  
usion of interest on state and local housing 
s 

540 810  

usion of interest on state and local housing 
s for owner occupied housing 

840 1,020 1,185 1,885 1,670 1,985

usion of interest on state and local housing 
s for rental housing 

430 500 580 895 865 945

erated depreciation of rental housing  715 800 875
ption from passive loss rules for $25,000 of 
l losses 

 

eciation on buildings in excess of straight 
rental housing 

370 360 350 410  

ing rehabilitations: 5-year amortization 15 15 15 25 45 60 70 75 75
tment credit for rehabilitation of structures 65  

usion of interest on state and local debt for 
ans housing 

385 980 1,175 1,705 1,565 1,825 210 245 275

SUBTOTAL 770 1,960 2,350 3,410 3,130 3,650 3,775 3,655 4,155
DIT FOR LOW-INCOME HOUSING 

ESTMENTS 
TC) 

 

SUBTOTAL  
MEOWNER DEDUCTIONS  

ctibility of mortgage interest on owner-
pied homes 

4,985 8,225 12,505 19,805 23,275 25,255 23,280 25,140 27,180 2

ctibility of property tax on owner-occupied 
s 

4,665 5,920 7,740 8,915 9,945 8,810 8,880 9,815 10,145

ral of capital gains on homes sales 935 1,125 1,010 1,110 1,640 2,225 2,370 2,485 2,570
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1978 1979 1980 1981 1982 1983 1984 1985 1986 1
usion of capital gains on homes sales for 
ns age 55 and over 

225 535 590 635 765 1,040 1,120 1,275

usion of capital gains on homes sales for 
ns age 65 and over 

70 75  

ential energy credits 715 460 540 835 915 910 745 245
SUBTOTAL 10,655 16,285 22,250 30,960 36,330 37,970 36,480 39,305 41,415 3

TOTAL 11,425 18,245 24,600 34,370 39,460 41,620 40,255 42,960 45,570 4

Federal Tax Expenditures for Housing 1978-1997 
(current dollars - in millions) 
1988 1989 1990 1991 1992 1993 1994 1995 1996 

STOR DEDUCTIONS (excluding LIHTC)  
ion of interest on state and local housing  

ion of interest on state and local housing 
for owner occupied housing 

2,375 2,360 2,045 1,980 2,745 2,460 2,540 2,525 2,600

ion of interest on state and local housing 
for rental housing 

1,650 1,630 1,420 1,225 1,490 1,425 1,395 1,325 1,250

rated depreciation of rental housing 110 540 2,230 1,495 1,325 1,190 1,085 1,285 1,170
tion from passive loss rules for $25,000 of 
losses 

1,580 1,370 5,475 10,020 7,995 6,070 5,945 4,255 3,985

ciation on buildings in excess of straight 
ental housing 

 

ng rehabilitations: 5-year amortization 45 40 10  
ment credit for rehabilitation of structures 95 90 90 80 80
ion of interest on state and local debt for 
ns housing 

355 350 295 315 200 140 130 120 115

al of income from post-1987 installment 260 670 735 775 785 820 915 935 955

SUBTOTAL 6,375 6,960 12,210 15,810 14,635 12,195 12,100 10,525 10,155
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1988 1989 1990 1991 1992 1993 1994 1995 1996 
IT FOR LOW-INCOME HOUSING 

STMENTS 
C) 

265 650 700 810 1,060 1,555 1,935 2,260 2,610

SUBTOTAL 265 650 700 810 1,060 1,555 1,935 2,260 2,610
EOWNER DEDUCTIONS  
tibility of mortgage interest on owner-
ed homes 

33,675 32,180 39,785 39,575 42,000 48,705 51,835 51,270 50,575

tibility of property tax on owner-occupied 10,100 10,410 11,240 10,490 11,610 13,055 13,865 14,845 16,070

al of capital gains on homes sales 4,435 3,910 12,635 13,265 13,265 13,265 13,925 17,140 14,605
ion of capital gains on homes sales for 
s age 55 and over 

3,730 4,195 4,250 4,280 4,280 6,165 6,360 6,425 6,915

ion of capital gains on homes sales for 
s age 65 and over 

 

ntial energy credits 5  
SUBTOTAL 51,945 50,695 67,910 67,610 71,155 81,190 85,985 89,680 88,165

TOTAL 58,585 58,305 80,820 84,230 86,850 94,940 100,020 102,465 100,930
 

TABLE 5 
Distribution of Tax Benefits for Mortgage Interest 

FY 1995 
 

Income 
Thousands) 

Number of 
Returns 

(Thousands) 

% of all 
Returns 

Number of 
Returns taking 

Mortgage 
Interest 

Deduction 
(Thousands) 

% of all 
Returns in 

Income 
Category 

(Thousands) 
 

Value of 
Mortgage 
Interest 

Deductions 
(Millions) 

% of Value of 
all Mortgage 

Interest 
Deductions 

Average Va
per Return 

those takin
Mortgage
Interest 

Deduction
 

der $10 22,750 17.36 29 -- $       -- -- $   -- 
0-20 25,752 19.65 420 1.6 173 -- 412 
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0-30 20,735 15.82 1,364 6.6 685 1.17 502 
0-40 16,649 12.70 2,661 16.0 1,919 3.29 721 
0-50 12,208 9.31 3,436 28.1 3,270 5.60 952 
0-75 17,703 13.51 8,516 48.1 11,005 18.86 1,292 
-100 7,817 5.96 5,590 71.5 12,253 21.00 2,192 

00-200 5,833 4.45 4,540 77.8 16,359 28.04 3,603 
00 & over 1,568 1.20 1,293 82.5 12,624 21.64 9,763 
TAL 131,015  27,849 21.3 58,335   

urce: Calculated from data provided in “Estimates of Federal Tax Expenditures for Fiscal Years 1996-2000,” Washington
C.: Joint Committee on Taxation, U.S. Congress, September 1, 1995). 

 
 

TABLE 6 
Distribution of Tax Benefits for Real Estate Property Tax Deduction 

FY 1995 

Income 
Thousands) 

Number of 
Returns 

(Thousands) 

% of all 
Returns 

Number of 
Returns taking 

Real Estate 
Property Tax 

Deduction 
(Thousands) 

% of all 
Returns in 

Income 
Category 

(Thousands) 
 

Value of  
Real Estate 

Property Tax 
Deductions 
(Millions) 

% of Value of 
all Real Estate 
Property Tax 
Deductions 

Average Va
per Return 

those takin
Real Estat

Property T
Deduction

 
der $10 22,750 17.36 14 -- $       1 -- $      71 
0-20 25,752 19.65 358 1.4 45 -- 125 
0-30 20,735 15.82 1,339 6.4 207 1.45 154 
0-40 16,649 12.70 2,628 15.8 526 3.70 200 
0-50 12,208 9.31 3,486 28.5 868 6.10 249 
0-75 17,703 13.51 8,712 49.2 2,895 20.35 332 
-100 7,817 5.96 5,668 72.5 3,112 21.87 549 

00-200 5,833 4.45 4,812 82.5 4,032 28.33 838 
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00 & over 1,568 1.20 1,275 81.3 2,543 17.87 1,994 
TAL 131,015  28,292 21.6 $14,228   

urce: Calculated from data provided in “Estimates of Federal Tax Expenditures for Fiscal Years 1996-2000,” Washington
C.: Joint Committee on Taxation, U.S. Congress, September 1, 1995). 

TABLE 7 
Distribution of Federal Low Income Assisted Housing 

by Program Type 
 

Program Type Number Percentage 
Certificates and Vouchers 1,425,000 24% 
Public Housing 1,250,000 21% 
State 198,684 3% 
RHS 512,797 9% 
LIHTC 495,274 8% 
Other HUD-Assisted 2,118,826 35% 
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TABLE 8 
Characteristics of Federal Assisted Low Income Housing 

 
 Public 

Housing 
Private 

Developments
Certificates 

and Vouchers
Welfare 

Households 
All Rental 

Units 
By % of minority in 

Census Tract 
     

<10 percent 21.4 42.2 44.3 41.1 47.6 
10-20 percent 16.5 22.1 23.0 19.9 25.9 
30-49 percent 11.3 10.2 11.7 10.7 9.7 
50-79 percent 13.3 10.4 11.1 10.6 7.5 
>80 percent 37.6 15.1 9.9 17.8 9.4 
By poverty rate in 

Census Tract 
     

<10 percent 7.5 27.4 27.5 25.3 42.1 
10-29 percent 38.9 50.7 57.8 51.0 45.4 
30-39 percent 17.1 11.5 9.5 12.1 6.8 
> 40 percent 36.5 10.4 5.3 11.6 5.7 
By median income 

in Census Tract 
     

<$10,000 25.6 6.9 2.3 6.0 2.9 
$10,000-$19,999 43.1 29.9 30.1 32.9 20.5 
$20,000-$29,999 22.8 36.1 41.5 36.1 37.0 
>$30,000 8.6 27.2 26.1 25.1 39.6 

By Region      
Northwest 31.0 24.8 21.5  22.2 
Midwest 20.6 27.2 22.0  21.6 
South 39.4 32.8 33.3  32.6 
West 8.9 15.1 23.2  23.6 

By Location type      
Central city 61.4 46.9 45.3  45.4 
Suburb 19.2 32.8 33.8  37.7 



 

 
 
 96 

Nonmetro area 19.5 20.3 21.0  16.9  
Public 

HousingPrivat
e 

Developments
Certificates 

and 
VouchersWelf

are 
HouseholdsAll 

Rental 
Units 

By median monthly 
rent in Census 

Tract 

     

<$200 42.6 15.5 11.7 21.5 9.8 
$200-$299 30.6 30.2 32.5 30.0 22.5 
$300-$399 15.1 27.1 25.3 21.4 24.8 
$400-$499 7.2 14.7 14.5 13.2 19.2 
<$500 4.5 12.4 16.1 14.0 23.7 

By % of Assisted 
Housing in Census 

Tract 

     

<10 percent 24.4 41.3 79.7 78.6 83.0 
10-29 percent 31.7 36.6 16.9 14.8 12.8 
30-49 percent 15.8 9.5 2.4 3.4 2.4 
>50 percent 28.1 11.6 1.0 3.2 1.8 
 
Source: Sandra J. Newman and Ann B. Schnare, "...And a Suitable Living Environment": The 
Failure of Housing Programs to Deliver on Neighborhood Quality," Housing Policy Debate, Vol. 
8, Issue 4, 1997. 
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TABLE 9 
Housing Subsidy Levels of States and HUD 1978-1996 

(current dollars, in millions) 
 

YEAR STATES HUD 
1978 262 32,169 
1979 319 25,123 
1980 388 27,435 
1981 402 26,022 
1982 380 14,766 
1983 275 10,001 
1984 268 11,425 
1985 250 11,071 
1986 348 10,032 
1987 503 8,979 
1988 826 8,592 
1989 1,181 8,879 
1990 1,356 10,557 
1991 1,246 19,239 
1992 1,167 16,883 
1993 1,206 18,466 
1994 1,244 18,414 
1995 1,246 11,840 
1996 1,460 13,229 

 
Source: U.S. Bureau of the Census, Government Finances Report, annual reports 1978-1996; 
1998 Green Book 
  
 

TABLE7.89 
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TABLE 10 
Housing Subsidy Levels of States and HUD 1978-1996 

(1997 dollars, in millions) 
 

YEAR STATES HUD 
1978 587 72,131 
1979 661 52,027 
1980 738 52,176 
1981 696 45,051 
1982 614 23,877 
1983 425 15,458 
1984 399 17,002 
1985 360 15,926 
1986 487 14,032 
1987 684 12,207 
1988 1,085 11,288 
1989 1,489 11,192 
1990 1,641 12,777 
1991 1,446 22,326 
1992 1,316 19,034 
1993 1,325 20,283 
1994 1,334 19,749 
1995 1,303 12,380 
1996 1,492 13,520 

 
Source: U.S. Bureau of the Census, Government Finances Report, annual reports 1978-1996; 
1998 Green Book 
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factors as family size, age, or regional differences in incomes and housing costs. They are meant 
simply to provide a frame of reference to explore the broad contours of America's housing 
dilemmas. For more precise discussion and data, see: Money Income in the United States: 1996, 
Washington, D.C.: Bureau of the Census, Current Population Reports, September 1997; 
Lawrence Mishel, Jared Bernstein, and John Schmitt, The State of Working America 1996-1997, 
Washington, D.C.: Economic Policy Institute, 1996; Lynette Rawlings, Poverty and Income 
Trends: 1996, Washington, D.C.: Center on Budget and Policy Priorities, March 1998; Andrew 
Hacker, Money: Who Has How Much and Why, New York: Simon and Schuster, 1997; Melvin 
Oliver and Thomas Shapiro, Black Wealth/White Wealth: A New Perspective on Racial 
Inequality, New York: Routledge, 1995; Patricia Ruggles, Drawing the Line: Alternative Poverty 
Measures and Their Implications for Public Policy, Washington, D.C.: Urban Institute Press, 
1990; Sar Levitan, Frank Gallo and Isaac Shapiro, Working But Poor, revised edition, Baltimore: 
Johns Hopkins University Press, 1993; John Schwarz and Thomas Volgy, The Forgotten 
Americas: Thirty Million Working Poor in the Land of Opportunity, New York: W.W. Norton, 
1992; John Schwarz, Illusions of Opportunity, W.W. Norton, 1997. 

3 Christopher Jencks, "The Hidden Paradox of Welfare Reform: Why Single Mothers May Earn 
More But do Worse," American Prospect, May/June 1997; Kathryn Edin and Laura Lein, 
Making Ends Meet: How Single Mothers Survive Welfare and Low-Wage Work, New York: 
Russell Sage Foundation, 1997.  

4 This does not include the cost of land or any parking facilities. It assumes a building without an 
elevator and minimal amenities. It assumes a 30-year fixed-rate mortgage at 8 1/2 percent 
interest rate. It assumes about $585/month for debt service (to pay off the mortgage) and 
$250/month for maintenance, repairs and property taxes. Some might argue that the solution to 
the high cost of housing is to relax standards in order to provide the poor with housing. This 
would mean building smaller units and using less expensive materials (including mobile homes) 
to do so. In some cases, this may make sense, but it would lead to a downward cycle of housing 
quality standards in general. Some may also view it as discriminatory toward the poor. 

5 Leatha Lamison-White, Poverty in the United States: 1996, Washington, D.C.: Bureau of the 
Census, Current Population Reports, P60-198, September 1997.  

6 See Theodore Koebel, "Housing Conditions of Low-Income Families in the Private, Unassisted 
Housing Market in the United States," Housing Studies, Vol. 12, No. 2, April 1997. 

7 Using a random telephone survey in 1990, one study estimated that 7.4 percent of adults (13.5 
million people) in the United States had been literally homeless (sleeping in shelters, abandoned 
buildings, bus and train stations, etc.) at some point in their lives and that 3.1 percent of adults 
(5.7 million people) were literally homeless at some time in the previous five-year (1985-1990) 
period. See Bruce Link, Ezra Susser, Ann Stueve, Jo Phelan, Robert Moore, and Elmer 
Struening, "Lifetime and Five-Year Prevalence of Homelessness in the United States," American 
Journal of Public Health, Vol. 84, No. 12, December 1994: 1907-12.  



 

 
 
 

100 

                                                                                                                                                             
8 For more on this debate, see John D. Donahue, Disunited States: What's At Stake as 
Washington Fades and the States Take the Lead?, New York: Basic Books, 1997; and Paul 
Peterson, The Price of Federalism, Washington, D.C.: Brookings Institution, 1995.  

9 Kenneth J. Cooper, "Gingrich Pledges a Major Package of Spending Cuts Early Next Year," 
Washington Post, December 13, 1994, p. A1. 

10 Regulations, too, have economic costs, both in terms of the bureaucracies created to 
administer them and their impact on the price (as well as the quality and location) of housing.  

11 Lawrence M. Friedman, Government and Slum Housing: A Century of Frustration, Chicago: 
Rand McNally & Company, 1968; R. Allen Hays, The Federal Government and Urban Housing, 
2d ed. Albany: SUNY Press, 1995; Peter Marcuse, "Housing Policy and the Myth of the 
Benevolent State," in Critical Perspectives on Housing, edited by Rachel Bratt, Chester Hartman, 
and Ann Meyerson, Philadelphia: Temple University Press, 1986; H. Peter Oberlander and Evan 
Newbrun, "Catherine Bauer: Ahead of Her Time," Planning, Vol. 61, No. 5, May 1995; 
Gwendolyn Wright, Building the Dream: A Social History of Housing in America, Cambridge, 
MA: MIT Press, 1981; Roy Lubove, The Progressives and the Slums: Tenement House Reform 
in New York City, 1890-1917, Pittsburgh: University of Pittsburgh Press, 1962. 

12 Federal housing policy is characterized by its internal inconsistencies, as well as its "stop 
and go" nature, and its lack of coordination among the many agencies involved. Federal 
government housing programs have served to shape macro-economic, social welfare, and 
community development policies, among others. Different policies have worked at cross 
purposes.  Their intended and often unintended effects have often been contradictory. These 
policy goals include: 

 1. Expanding homeownership, particularly among the middle-class -- primarily in the 
suburbs, which undermines the vitality of cities; 

 2. Improving inner city low-income neighborhoods, either by providing better housing 
for existing residents or by attracting new (often more affluent) residents -- and creating higher 
housing costs that may displace poor and minority families; 

 3. Revitalizing cities, focusing on downtown business districts -- and in the process 
destroying low income housing and working class neighborhoods;  

 4. Providing the poor with decent low-cost housing -- and isolating them in poorly 
designed and managed public and subsidized housing projects; 

  5. Reducing racial segregation by increasing opportunities for minorities to live in 
predominantly white residential areas -- but discriminating against minorities in the 
implementation of Federal Housing Administration (FHA) insurance programs and by failing to 
enforce the Community Reinvestment Act (CRA); and 

 6. Creating jobs and stimulating the economy in times of economic recession while 
driving up interest rates, and therefore depressing new housing starts, during periods of inflation. 

 



 

 
 
 

101 

                                                                                                                                                             
13 This reflects an interest rate of 8.9 percent in 1976 and 7.7 percent in 1996. See "The 
Affordability Gap," National Association of Homebuilders. (http://www.nahb.gap.html). 

14 In 1991, 91.2 percent of renter households (including 86.7 percent of married couples) could 
not afford to buy the median-price house in the region where they lived. Fronczek, Peter J., and 
Howard A. Savage, Who Can Afford to Buy a House in 1991?, Washington, DC: Bureau of the 
Census. July 1993. 

15 The State of the Nation's Housing: 1998, Cambridge, MA: Harvard University Joint Center 
for Housing Studies, 1998. 

16 Douglas D. Evanoff and Lewis M. Segal, "CRA and Fair Lending Regulations: Resulting 
Trends in Mortgage Lending," Economic Perspectives, Vol. 20, Issue 6, November/December 
1996, pp. 19-46. 

17 Lewis M. Segal and Daniel G. Sullivan, "Trends in Homeownership: Race, Demographics, 
and Income," Economic Perspectives, Vol. 12, Issue 2, Second Quarter 1998, p. 54.  

18 Segal and Sullivan, p. 54. 

19 Segal and Sullivan, p. 68. 

20 Jennifer Daskal, In Search of Shelter: The Growing Shortage of Affordable Rental Housing, 
Washington: Center on Budget and Policy Priorities, June 1998. 

21 The State of the Nation's Housing: 1998, p. 8. 

22 The State of the Nation's Housing: 1997, p. 17. 

23 Segal and Sullivan, p. 68. 

24 The State of the Nation's Housing: 1998, p. 9. 

25 HUD defines "low-income" households as those with incomes below 80 percent of the 
median income in the metropolitan area. It defines "very low-income" households as those with 
incomes below 50 percent of the median income in the metropolitan area. HUD's standards thus 
vary from metropolitan area to metropolitan area. It also adjusts the definition for family size. 
(The U.S. Census Bureau defines a "poverty" household differently, although poverty incomes 
are usually close to HUD's "very low-income" standards. The Census Bureau does not vary the 
criteria for different regions, but it does so for family size). HUD defines a housing unit as 
"affordable" if a household pays no more than 30 percent of its income for housing costs. (Prior 
to 1981, HUD used a 25 percent-of-income standard). 

26 Daskal. 

27 Daskal, p. 12 

28 For a discussion of this topic, see Michael Stone, Shelter Poverty, Philadelphia: Temple 



 

 
 
 

102 

                                                                                                                                                             
University Press, 1993. 

29 Obviously the shortage of affordable housing is only one of many factors contributing to the 
increase in homelessness since the early 1980s. However, it is unlikely that the other factors 
often cited for this trend -- for example, the number of alcoholic or mentally ill persons -- has 
increased significantly in the past two decades. Certainly the policy of deinstitutionalizing 
patients from mental hospitals, has contributed to increased homelessness, but this policy began 
in the early 1970s and the growing visibility of the homeless didn't increase until about a decade 
later. 

30 Richard Appelbaum, Peter Dreier, and John Gilderbloom, "Scapegoating Rent Control: 
Masking the Causes of Homelessness," Journal of the American Planning Association, Vol. 57, 
No. 2, 1991; Joel Blau, The Visible Poor: Homelessness in the United States, New York: Oxford 
University Press, 1992; Martha Burt, Over the Edge: The Growth of Homelessness in the 1980s, 
New York: Russell Sage Foundation, 1992; U.S. Conference of Mayors, A Status Report on 
Hunger and Homelessness in American Cities: 1993, Washington, DC. December 1993. See also 
Link, et. al.  

31 Janet Rothenberg Pack, "Poverty and Urban Public Expenditures," Urban Studies, 
forthcoming; Mark Alan Hughes, "A Mobility Strategy for Improving Opportunity," Housing 
Policy Debate,Vol. 6, Issue 1, 1995; Keith Ihlanfeldt, "The Spatial Mismatch Between Jobs and 
Residential Locations Within Urban Areas," Cityscape, Vol. 1 No. 1, 1994.  

32 Myron Orfield, Metropolitics, Washington: Brookings Institution Press, 1997; Manuel Pastor, 
Peter Dreier, Eugene Grigsby, and Marta Lopez-Garza, Growing Together: Linking Regional 
and Community Development in a Changing Economy, Los Angeles: International and Public 
Affairs Center, Occidental College, April 1997; Paul Gottlieb, The Effects of Poverty on 
Metropolitan Area Economic Performance, Washington, D.C.: National League of Cities, June 
1998; William Barnes and Larry Ledebur, The New Regional Economies, Thousand Oaks, CA: 
Sage Press, 1998; David Rusk, Cities Without Suburbs, Washington: Woodrow Wilson Center 
Press, 1995; Sanjoy Chakravorty, "Urban Inequality Revisited: The Determinants of Income 
Distribution in U.S. Metropolitan Areas," Urban Affairs Review, Vol. 31, No. 6, July 1996. 

33  For discussions of the various approaches to studying racial segregation and poverty 
concentration, see Erol R. Ricketts and Isabel V. Sawhill, “Defining and Measuring the 
Underclass,” Journal of Policy Analysis and Management, Vol. 7, No. 2, 1988; Oliver Zunz, The 
Changing Face of Inequality: Urbanization, Industrial Development, and Immigrants in Detroit, 
1880-1920, Chicago: University of Chicago Press, 1982; Otis Dudley Duncan and Beverly 
Duncan, The Negro Population of Chicago: A Study of Residential Succession (Chicago: 
University of Chicago Press, 1957; Reynolds Farley, "Residential Segregation of Social and 
Economic Groups among Blacks, 1970-1980," in The Urban Underclass, Christopher Jencks and 
Paul E. Peterson, eds. (Washington, D.C.: The Brookings Institution, 1991; Douglass Massey 
and Nancy Denton, American Apartheid, Cambridge: Harvard University Press, 1993; and Paul 
Jargowsky, Poverty and Place, New York: Russell Sage Foundation, 1997. 

34 In fact, in 1990 46.6 percent of Cleveland's population, and 9.1 percent of its suburban 
population, was black. In both the city and its suburbs, the black population was clustered in a 
few neighborhoods, leading to a dissimilarity index for metropolitan Cleveland of 86. See 
Reynolds Farley and William Frey, "Changes in the Segregation of Whites from Blacks During 
the 1980s," American Sociological Review, Vol. 59, February 1994. 



 

 
 
 

103 

                                                                                                                                                             
35 Alan Abramson, Mitchell Tobin, and Matthew VanderGoot, "The Changing Geography of 
Metropolitan Opportunity: The Segregation of the Poor in U.S. Metropolitan Areas, 1970 to 
1990." Housing Policy Debate, Vol. 6, Issue 1, 1995. 

36   See Douglas S. Massey, and Mitchell L. Eggers, “The Ecology of Inequality: Minorities and 
the Concentration of Poverty, 1970-1980,” American Journal of Sociology 95 (1990), pp. 299-
315. 

37 They used the index of dissimilarity, which measures how evenly the poor are distributed, and 
the isolation index, which measures to what extent the poor live with other poor people. 

38  Alan J. Abramson, Mitchell S. Tobin and Matthew R. VanderGoot, “The Changing 
Geography of Metropolitan Opportunity: The Segregation of the Poor in U.S. Metropolitan 
Areas, 1970 to 1990,” Housing Policy Debate 6:1 (1995):45-72. 

39  John D. Kasarda, “Inner-City Concentrated Poverty and Neighborhood Distress: 1970-1990,” 
Housing Policy Debate 4:3 (1993):253-302. 

40 Jargowsky, Poverty and Place. 

41  Ibid., p. 11 and p. 85. 

42 Dan Gillmor and Stephen Doig, "Segregation Forever? American Demographics, 1992; 
Massey and Denton. 

43  Jargowsky, Poverty and Place, p. 41. 

44  Ibid., p. 63.  

45 "Poverty in the United States: 1990," Current Population Reports, Population Characteristics, 
Series p-20, No. 450,  Washington, D.C.: Bureau of the Census, 1991. 

46 Massey and Denton; Karl Taeuber and Alma Taeuber, Negroes in Cities: Residential 
Segregation and Neighborhood Change, Chicago: Aldine, 1965; Roderick Harrison and Daniel 
Weinberg, "Racial and Ethnic Residential Segregation in 1990," Washington, D.C.: U.S. Bureau 
of the Census, April 1992. 

47 Taeuber and Taeuber, 1965, pp. 94-95. 

48 Massey and Denton, p. 86; Norman Fainstein, “Race, Class and Segregation: Discourses 
about African American,” International Journal of Urban and Regional Research (September 
1993), p. 397. 

49  Richard D. Alba and John R. Logan, “Analyzing Locational Attainments,” Sociological 
Methods and Research 20:3 (February 1992):386.  See also John R. Logan, Richard D. Alba, and 
Shu-Yin Leung, “Minority Access to White Suburbs: A Multiregional Comparison,” Social 
Forces 74:3 (March 1996):851-881 and John R. Logan, Richard D. Alba, Tom McNulty, and 
Brian Fisher, “Making a Place in the Metropolis: Locational Attainment in Cities and Suburbs,” 
Demography 33:4 (November 1996):443-453. 



 

 
 
 

104 

                                                                                                                                                             
50 Phillip Clay, "The Process of Black Suburbanization," Urban Affairs Quarterly, Vol. 14, 
1979; George Galster, "Black Suburbanization: Has It Changed the Relative Location of Races?" 
Urban Affairs Quarterly, Vol. 26, 1991. 

51 Margery Austin Turner, "Discrimination in Urban Housing Markets: Lessons from Fair 
Housing Audits," Housing Policy Debate, Vol. 3, Issue 2, 1992, p. 197. 

52 Alicia Munnell, Lynn Browne, James McEneaney, and Geoffrey Tootell, Mortgage Lending 
in Boston: Interpreting HMDA Data, Boston. Federal Reserve Bank of Boston. October 1992; 
Michael H. Schill and Susan M. Wachter, "Housing Market Constraints and Spatial Stratification 
by Income and Race," Housing Policy Debate, Volume 6, Issue 1, 1995; Margery Turner, 
"Discrimination in Urban Housing Markets: Lessons from Fair Housing Audits," Housing Policy 
Debate, Vol. 3, No. 2, 1992. 

53 Gregory D. Squires, ed., Insurance Redlining: Disinvestment, Reinvestment, and the Evolving 
Role of Financial Institutions, Washington D.C.: Urban Institute Press, 1997. 

54 Turner, p. 197 

55 George Galster, "Racial Differentials in Real Estate Advertising Practices: An Exploratory 
Case Study," Journal of Urban Affairs, Vol. 9, No. 3, 1987; George Galster, "Racial Steering in 
Urban Housing Markets: A Review of the Audit Evidence," Review of Black Political Economy, 
Vol. 18, No. 3, 1990; Massey and Denton. 

56 John Yinger, "Cash in Your Face: The Cost of Racial and Ethnic Discrimination in Housing," 
Syracuse: Syracuse University, Maxwell School of Citizenship and Public Affairs, Metropolitan 
Studies Program, Occassional Paper No. 162, p. 46, cited in John Kain, "An Assessment of the 
Adverse Impacts of Housing Market Discrimination and Suggestions for Policy," Prepared for 
presentation at APPAM research conference, Chicago, October 27-29, 1994. 

57 The study of these "concentration effects" was stimulated by William Julius Wilson's The 
Truly Disadvantaged, Chicago: University of Chicago Press, 1987. Defining a "poverty" 
neighborhood as one in which at least 40 percent of the residents have incomes below the 
poverty line, researchers have found that the geographical concentration of poverty has threshold 
effects that are highly destructive. 

 

58 Douglas Massey, Andrew B. Gross, and Kumiko Shibuya, “Migration, Segregation, and the 
Geographic Concentration of Poverty,” American Sociological Review 59 (1994); Massey and 
Eggers; Massey and Denton. 

59  James Hughes and George Sternlieb, The Dynamics of America's Housing, New Brunswick, 
N.J.: Center for Urban Policy Research, 1987, p. 179 

60 "Characteristics of New Single-Family Homes: 1975-1997," National Association of 
Builders, at www.nahb.com/sf.html. 



 

 
 
 

105 

                                                                                                                                                             
61 John S. Adams, Housing America in the 1980s, New York: Russell Sage Foundation, 1987, p. 
52. 

62 Calculated from Table 1A-4, "Selected Equipment and Plumbing -- All Housing Units," 
American Housing Survey for the United States in 1995. 

63 Hughes and Sternlieb, p. 184. 

64 John Weicher, "Housing Quality: Measurement and Progress," in Sara Rosenberry and 
Chester Hartman, eds., Housing Issues of the 1990s, New York: Praeger, 1989. Salins calls this 
the "moving target" problem that guarantees we will never "solve" our housing problem. See 
Peter Salins, "Toward a Permanent Housing Problem," Public Interest, Fall 1986. 

65 Adams, p. 29.  

66 Salins. 

67 William Apgar, "Recent Trends in Housing Quality and Affordability," p. 40. 

68 Weicher, p. 11. See also Carol Meeks, Housing, Englewood Cliffs, N.J.: Prentice Hall, 1980. 

69 American Housing Survey for the United States in 1995, Washington, D.C.: U.S. Department 
of Commerce Bureau of the Census and U.S. Department of Housing and Urban Development, 
July 1997, p. ix. 

70 Rental Housing Assistance--The Crisis Continues: The 1997 Report to Congress on Worst 
Case Housing Needs, Washington, D.C.: U.S. Department of Housing and Urban Development, 
Office of Policy Development and Research, April 1998, p. A-2. A housing unit is defined as 
having "severe physical problems" if it has severe problems (defined in detail in the Census 
reports) in anh of five areas: plumbing, heating, electrical system, upkeep, and hallways. It has 
moderate problems if it has problems in plumbing, heating, upkeep, hallways, or kitchen, but no 
severe problems. 

71 Meeks, p. 54. 

72 Salins. 

73 Rental Housing Assistance, p. A-2. 

74 Daskal, p. 21, using federal government criteria. 

75 Four percent of poor renters and 3 percent of poor owners lived in severely inadequate units, 
while 9 percent of poor renters and 7 percent of poor owners lived in moderately inadequate 
housing.  

76 Lead was banned from residential paint in 1978, but three-fourths of pre-1978 housing units 
contain some lead-based paint -- about 64 million privately-owned units. About 16 percent of all 
low-income children residing in cities have elevated blood lead levels. See Nick Farr and 



 

 
 
 

106 

                                                                                                                                                             
Cushing Dolbeare, "Childhood Lead Poisoning: Solving a Health and Housing Problem," 
Cityscape, Vol. 2, No. 3, September 1996.  

77 Rental Housing Assistance, p. A-2. 

78 Daskal, pp. 21-22. 

79 U.S. Housing Market Conditions, Washington: U.S. Department of Housing and Urban 
Development, Office of Policy Development and Research, November 1996, Table 30: 
"Homeownership Rates by Region and Metropolitan Status: 1983-Present." 

80 Dowell Myers, Richard Peiser, Gregory Schwann, and John Pitkin, "Retreat from 
Homeownership: A Comparison of the Generations and the States," Housing Policy Debate, Vol. 
3, No. 4, 1992. 

81 U.S. Housing Market Conditions, November 1996. 

82 The National Association of Home Builders and the National Association of Realtors 
regularly report on the median prices of existing and new single-family homes in every 
metropolitan area and computes an affordability index based on each area's home prices and 
median household incomes. The Chicago Title and Trust issues an annual report, Who's Buying 
Homes in America, that reports demographic profiles of homebuyers at both the national and 
metropolitan area levels. 

83 1995 Study of Housing Costs: Information for the Housing Industry, Los Angeles: E&Y 
Kenneth Leventhal Real Estate Group, 1995. 

84 Dolbeare, Cushing. 1996a. «cf2»Out of Reach: Can America Pay the Rent?«cf1» 
Washington, DC: Low Income Housing Information Service. May. 

85 Daskal, p. 14. 

86 Daskal. 

87  Ibid., p. 45. 

88  Claudia J. Coulton, et al, “Geographic Concentration of Affluence and Poverty in 100 
Metropolitan Areas, 1990,” Urban Affairs Review 32:2 (November 1996):186-216. 

89  Massey and Eggers; Abramson, Tobin and VanderGoot; Jargowsky. 

90  Ledebur and Barnes, City Distress, Metropolitan Disparities and Economic Growth, p. 2. 

91  U.S. Department of Housing and Urban Development (HUD), The State of the Cities 
(Washington, D.C.: HUD, June 1997), p. 5. 

92 These gaps between central cities and suburbs were created both by downward mobility for 
existing city residents and by outmigration of the better off. Edward Hill and Harold Wolman, 



 

 
 
 

107 

                                                                                                                                                             
“Accounting for the Change in Income Disparities between US Central Cities and Their Suburbs 
from 1980 to 1990,” Urban Studies 34:1 (1997):43-60; Janice Madden, “Changes in the 
Distribution of Poverty Across and Within the US Metropolitan Areas, 1979-1989,” Urban 
Studies 33:9 (1996). 

93  Based on John D. Kasarda, Stephen J. Appold, Stuart Sweeney, and Elaine Sieff, “Central 
City and Suburban Migration Patterns; Is a Turnaround on the Horizon?” in Housing Policy 
Debate 8:2 (1997). See also: Kathryn P. Nelson, Gentrification and Distressed Cities: An 
Assessment of Trends in Intrametropolitan Migration (Madison: University of Wisconsin Press, 
1988). 

94  Mark Schneider and John R. Logan, “Fiscal Implications of Class Segregation: Inequalities 
in the Distribution of Public Goods and Services in Suburban Municipalities,” Urban Affairs 
Quarterly . 17:1 (1981):23-36. 

95  Douglas S. Massey and Mitchell L. Eggers, “The Spatial Concentration of Affluence and 
Poverty During the 1970s,” Urban Affairs Quarterly, Vol. 29, No. 2 (Dec. 1993), p. 306. 

96 Abramson, Tobin and VanderGoot. 

97  Myron Orfield, Metropolitics: A Regional Agenda for Community and Stability 
(Washington, D.C.: The Brookings Institution, 1997; John McCormick and Peter McKillop, 
“The Other Suburbia: An Ugly Secret in America’s Suburbs: Poverty,” Newsweek (June 26, 
1989); Scott Minerbrook, “A Tale of Two Suburbias: The Decline of Blue-Collar Suburbs and 
Growth of ‘Edge Cities’ Create a New Kind of Isolation,” U.S. News and World Report 
(November 9, 1992); "Hunting for Troubled Suburbs," U.S. Housing Market Conditions, U.S. 
Department of Housing and Urban Development, Office of Policy Development and Research, 
Spring 1998. 

98 U.S. Housing Market Conditions, November 1996. 

99 Daskal, p. 15. 

100 "Worst case needs" refer to renter households that do not receive federal housing assistance, 
have incomes below 50 percent of median family income, and pay more than half of their 
income for rent and utilities or live in severely substandard housing. See Rental Housing 
Assistance. 

101 As initially formulated by John Kain in a 1968 article, and expand upon by John Kasarda 
and others in the past decade, the "spatial mismatch" theory argues that residential segregation of 
blacks in central cities deprives them of access to job opportunities increasingly located in the 
suburbs. Kasarda argues that the movement of entry-level and other low skill jobs to the suburbs 
and the expansion of high skill information processing jobs in central cities has had a negative 
impact on the economic prospects of the central city poor; residential segregation worsens this 
impact by hampering them from moving to areas with job openings  more suited to their 
educational level. A study by Pastor, Dreier, Grigsby, and Lopez-Garza estimated that moving a 
person with the same human capital characteristics from a poor to a middle-income community 
in Los Angeles raises his or her wage by an average of 15 percent. Research shows that job 
seekers find between 33 and 69 percent of all jobs through friends and relatives. Poor people, the 
less educated, and youths tend to have spatially confined social networks.  This is a problem if 
most jobs are located outside the immediate neighborhood, which is clearly the case for ghetto 
poverty areas.  More importantly, the social connections of poor people in concentrated poverty 



 

 
 
 

108 

                                                                                                                                                             
are more likely to be with people who themselves are unemployed and therefore are less useful 
in finding jobs.  

 See John F. Kain, “Housing Segregation, Negro Employment, and Metropolitan 
Decentralization,” Quarterly Journal of Economics 82:2 (1968):175-197; John D. Kasarda, 
“Entry-Level Jobs, Mobility, and Urban Minority Unemployment,” Urban Affairs Quarterly 19 
(1983):21-40;  “Urban Change and Minority Opportunities,” in The New Urban Reality, ed. By 
Paul E. Peterson (Washington, D.C.: The Brookings Institution, 1985); and “Urban Industrial 
Transition and the Underclass,” Annals, AAPSS 501 (1989):26-47; Manuel Pastor, Peter Dreier, 
Eugene Grigsby, and Marta Lopez-Garcia, Growing Together: Linking Regional and Community 
Development in a Changing Economy (Los Angeles: International and Public Affairs Center, 
Occidental College, April 1997); James E. Rosenbaum, “Changing the Geography of 
Opportunity by Expanding Residential Choice: Lessons from the Gautreaux Program,” Housing 
Policy Debate 6:1 (1995):231-269;Keith Ihlanfeldt, “The Spatial Mismatch Between Jobs and 
Residential Locations Within Urban Areas,” Cityscape 1:1 (1994); David T. Ellwood, “The 
Spatial Mismatch Hypothesis: Are There Teenage Jobs Missing in the Ghetto?” in The Black 
Youth Employment Crisis, ed. By Richard B. Freeman and Harry J. Holzer (Chicago: University 
of Chicago Press, 1986), pp. 147-187; and Norman Fainstein, “The Underclass/Mismatch 
Hypothesis as an Explanation for Black Economic Deprivation,” Politics and Society 15 
(1986):403-451; Katherine M. O’Regan, “The Effect of Social Networks and Concentrated 
Poverty on Black and Hispanic Youth Unemployment,” Annals of Regional Science 27 (1993); 
William Julius Wilson, When Work Disappears: The World of the New Urban Poor, New York: 
Alfred A. Knopf, 1996; Mark Alan Hughes, "A Mobility Strategy for Improving Opportunity," 
Housing Policy Debate, Vol. 6, No., 1995. 

102 John Goering, Ali Kamely, and Todd Richardson, The Location and Racial Occupancy of 
Public Housing in the United States, Washington, DC: U.S. Department of Housing and Urban 
Development, Office of Policy Development and Research, 1994; Michael H. Schill and Susan 
M. Wachter, "The Spatial Bias of Federal Housing Law and Policy: Concentrated Poverty in 
Urban America," University of Pennsylvania Law Review, Vol. 143, No. 5, 1995. 

103 The State of the Nation's Housing 1996, Cambridge: Harvard University Joint Center for 
Housing Studies, 1996, p. 1. 

104 See Melvin L. Oliver and Thomas M. Shapiro, Black Wealth/White Wealth: A New 
Perspective on Racial Inequality, New York: Routledge, 1995. 

105 The State of the Nation's Housing 1996, p. 2. 

106 Lawrence Mishel, Jared Bernstein, and John Schmitt, The State of Working America 1996-
1997, Washington: Economic Policy Institute, 1996.  

107 The State of Working America 1996-1997. 

108 The State of the Nation's Housing 1996, p. 2. 

109 The State of the Nation's Housing 1996, p. 2. 

110 The State of the Nation's Housing 1996, p. 2. 

111 The State of the Nation's Housing 1996, p. 3. 



 

 
 
 

109 

                                                                                                                                                             
112  On July 6, 1990, an article appeared in the New York Times entitled “Expanding the 
Choices in Million Dollar Homes.” The article described The Pinnacle, a cluster of new homes 
priced from $975,000 to $1.3 million, in Purchase, New York, in the heart of Westchester 
County's wealth belt. The Times did not describe the Pinnacle as a "subsidized" housing project, 
but in its glowing description of the project the Times unwittingly revealed how taxpayers 
underwrite the cost of luxury housing.  

 Subsidy #1: “The project is on a 23-acre site,” the Times noted, “across the street from 
the 236-acre Silver Lake Preserve, a county-owned nature preserve.”   

 Subsidy #2:  Then, gushed the Times, “The project is only a few minutes' drive from the 
White Plains train station, and is within earshot of Interstate 684.”  (While the noise of the 
nearby freeway might detract somewhat from the pride of owning a million dollar home, the 
convenient access to a public roadway makes up for it.)  

 Subsidy #3: Likewise, the taxpayer-subsidized Metro North commuter rail lines add 
significantly to the value of The Pinnacle.  

 The Times did not mention another lucrative tax subsidy -- one that goes with owning a 
house. The buyers of homes at the Pinnacle would get huge tax breaks on both the mortgage 
interest and the property taxes. On a $1 million home -- with a 10% downpayment, a mortgage at 
10% interest (the prevailing rate at the time), and an estimated $15,000 a year in property taxes -- 
the lucky homeowner could expect an income tax savings (in effect, a federal subsidy) of 
$35,000 in the first year alone. 

113 Overall, tax expenditures cost the federal government $436.6 billion in 1995. The mortgage 
interest deduction and the property tax deduction together represent the largest of all tax 
expenditures. Source: Analytic Perspectives: The Budget of the United States FY 1997, 
Washington, D.C., OMB, 1997. See also Christopher Howard, "The Hidden Side of the 
American Welfare State," Political Science Quarterly, Vol. 108, No. 3, Fall 1993; Christopher 
Howard, "Testing the Tools Approach: Tax Expenditures versus Direct Expenditures," Public 
Adminstration Review, Vol. 55, No. 5, September/October 1995; and Christopher Howard, The 
Hidden Welfare State: Tax Expenditures and Social Policy in the United States, Princeton: 
Princeton University Press, 1997.  

114 Unless otherwise specified, the HUD figures used in this chapter are for HUD's budget 
authority for low-income housing. Budget authority is defined by the Office of Management and 
Budget as: "what the law authorizes, or allows, the Federal Government to spend for programs, 
projects, or activities." By specifying low-income housing, we are excluding HUD programs that 
are not for housing. 

115 In 1996, the Department of Defense spent $5.7 billion to provide housing allowances for 
569,000 military families in the U.S. This covered 80 percent of the typical family's total housing 
costs, with the family paying the remaining portion. It also spend about $3.9 billion to operate 
and maintain government-owned or -leased housing for 284,000 military families, covering 100 
percent of their housing costs. These figures were provided by Pete Potochney and Dr. Saul 
Pleter of the Department of Defense. See also Military Family Housing, Washington, D.C.: 
General Accounting Office, September 1996; and the Department of Defense Budget Estimates 
for FY 1997 (The Green Book), Washington, D.C.: U.S. Department of Defense, 1998. 

116 See Newman and Schnare, 1994. Benefits levels for AFDC and food stamps combined have 
eroded significantly since the early l980s. They fell further and further below the official poverty 
line. In 1995, in every state, AFDC benefits were less than the typical monthly rents. See 



 

 
 
 

110 

                                                                                                                                                             
Dolbeare, 1996. 

117  See Rural Housing Programs, Washington, D.C: Government Accounting Office, 
November 1995. 

118 Date provided by Housing Assistance Council. 

119 In 1985, the Department of Agriculture subsidized 88,228 housing units, 29.8% of which 
(24,428) were targeted to low-income households. In 1991, the figures were 45,873 total units, of 
which 61.9% (28,383) were targeted to low-income households. By 1995, the figures were 
47,233 total units, of which 45.7% (21,569) were low-income. In 1997, the figures were 52,400 
total units, 31.4% of which (16,456) were targeted for the poor -- the lowest number since the 
figures were first tabulated for 1984. Source: The Rural Housing Program in Fiscal Year 1997, 
Washington, D.C.: Housing Assistance Council, 1998. 

120 Dolbeare, Snail's Pace, p. 79 

121 Each year the Joint Tax Committee of Congress estimates the distribution of benefits of two 
of the major tax expenditures -- the deduction of mortgage interest and the deduction for local 
property taxes. Unfortunately, the JTC's estimates of the overall cost of these expenditures 
differs other sources, including the Office of Management and Budget. When comparing tax 
expenditures with other housing subsidies, we use the OMB figures in Analytic Perspectives: 
Budget of the United States. When examining the distribution of tax benefits for mortgage 
interest and property taxes, we use the JTC figures. 

122 In 33 of 42 states with individual income taxes, mortgage interest is deductable in the 
calculation of state income tax liabilities, increasing the tax subsidy for many homeowners. 
These states include: Alabama, Arizona, Arkansas, California, Colorado, Delaware, Georgia, 
Hawaii, Idaho, Iowa, Kansas, Kentucky, Louisiana, Maine, Maryland, Minnesota, 
Mississippi,Missouri, Montana, Nebraska, New Mexico, New York, North Carolina, North 
Dakota, Oklahoma, Oregon, Rhode Island, South Carolina, Utah, Vermont, Virginia, and 
Wisconsin. 

123 In 1997 Congress changed the law regarding deferral or exclusion of capital gains taxes on 
home sales to allow individuals to exclude taxes on up to $250,000 (and couples $500,000) in 
capital gains from home sales every three years. 

124 For a political history and analysis of this and other tax expenditures, see Christopher 
Howard, The Hidden Welfare State: Tax Expenditures and Social Policy in the United States, 
Princeton: Princeton University Press, 1997. 

125 Howard, The Hidden Welfare State, p. 53-54. 

126 For example, Henry Aaron, Shelter and Subsidies: Who Benefits from Federal Housing 
Policies?, Washington, D.C.: Brookings Institution, 1972; Michael Andreassi and C. Duncan 
MacRae, Homeowner Income Tax Provisions and Metropolitan Housing Markets: A Simulation 
Study, Washington, D.C.: Urban Institute Press, 1981;  



 

 
 
 

111 

                                                                                                                                                             
127 The overall figures for both the mortgage interest deduction and the property tax deduction 
are slightly higher than the OMB figures, but have the advantage of disaggregating the benefits 
by income class. 

128 This data comes from Richard Green and Andrew Reschovsky, "The Design of a Mortgage 
Interest Tax credit: Final Report Submitted to the National Housing Institute," September 1997. 

129 Canada, for example, has no comparable mortgage deduction, but its homeownership rate is 
about the same as the United States. 

130 Joseph Gyourko and Richard Voith, "Does the U.S. Tax Treatment of Housing Promote 
Suburbanization and Central City Decline?" Philadelphia: The Wharton School, University of 
Pennsylvania, Real Estate and Finance Departments, September 24, 1997. 

131 Thomas Bier and Ivan Meric, "IRS Homeseller Provision and Urban Decline," Journal of 
Urban Affairs, Vol. 16, No. 2, 1994, pp. 141-154; Thomas Bier, "Public Policy Against Itself: 
Investments That Help Bring Cleveland (and Eventually Suburbs) Down," in Alvin Schorr, ed., 
Cleveland Development, Cleveland: David Press, 1991. 

132 In addition to MRBs, some states and local governments in the 1970s and 1980s began to 
issue industrial revenue bonds (IDBs) to provide financing for the construction and substantial 
rehabilitation of rental (multifamily) housing. By 1987, they had issued $20.5 billion in 
multifamily bonds. In the Tax Reform Act of 1986, Congress set tougher affordability standards 
on rental bonds, requiring developers to set aside 20 percent of the units for families earning less 
than 80 percent of the area median income. In 1987, 17 state HFAs issued 40 multifamily bonds 
worth $649 million, producing 11,000 additional apartments. In 1996, 29 state HFAs issued 157 
multifamily bonds with almost $2.7 billion, producing 66,000 apartments. Most of these are 
subsidized by the federal government in the form of tax-exemption. (In 1996, 111 of the 157 
multifamily bonds were tax-exempt. In 1996, this tax expenditure cost the federal government 
$870 million and the following year $810 million.  The increase in multifamily bonds has been 
triggered by the Low Income Housing Tax Credit (HFAs provide the first mortgages for 45 
percent of LIHTC projects) and by the Federal Housing Administration (FHA) risk program with 
HFAs. Many of the multifamily projects financed by HFA bonds also utilized federal HOME, 
CDBG, and Section 8 subsidies as well as FHA insurance. (See Cummings and DiPasquale, 
Terner and Cook, and State HFA Factbook: 1996. 

133 Data on MRBs comes primarily from State HFA Factbook: 1996, Washington, D.C.: 
National Council of State Housing Agencies, 1997, as well as information provided by Germaine 
M. Autry of the NCSHA. According to the Factbook, local HFAs typically issue approximately 
25 percent of the amount of MRBs that state HFAs issue each year. 
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Worst Case Housing Needs, Office of Policy Development and Research, Washington, D.C., 
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The Crisis Continues, Office of Policy Development and Research, Washington, D.C., April 
1998. 
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145 In some cities, this group represented a much higher proportion of residents. In New 
Orleans, for example, more than 60 percent of public housing residents were in this extremely 
low income category. Lawrence J. Vale, "Beyond the Problem Projects Paradigm: Defining and 
Revitalizing `Severely Distressed' Public Housing," Housing Policy Debate, Vol. 4, Issue 2, 
1993. 

146 From the program's formal legislative inception in l937, it was aimed at providing housing 
for the "submerged middle class" -- those who could not find suitable housing in the private 
market -- but not the very poor with no means to pay rent. Senator Robert Wagner of New York, 
principal author of the Housing Act of 1937, declared, "There are some whom we cannot expect 
to serve...those who cannot pay the rent." Rents originally covered all operating expenses except 
debt service. The principal and interest on bonds floated by local housing authorities to construct 
the buildings were paid by the federal government. For years, this arrangement worked. Vincent 
Lane, former chairman of the Chicago Housing Authority, remembers when public housing was 
new. Four decades ago, Lane's family moved from the South to a cold-water flat opposite the 
CHA's Wentworth Gardens development. It boasted broad playgrounds, heat, hot water, and 
basketball courts. "I envied the kids in public housing," he recalled. "The best housing in the 
community was Wentworth Gardens."  

 The public housing program was limited in scope due to opposition to public housing by 
local real estate interests and others. By 1942, only 175,000 public housing apartments -- most in 
two-to-four story buildings -- were constructed in 290 communities. By l946, another 195,000 
units of permanent housing were built in areas where war industry or military bases had created 
new demand for housing. After the war, recognizing the pent-up demand for housing and fearing 
competition from public housing, the real estate industry pressured Congress to limit it to the 
very poor. That new rule, embodied in the 1949 Housing Act, was the beginning of the decline of 
public housing's broad political support. Public housing barely got started before it was 
sabotaged.   

 Several factors -- design, demographics, costs, and location -- diminished political 
support for public housing. Many early public housing projects were designed poorly and built 
cheaply -- ugly warehouses for the poor. It is sometimes easy to identify them, since they often 
are run-down, built with brick or granite, and have the look of what is often called "institutional" 
architecture. In most cities, people simply call them "the projects." The look of much public 
housing contributed to the isolation of its residents. By constructing buildings often compared to 
warehouses, the program stigmatized "government housing," rendering it unattractive to even the 
lower middle class, who would rely instead on private builders and lenders for the American 
Dream. Conservatives in Congress and the real estate industry not only fought to limit public 
housing to the poor, they also fought to ensure that participation by cities was voluntary and 
administration was local. Decisions about whether, or where, to build developments were left to 
local officials, often dominated by private real estate interests. Few units were built in affluent 
areas. During the l950s, as public housing became the home of blacks and other minorities, local 
control by white politicians contributed to patterns of racial segregation. Today, few projects are 
racially integrated. 

 In the early days, public housing officials built large developments. Projects built before 
l940 averaged 450 units; they became isolated neighborhoods in themselves. Each decade, 
however, the average size of the projects declined. By the l970s, the average project had 75 units, 
and was designed to blend into existing neighborhoods. High-rise designs, reflecting the need to 
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minimize land costs, predominated in the 1950s and early l960s, particularly in large cities. High 
rises contribute to the rise in crime in public housing. But despite the popular stereotype, high 
rises account for only 27% of public housing buildings; 32% are garden apartments, 16% low-
rise walk-ups, and 25% single-family homes or townhouses.  Congress 

ended the construction of high-rises in the mid-l970s, except those built for the elderly. Even so, 
public housing has contributed to the concentration of very poor and minority people into 
residential ghettoes.  

 From 1944 to 1951, minorities represented between 26% and 39% of all public housing 
tenants. By l978, the figure reached over 60%. By l982, 75%. From l950 to l970, the median 
income of public housing residents fell from 64% to 37% of the national median. By l988, the 
average income of public housing households was $6,539, one-fifth of the national average. 
Today, only about 40% of nonelderly households in public housing have a wage earner.  About 
one-third of public housing residents are elderly, many of them in projects designated solely for 
seniors; three-quarters of the elderly tenants live alone. A majority of elderly residents (61%) are 
white. Suburban housing authorities prefer elderly developments, so few family projects are 
located in suburban communities.   

 Since the l960s, due in part to the increasing poverty of its residents, public housing's 
operating costs have far outpaced tenants' incomes. As a result, local authorities have lacked the 
income to provide day-to-day maintenance, deferring repairs and capital improvements. Rising 
energy costs in the early 1970s further strapped residents. Faced with a decaying stock of public 
housing, Congress appropriated additional subsidies so that tenants would pay not more than 
25% of their incomes on rent -- since Reagan, 30%.  But the additional funds were inadequate to 
meet operating expenses, so even the best-managed projects continued to deteriorate physically. 
Cutbacks during the Reagan ere merely made a bad situation worse.  A l987 study by Abt 
Associates estimated a $21.5 billion backlog in basic repairs and capital improvements for the 
nation's public housing. A more recent study estimated that approximately 86,000 units (6% of 
the public housing stock) are "severely distressed."   

 HUD rules on tenant selection (requiring developments to be 100 percent very low 
income), evictions, and other matters have contributed to public housing's problems. In recent 
years, HUD has begun to be more flexible, allowing PHAs to permit (even encourage) families 
to remain in public housing if they obtain jobs and their incomes increase, giving PHAs authority 
to more easily evict "problem" tenants (which has brought opposition from some civil liberties 
groups), allowing PHAs to reduce densities by razing and reconfiguring developments (which 
has also been controversial because it reduces the overall inventory of low-income housing). 

147 National Commission on Urban Problems, Building the American City, Washington, D.C.: 
National Commis;son on Urban Problems, 1968; National Advisory Commission on Civil 
Disorders, Report, New York: Bantam Books, 1968. 

148  A low-income homeownership program (Section 235) provided low-down-payment, low-
interest mortgages. 

149 Between 1968 and 1973, only 375,000 public housing apartments were added. 

150 One reason for the high proportion of elderly is that one HUD program (called Section 
202/Section 8) built subsidized developments targeted entirely for elderly residents. 

151 Over the years, HUD has used little leverage to make these inept or unfit landlords (whether 
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public or private) toe the line. In some cases, landlords milked these properties for their tax 
breaks and then walked away from the buildings entirely, leaving HUD to foreclose and become 
owner of ghetto slum housing. Moreover, most HUD-subsidized projects were sited in 
segregated neighborhoods, compounding the image of HUD housing as a major factor in creating 
isolated ghettos.  Local housing agencies and landlords argue, with some justification, that HUD 
rules requiring them to house only the very poor are responsible for some of the problems. Many 
HUD-subsidized projects have, in fact, become ghettoes filled with troubled families, some of 
whom engage in crime, join gangs, participate in the underground drug economy, and live on 
welfare and food stamps. These "distressed" projects (as HUD calls them) cast a giant shadow on 
the entire HUD enterprise, stigmatizing "government housing" as housing of last resort.  See 
Langley C. Keyes, Strategies and Saints: Fighting Drugs in Subsidized Housing, Washington, 
DC: Urban Institute Press, 1992. See also Goering, Kamely and Richardson; Massey and 
Denton; and Schill and Wachter. 

152 As this ticking time bomb began to explode in the late l980s, Congress passed legislation 
allowing HUD to entice owners to keep their projects as subsidized housing, but at a huge 
additional cost to taxpayers. By the early 1990s, about 13,000 developments, with about 1.5 
million units, remained in the inventory, exposing the FHA insurance fund to more than $34 
billion in insurance obligations. According to the General Accounting Office, at least 15 percent 
of this inventory has severe physical problems that threaten tenants' health and safety and that 
would require at least $1 billion to correct. See Judy England-Joseph, Housing and Urban 
Development: Reform and Reinvention Issues, Testimony before the Committee on Banking, 
Housing and Urban Affairs, U.S. Senate, Washington, DC: U.S. General Accounting Office. 
March 14, 1995;  George Sternlieb and James Hughes, "Private Market Provision of Low-
Income Housing: Historical Perspective and Future Prospects," Housing Policy Debate, Vol. 2, 
No. 2, 1991; James E. Wallace, "The Dilemma of the Disposition of Troubled FHA-Insured 
Multifamily Rental Property," Housing Policy Debate, Vol. 5, Issue 1, 1994; Carla Pedone, 
"Estimating Mortgage Prepayments and Defaults in Older Federally Assisted Rental Housing 
and the Possible Costs of Preventing Them," Housing Policy Debate, Vol. 2, No. 2, 1991. 

153 Most of the projects built under the two predecessor programs -- Section 221(d)(3) and 
Section 236 -- were folded into the Section 8 program with additional subsidies. Initially, these 
two programs were "shallow" subsidies that did not vary with tenant income. As a result, tenants 
paid more than 30 percent of their incomes for rent. Landlords tended to select tenants with 
incomes higher than those in public housing. There are still about 300,000 Section 221(d)(3) and 
236 units that do not have additional subsidies and operate under the original guidelines. 

  

154 The original Section 8 "certificates" program, begun in 1974, required tenants to pay 25 
percent of income for rent; this was increased to 30 percent by the Reagan administration. 
Another version, the "voucher" program, begun in 1987, allows tenants to pay more than 30 
percent of their incomes for rent in order to find better-quality housing. 

155 HUD sets FMRs based on the average rent for standard quality housing in the area. The 
setting of FMRs is very controversial, since it determines which neighborhoods residents with 
Section 8 vouchers and certificates can live in. In recent years, to save money, HUD has lowered 
the FMRs, which limits the areas tenants can find apartments within acceptable rents. 

156 John Goering, Helene Stebbins, and Michael Siewert, Promoting Housing Choice in HUD's 
Rental Assistance Programs: A Report to Congress, Washington, D.C.: U.S. Department of 
Housing and Urban Development, Office of Policy Development and Research, April 1995, p. 4 

157 Citations here, including Margery Turner article and Goering report. 
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158 Meryl Finkel and Stephen D. Kennedy, "Racial/Ethnic Differences in Utilization of Section 
«cf1»«cf2»Eight Existing Rental Vouchers and Certificates," Housing Policy Debate, Vol. 3, 
Issue 2, 1992; Paul Fischer, A Racial Perspective on Subsidized Housing in the Chicago 
Suburbs, Homewood, IL: South Suburban Housing Center, n.d.; John Goering, Helene Stebbins, 
and Michael Siewert, Promoting Housing Choice in HUD's Rental Assistance Programs: A 
Report to Congress, Washington, DC: U.S. Department of Housing and Urban Development, 
Office of Policy Development and Research. April 1995. 

159 Government's Working: Neighborhood by Neighborhood, Block by Block, Washington, 
D.C.: U.S. Department of Housing and Urban Development, Office of Community Planning and 
Development, 1996. According to this report, 36 percent of CDBG funds are used for housing. 
Other uses of CDBG funds have included crime reduction initiatives (funding neighborhood 
watch programs, extra police patrols, rehabilitating or constructing police stations, and cleaning 
abandoned buildings used for illegal activities); services for youth, seniors, and the disabled, 
including day care centers, meals-on-wheels for the elderly, and youth programs;  improving 
public facilities, such as sidewalks, sewer systems, water systems, recreational facilities, and 
others; job training and counseling programs; and economic development activities, such as 
loans to low-income entrepreneurs, assembling land to attract new industry, or loans to help 
retain existing businesses that employ low-income workers.  

160 The program grants investors a dollar-for-dollar reduction in their federal tax liability in 
exchange for providing funds for the development of qualified, affordable rental housing. The 
return to the investors largely comes in the form of tax credits, paid in roughly equal annual 
allotments over 10 years. Developers may claim the credits, but they typically sell them to 
investors for up-front cash that is put into the project's development. The developer can sell the 
credits directly to one or more investors, but they typically sell them to a syndicator who acts as 
broker between the developer and investors; the syndicator then markets the credits to potential 
investors. There a number of national and regional syndicators, both for-profit and non-profit, 
that now dominate the field. Investor profits on the LIHTC have ranged from 10 percent to 18 
percent. The proportion of the tax credit that goes into the housing developments (the "net 
equity") has increased from 42 percent to 65 percent between 1987 and 1996, according to one 
E&Y Kenneth Leventhal Real Estate Group report, and to 75 percent, according to the 
Cummings and DiPasquale report. See The Low-Income Housing Tax Credit: The First Decade 
and Cummings and DiPasquale. 

 

161 The Internal Revenue Service (IRS) oversees LIHC compliance to ensure that states and 
investors do not use more tax credits than authorized. 

162 The District of Columbia, the city of Chicago, and two agencies in New York State 
(including New York City) each administer their own allocations. 

163 This formula has not changed since the LIHTC was initiated, despite the claims by 
developers that development costs have risen and that the LIHTC's purchasing power has been 
reduced. 

164 The actual number of LIHTC units is a matter of some dispute. Different studies offer 
different estimates. The confusion is compounded by the fact that many LIHTC-assisted projects 
have additional government subsidies, without which the projects would not be feasible. The 
reality of projects with multiple subsidies means that it is difficult to count the total number of 
units created with government subsidies. 
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165 Cummings and DiPasquale, p. ii. 

166 Cummings and DiPasquale, p. 18. 

167 These include "one or more conventional mortgage loans provided by a private lender, loan 
consortium, or public agency; concessionary financing and grants from public or private sources, 
often referred to as 'gap financing'; and equity paid by the developer or, typically, a private 
investor in exchange for the flow of tax credits. Some projects, particularly those developed by 
non-profit organizations, may include some additional equity from the developer or from limited 
partners; in addition, some projects may have tenants who receive other government subsidies, 
such as Section 8 vouchers." Cummings and DiPasquale, p. 3 

168 Tax Credits: Opportunities to Improve Oversight of the Low-Income Housing Program, 
Washington, D.C.: U.S. Government Accounting Office, March 1997, p. 4. 

169  The Low Income Housing Tax Credit: The First Decade, p. 67. 

170 GAO study. The advocates of the LIHTC turn the program's inefficiencies into a benefit by 
claiming that the credits "allow nonprofit and for-profit developers to leverage additional money 
to make the housing affordable" and that "[b]ecause it depends on investor capital rather than just 
direct government subsidies, the LIHTC has imposed a market discipline that makes these 
housing investments fundamentally sound for the long term." (Enterprise Foundation, 1996) 

171 Michael Stegman, "The Excessive Costs of Creative Finance: Growing Inefficiencies in the 
Production of Low-Income Housing," Housing Policy Debate, Vol. 2, Issue 2, 1990; Rochelle 
Stanfield, "Big Money in Low Rents," National Journal, May 7, 1994. 
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of State Housing Agencies, Boston: E&Y Kenneth Leventhal Real Estate Group, May 1997; 
Jean L. Cummings and Denise DiPasquale, Building Affordable Rental Housing: An Analysis of 
the Low-Income Housing Tax Credit, Boston: City Research, February 1998. 

173 Cummings and DiPasquale. 

174 According to GAO, state oversight of the LIHTC is varied in terms of project costs, 
eligibility of residents, and other matters. The IRS does not adequately monitor state compliance 
of LIHTC projects. Tax Credits: Opportunities to Improve Oversight of the Low-Income 
Housing Program, Washington, D.C.: Government Accounting Office, March 1997. 

175 Chester Hartman, "Debating the Low-Income Hosuing Tax Credit: Feeding the Sparrows by 
Feeding the Horses," Shelterforce, January/February 1992. 

176 The IRS requires that 10 percent of each state's annual tax credit allocation be set aside for 
projects at least partially owned by nonprofit organizations, but many states allocate a much 
larger share of its tax credits to nonprofits. 

177 Enterprise Foundation, "Partnerships That Perform: The Low-Income Housing Tax Credit," 
www.enterprisefoundation/policy/pubpoll.htm, 1996. 

178 Tax Credits: Opportunities to Improve Oversight of the Low-Income Housing Program, 
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Washington, D.C.: General Accounting Office, March 1997. 

179 The 30 percent figure comes from Sandra Newman and Ann Schnare, "Back to the Future: 
Housing Assistance Policy for the Next Century," Washington, D.C.: Center for Housing Policy, 
June 1994. 

180 Cite various studies. 

181 Green Book, p. 462, Table 8-23. 

182 Green Book, p. 459, Table 8-22. 

183 Green Book, pp. 437-438, table 8-12. Families on AFDC also qualify for federal food 
stamps, which had a mean benefit of $310/month and did not vary much from state to state. 

184 This study used the Fair Market Rent levels calculated by HUD for a two bedroom unit for a 
three-person family. Cushing Dolbeare, Out of Reach: Can America Pay the Rent?, Washington, 
D.C.: National Low Income Housing Coalition, May 1996. 

185 Kathryn Edin and Laura Lein, Making Ends Meets: How Single Mothers Survive Welfare 
and Low-Wage Work, New York: Russell Sage Foundation, 1997; Christopher Jencks, "The 
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Housing and Welfare Reform: Some Background Information, Washington, D.C.: Center for 
Budget and Policy Priorities, February 1998. See also Kingsley. 

 

187 Among "working poor" families who receive no housing subsidies, 59 percent paid at least 
half of their incomes for housing in 1995. See Barbara Sard, Ed Lazere, Robert Greenstein, and 
Jennifer Daskal, "Housing Bills Would Reduce Assistance Available to Poor Families," 
Washington, D.C.: Center on Budget and Policy Priorities, November 1997. 

188 The law also made changes to federal aid for child care, food stamps, Supplemental Security 
Income (SSI) for children, benefits for legal immigrants, child nutrition programs, child support 
enforcement, and other low-income programs. 

189 States can also exempt 20 percent of their welfare caseload from this requirement. 

190 Most families that leave welfare for work earn poverty-level wages. A recent study found 
that single mothers who were working five years after leaving welfare earned an average of 
$10,315 a year. In 18 or the nation's 20 largest metropolitan areas in 1995, the typical hourly 
wage of single workers mothers who had recently received AFDC was about $6/hour -- far 
below the poverty line. See Barbara Sard, et. al. 
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191 More than 60 percent of households with children living in public houisng received AFDC 
benefits. See Sandra Newman and Joseph Harkness, "The Effects of Welfare Reform on 
Housing: A National Analysis," paper prepared for conference on welfare reform and housing 
cosponsored by Fannie Mae Foundation and Johns Hopkins University, Baltimore, July 22, 
1997. 

192 For early reports on this trend, see Mary Nenno and Paul Brophy, Housing and Local 
Government, Washington, D.C.: International City Management Association, 1983; James 
Pickman, Benson Roberts, Mindy Leiterman, and Robert Mittle, Producing Lower Income 
Housing: Local Initiatives, Washington, D.C.: Bureau of National Affairs, 1986; and Michael 
Stegman and J. David Holden, Nonfederal Housing Programs: How States and Localities Are 
Responding to Federal Cutbacks in Low-Income Housing, Washington, D.C.: Urban Land 
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194 The overall HOME funding level was quite modest (in FY 1992 it was $1.5 billion, 40 
percent of which went to states, the rest to localities), but some states and local governments 
argued that they could not meet the matching requirement due to their financial distress. 
Congress waived the matching requirement in FY 1992 but not in FY 1993. It did, however, 
lower the match requirement for jurisdictions in fiscal distress. 
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Conflict and the National Affordable Housing Act of 1990," Public Budgeting and Finance, Vol. 
17, No. 4, Winter 1992. 

196 Mary Nenno, Ending the Stalemate, Lanham, Md.: University Press of America, 1996. 

197 See, for example, Terner and Cook. 

 

198 According to the State HFA Factbook 1996, state housing appropriations were $841.3 
million in 1996, of which $376 million were administered by state HFAs. This figure is 
considerably lower than the $1.46 billion for state-funded "housing and community 
development"  from the U.S. Bureau of the Census' annual Government Finances Report. Some 
of this disparity is due to the fact that the Census report does not differentiate "housing" and 
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199 Sandra Newman and Ann Schnare, "`...And a Suitable Living Environment,': The failure of 
Housing Programs to Deliver on Neighborhood Quality," Housing Policy Debate, Vol. 8, Issue 
4, 1997. 

200 As a result, there are two national organizations that represent state housing agencies, the 
National Council of State Housing Agencies (which primarily represents HFAs) and the Council 
of State Community Development Agencies (which primarily represents agencies that administer 
other housing programs). 
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214 In 1968 Congress created the Government National Mortgage Association ("Ginnie Mae") to 
supplement Fannie Mae by purchasing mortgages on higher risk low-income housing projects at 
a higher price and then resell them at market rates, absorbing the loss as a government subsidy. 
That same year, Congress "privatized" Fannie Mae by changing its status from a federal agency 
to a quasi-government private institution. Two years later, Congress chartered the Federal Home 
Loan Mortgage Corporation (FHLMC, or "Freddie Mac") with a similar quasi-government 
status. FNMA and FHLMC both operate as private for-profit corporations but with 
Congressional oversight and mandates, such as expanding homeownership. They are frequently 
referred to as government-sponsored enterprises (GSEs). See Patric Hendershott and Kevin 
Villani, "Direct Intervention in the Mortgage Market," in J. Paul Mitchell, ed., Federal Housing 
Policy and Programs: Past and Present, New Brunswick, N.J.: Center for Urban Policy Research, 
1985; Assessing the Public Costs and Benefits of Fannie Mae and Freddie Mac, Washington, 
D.C.: Congressional Budget Office, May 1996; and Privatization of Fannie Mae and Freddie 
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Development, Office of Policy Development and Research, July 1996. 
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216 At the end of 1995, the market in Fannie Mae and Freddie Mac MBS ($1.1 trillion) was 
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Fannie Mae, p. 36. 
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Safety and Soundness Act, Congress put FNMA and FHLMC under an affirmative obligation to 
facilitate financing of low- and moderate-income housing and set mortgage purchasing goals for 
these agencies to promote affordable housing for low- and moderate-income families and 
families living in central cities. 

226 Homeownership: FHA's Role... 
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billion of which they passed through to homebuyers in lower interest rates. In the l980s, 
Congress was forced to spend hundreds of billions of dollars to bail out the insurance funds of 
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230 Roy Lubove, The Progressives and the Slums: Tenant House Reform in New York City, 
1890-1914, Westport, Conn.: Greenwood, 1962; Peter Marcuse, "Housing in Early City 
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Policy and the Myth of the Benevolent State," Rachel Bratt, Chester Hartman, and Ann 
Meyerson, ed., Critical Perspectives on Housing, Philadelphia: Temple University Press, 1986; 
Gwendolyn Wright, Building the Dream: A Social History of Housing in America, Cambridge: 
MIT Press, 1981. 
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235 Other legal reforms that improved housing conditions dealt with security deposits, the right 
to rent strike, utility shut-offs, locks, seizure of tenants' possessions, standard leases, and housing 
discriminations. But because tenant landlord laws are enacted at the local and state levels, these 
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resisted the UDC's program. Suburban political pressure led the legislature to revoke the UDC's 
override authority. 

 In 1969, Massachusetts passed an anti-snob zoning law. If localities denied permits to 
developers of low- and moderate-income housing, the developers could, under certain 
circumstances, appeal to a state appeals board, which could override the municipality order it to 
issue the permit. Massachusetts was one of the few states with its own low-income rental 
housing construction program as well as a major conduit for federally-subsidized housing. State 
officials assumed that the anti-snob zoning law would not only promote the siting of 
developments in suburbs but also open up the suburbs to minorities. After more than two 
decades, the state claimed that the law facilitated construction of 20,000 units. Critics argue that 
many of these developments are targeted for the elderly, not families, and that the number is still 
relatively small.  By the late 1980s, for example, Boston had about 20 percent of the 
metropolitan area population, but 40 percent of the area's poor people and 42 percent of the 
region's subsidized housing.  

 California requires every local government to develop and periodically update a 
comprehensive master plan, including a so-called "housing element," which are subject to review 
by state agencies. As part of the housing element, every city and county has to show how it will 
comply with a regional "fair share" allocation for low-income housing. The state has failed to 
enforce this law. In fact, under Republican Governors Dukmajian and Wilson in the l980s and 
l990s, it has actively opposed local inclusionary housing programs. Most municipalities that have 
adopted such policies have tended to favor moderate-income over low-income housing. 

 The most expansive program is in New Jersey, resulting from a series of court cases 
known as Mt. Laurel, Mt. Laurel II, and Mt. Laurel III. In 1971 the NAACP sued the small 
suburb of Mt. Laurel on the grounds that its zoning regulations excluded housing affordable to 
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poor minorities. (Discrimination against the poor is not a violation of the Fair Housing Act, but 
discrimination against racial minorities is). In 1975 the state Supreme Court unanimously ruled 
that not only Mt. Laurel but every municipality in the state had an obligation under the state 
constitution to allow all economic groups access to housing. The decision declare a "fair share" 
doctrine, requiring each regional to assess its housing needs and, in effect, set a quota for each 
municipality to meet. When the state government and municipalities dragged their feet in 
complying, the state Supreme Court ruled in Mt. Laurel II in 1983 that the state government had 
a responsibility to monitor and enforce the decision. A Council on Affordable Housing (COAH) 
was set up to implement the policy. A Mt. Laurel III decision in 1986 added new provisions to 
the policy. COAH had an original goal of adding 145,000 affordable housing units by 1993. By 
1992, only 25,000 Mt. Laurel units had been approved but fewer than 10,000 had actually been 
started or completed. Moreover, few of the occupants of Mt. Laurel units are racial minorities or 
low-income families. 

 A few metropolitan areas have sought to adopt voluntary "fair share" housing policies 
without the impetus of court orders or state legislation. In the l970s, the Dayton, Ohio region did 
so, using federal housing programs to build about 8,000 units and reducing the central city's 

share of the region's low-income housing inventory. The Minneapolis-St.Paul metropolitan area 
adopted a similar policy in the early l970s with modest success.  Other voluntary fair-share plans 
during the l970s -- in Chicago, San Francisco, and Washington, D.C. -- failed, in part because the 
Nixon administration adopted a moratorium on federally-assisted developments and in part 
because suburban areas were reluctant to cooperate. 

 In 1988, Connecticut passed legislation creating a pilot program for voluntary regional 
fair-share housing compacts. Two years later, 26 or 29 localities in the greater Hartford region 
approved the Capital Region Fair Housing Compact on Affordable Housing, with a goal of 
creating at least 5,000 units of affordable housing over a five year period. To assist this plan, 
HUD authorized that Section 8 subsidies allocated to Hartford could be used in the suburbs, and 
(drawing on the Gautreaux program model) local foundations provided funds to counsel low-
income Hartford residents about the program. In the 1990s, as part of another wave of regional 
cooperation, the Twin Cities adopted another regional fair share plan, this time with the support 
of state legislation. 
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