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Foreword

A continuing issue in government assistance to the poor is the extent to
which assistance should be unrestricted or limited to uses that society
deemsvital, for example, food, housing, and health care. At one extreme,
government could provide “vital” goods or services in-kind. At the other
extreme, a household could simply receive cash to spend on its needs as
it sees them.

Since the mid-1930s, the government has responded to perceived
housing needs of the poor through federal-state-local partnerships of
grants-in-aid and through legal protection against discrimination. Mainly,
the government augmented the supply of low-income housing by building
and operating public housing projects to provide dwellings for the poor.
Government has also subsidized privately built and operated low-income
housing by providing mortgage-financing at below-market interest rates.

In contrast to this (supply side) approach andalso since the 1930s,
some policy makers and students of the subject have advocated a demand-
oriented, less restrictive strategy. If poor households were given vouchers
(housing allowances) to secure housing on their own, they could effectively
demand housing of higher quality. Such housing allowances, advocates
claimed, would be more effective and economical than the traditional
governmental approach.

In 1970 Congress and the U.S. Department of Housing and Urban
Developmentinitiated an elaborate social experiment. The Experimental
Housing Allowance Program (EHAP), conducted over an 11-year period,
tested the feasibility of providing cash subsidies to low-income households
to help them obtain adequate housing. The Urban Institute was involved
with EHAPsince its beginning. In this book, eight Institute researchers
not only thoroughly analyze and describe the experiment but also probe
the larger question of just what governmentstrategies seem mosteffective
in aiding the poor.

Three field operations within EHAP, the Demand Experiment, the
Supply Experiment, and the Administrative Agency Experiment, examined

XVli



Xvill Foreword

issues raised by the use of housing allowances. Policy makers and inter-

ested observers wanted to know howallowances would affect the sup-

pliers of housing; whether inflation would occur in housing markets;

who would participate in this type of program; and how participants

would respond to different payment formulas, varying levels of benefits,

and minimum housing consumption requirements.

EHAPanswered these questions and provided implications for other

aspects of housing programs and aid to the poor. Findings were derived

by analyzing the behavior of 30,000 lower-income households who par-

ticipated at 12 sites across the country. Analysis showed that from the

household’s viewpoint, straight cash transfers to low-income households

are even more beneficial and effective than are housing allowances which

are loaded with government restrictions. EHAP findings also suggested

that allowances provide services equivalent to other housing programs

but at a lowercost.

Limited resources, red tape, and even unforeseen preferences and spe-

cial needs of the poor often stymy the power of the government to aid

the poor. In a world where government aid is intensely scrutinized, the

authors stress that program benefits must outweigh their costs. So an

effective housing program must be markedbythis aim: to simultaneously

improvethe situation of individual households, develop communities, and

enhance the vitality of the housing sector. In this broader context, the

efficacy of housing allowancesis less clear.

Analysis of housing programs, including housing vouchers, also indi-

cates a need for coordinated strategies. Unfortunately, housing subsidies

and community development programs haveoften been poorly coordinated

although they frequently affect the same individuals. And importantly,

housing programs must be tailored to the particular circumstances of

different housing markets.

It is in indicating the need for complex and varying mixes of pro-

grams to meet the nation’s housing needs that EHAP has madeits most

important contributions. Neither housing vouchers nor any other single,

simple program can itself be a panacea.

WILLIAM GORHAM

President

The Urban Institute
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CHAPTER 1

Policy Questions and
Experimental Responses

Raymond J. Struyk

A CLASSIC ISSUE in government’s provision of assistance to the poor
is the extent to whichthe assistance should berestricted to certain uses

deemed by society particularly important, normally the purchase of life’s
necessities—food, housing, and health care, as examples. At one extreme
the government could provide the goods or services in-kind; so the needy
household receives food commodities, for example. At the other extreme
the household simply receives cash whichit spends on its priority needs as
the household defines them.

Over the past 20 years in the United States, the broad trend in assist-
ance for the poor has been away from mostsevere restrictions on the way
in which assistance is provided in support programs. Numerous examples
reflect this trend. Assistance to the poor in obtaining adequate amounts
of food has shifted from the provision of a limited set of food commodities,
which werecollected by recipients from distribution points, to food stamps
that are spendable at many locations. This permits recipients a much
greater choice among foods and among vendors as well. Similarly, the
provision of medical services to the needy has been evolving from a system
of clinic-based service delivery agencies to a much broader choice by
patients of doctors and associated facilities under Medicare. Still, the
country has not been prepared to take the next major step of “welfare
reform,” under which the poor would simply receive cash transfers to
cover their needs.

The putative virtues of allowing recipients greater choice in allocating
the resources provided by government are impressive. Economists theorize
that with greater flexibility recipients value each dollar of the subsidy
received more highly than it is valued under systems where fixed amounts

3
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of goods or services are provided. Hence, it takes fewer resources to obtain

a given level of improvement in a household’s perceived well-being. These

economists also argue that the market is a more efficient producer of

services than government because of government’s “red tape,” restrictive

conditions, and the like. Furthermore, the greater the flexibility in re-

sources—cash at the limit—the easier it is to divide the available re-

sources equitably amongeligible households. It is argued that under the

programs with restrictions and not enough funding to serve all those

eligible, a small share of those eligible receive large amounts of assistance

(which they may not value greatly) while others receive nothing. Also,

some households will not participate because of the restrictions on the

level or type of services provided under sharply restrictive programs.

The counter arguments are also formidable. Some economists argue

that the level of satisfaction that taxpayers receive depends on howthe

poor are helped. If the assistance is for goods and services that the tax-

payers view as appropriate, then they will be more satisfied and more sup-

portive of assistance in general. For this reason restricting or earmarking

services is desirable. Political scientists, for their part, observe that the

committee structure of the Congress strongly militates in favor of a

piecemeal approach. Since each committee will fight to maximize the size

of the programs and funding levels under its jurisdictions, the total re-

sources going to the poor are larger than they would be if the appropriate

level of aid were examined en block as would be the case under a purely

cash transfer system. Finally, those supporting strong earmarking argue

that inequities arise from inadequate funding, not from the structure of

the programs themselves.

This book is about these issues, but it discusses them in the con-

text of housing policy. More specifically, it is about an elaborate experi-

ment to test the feasibility and efficacy of reducing the restrictions tradi-

tionally placed on government-provided housing assistance to lower-income

households.

The story begins at the end of the 1960s when Americans and their

elected representatives could look back on two decades of enormous

progress in the housing situation of the average American. In 1950, 1

dwelling in 3 lacked full plumbing facilities, by 1970, only 1 in 20 was in

this category; the percentage of units in dilapidated condition was cut

from 9 to 4 percent; and the fraction of households who were homeowners

had risen dramatically.t Still, problems remained. An increasing fraction

1. de Leeuw, Schnare, and Struyk [P14], table 2, p. 123. This book’s bibliography

is divided into four sections to help the reader more easily locate specific references.

The four sections reflect the various aspects of the Experimental Housing Allowance

Program and related research to date: [P] Public Policy and Housing Allowances;

[E] Experimental Housing Allowance Program; [H] Household Responses to

Allowances; and [C] Community, Market, and Agency Issues.
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of renters were devoting over one quarter of their incomes to housing, a
conventional indicator for excessive housing expenditures; and minorities
were still not being accorded treatment equal to whites in the housing
marketplace. Worse, the gains achieved by the majority of households had
bypassed a significant number of the poor whose dwellings exhibited
multiple deficiencies even though these dwellings were neither dilapidated
nor lacking in plumbing facilities. Households who were both poor and
members of a minority group: had especially high rates of deficiencies
compared to the nonpoor.

The relative housing difficulties of the poor and minorities had been
matters of public concern for decades. Since the mid-1930s, government
in the United States had sought to respond to the housing problems of
the poor, acting through the federal-state-local partnership of grant-in-aid
programs and through legal protection against discrimination. The main
strategy utilized in these efforts was to augment the supply of standard
quality low-income housing, through such means as construction and
operation of public housing which provided dwellings in housing projects
to the poor on a take-it-or-leave-it basis and through the subsidization of
the construction of privately operated projects by provision of mortgage
finance at below-marketinterestrates. By 1972, however, only 7 percent of
the households who were income-eligible for assistance under the federal
housing programs were receiving it.”

Also since the 1930s, however,various policy makers and researchers
have advocatedanalternative, demand-oriented, less restrictive strategy
to~seekthe same ends sought by these housing supply programs.The~
reasoning was deceptively simple: Lack of purchasing power is certainly
one factor in the housing problems of lower-income households. If poor
households were given additional purchasing power, and if they chose
to spend substantial proportions of that purchasing power on housing,
then they could effectively demand housing of higher quality. Addi-
tionally, since program recipients would be renting existing units, rather
than living in new housing specially built as subsidized housing, lower
program costs were anticipated. In this book, these demand-augmenting
voucher programsare called housing allowances.

Serious reservations were raised, however, about supplier responses
to housing demand subsidies as well as about how participants would use
cash payments, whether earmarked for housing or not. If the poor have
more money with which to pay for better housing, would sellers, landlords,
builders, mortgage lenders, realtors, and other suppliers of housing services
come forward to serve them? Or would landlords simply charge the poor
more for the same units? Are markets too sluggish, poor neighborhoods

   

2. See U.S. Department of Housing and Urban Development [P81], table 9, p.
98. Figures are for households with incomes of less than $5,000 per year.
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too burdened with negative conditions, and perceptions and attitudes too

fixed for even adequate purchasing power to make a difference in the

housing of low-income Americans?

In the closing years of the 1960s, social experiments were being tried

on a number of proposed policy innovations, such as a guaranteed income

approach to welfare, performance contracts in education, and national

health insurance.* In light of the uncertainty surrounding a major shift

in the structure of housing policy in the United States, some pretest of

a demand-oriented program to resolve the major outstanding uncertainties

seemed prudent. In 1970, Congress and the U.S. Department of Housing

and Urban Development decided to invest in a social experiment on hous-

ing allowances to secure an empirical resolution to the questions at hand.

This decision led to the housing allowance experimental program. The

experiment focused on the following questions:

@ Who would participate in a housing allowance program? What types

of households (husband-wife, single parent)? Could both whites and

minorities secure adequate housing andparticipate?

@ Howwould participating household use their allowance payments?

@ Would the quality of housing improve for participating households?

® Would a housing allowance program cause participants to change the

location of their housing?

@ Would landlords and homeowners rehabilitate substandard properties

and increase maintenance?

@ What would happento the price of housing? Would there be significant

market responses to a housing allowance program?

@ What alternatives exist for administering the program?

@ What are the probable costs of a nationwide housing allowance pro-
9

gram!

The subject of this book is the conduct and the results of the experi-

mental effort launched in 1970. The Experimental Housing Allowance

Program (EHAP)tested the concept of giving low-incomehouseholdscash

payments with which the households themselves would secure adequate

—housing—tn iiost parts ofthe experiment, the size of payment was deter-

mined as the difference between the cost of adequate housing in the local

market and the household’s reasonable ability to pay for it.

Before exploring the details of EHAP, one might ask if the findings are

relevant today, a decade after EHAP’s formal initiation. In 1970 the

 

3. See Ferber and Hirsch [E45].
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possibility of an entitlement housing allowance program was genuine.
The Nixon Administration strongly favored less government direction in
the provision of adequate housing for the poor. Indeed, shortly after
EHAP was launched, the administration considered proposing a full pro-
gram to Congress, called Direct Cash Assistance. The Congress and the
administration joined forces in the landmark housing legislation of 1974,
in which a limited entitlement housing allowance program was made
operational—the “Section 8 Existing” program.*

Currently, housing allowances, or rather an expansion of Section 8
Existingto anentitlementprogram,aregetting anotherlook..TheCongress~saeSoe

 

RtRTREHESSSRA EOEAOSarari metae
cna e.

hasbecomeincreasingly discouraged at the veryhigh subsidiesrequired toscreenerrreAO
eee RAEareR OWSSee 2a2PennettatatlsesEinetAT #8 as SORELhtopgestpete

build new housing for the poor (Section 8 New).On_average, abouttwo
_householdscan beassisted by leasing an existing unit for each household

reseeeede

assistedinanew unit. Moreover,there are few units in urban areas with
Seinla

 

StashcA MN

gross deficiencies_compared:tothesituation 20 years ago; hence, many
units now occupied by lower-income households could be brought into
an existing--housingprogramat low initial cost to the landlord and then
maintainedat thatlevel.peneaero apemn

This argument has been advanced by the National Low Income Hous-
seenpertinmaaaweet oe

ing Coalition in calling for an entitlement housing allowance program for |nme on erratasereeon. TO Teepeseen weet ater? tenainamineeePeettenttne,

very low-income households (i.e., households with incomes of less than
half of the local area median family income). Under this program the
modest amount of subsidized new construction, which would coexist with
the existing-housing emphasis, would be reserved for moderate-income
households in markets with an absolute shortage of rental housing. This
strategy is receiving serious consideration as the Congress deliberates
about the 1980 housingbill, particularly in light of the prospective federal
budget stringencies. A key element in considering such a proposal, of
course, is the evidence from the Experimental Housing Allowance Pro-
gram. The findings are also highly relevant because they provide important
empirical information for the consideration of the earmarking issue, not
only in housing but in other areas as well. This more general relevance
stems from the basic facts on the responsiveness of househo!ds to certain
incentives embodied in housing allowances but similar in structure to
those other programs.

The actual experimental program has been enormous: to date more
than 30,000 lower-income households at 12 sites across the country have
received housing allowance payments, and somewill still be receiving
them a full decade after receiving their first payment. Thetotal cost of the

4. Section 8 Existing and the housing allowances tested in EHAPare contrasted
in chapter 2.

9. National Low-Income Housing Coalition [P57; P58].
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experiment, including payments to households will be about $160 million.

This makes it one of the largest social experiments in history.

The experiment was complicated in structure because of the many

questions to be answered. Three distinct field operations were established,

each focusing on a different set of questions:

@ The Demand Experiment involved about 1,800 households in Phoenix
and another 1,800 in Pittsburgh. Its goal was to illuminate the way
households would react to housing allowances in terms of participation,
household mobility, and housing consumption. It also probed how
households’ reactions and program outcomes varied under alternative
forms of allowance programs involving different payment formulas,
varying generosity of benefits, and minimum housing consumption
requirements.

@ The Supply Experiment involved over 16,000 households in Green Bay,

Wisconsin, and South Bend, Indiana. The purpose of the Supply Experi-

ment was to raise the level of demand for housing services within a

housing marketto the level likely to be attained if a nationwide house-
ing allowance program were instituted. This permitted observation of

the reactions of suppliers of housing services in terms of increase in
the quantity, quality, and price of housing services. It also was de-
signed to probe community andinstitutional reactions, including those
of real estate brokers and mortgage lenders, to a full-scale allowance
program.

@ The Administrative Agency Experiment (AAE) involved between 400
and 900 households at each of eight sites scattered widely across the
United States. This experiment emphasized the behavior of administer-
ing agencies in the “real world” of actual program operations. Thus,
while the allowance programs in the other two experiments were
operated by special agencies created by the research organizations,
allowances in the AAE were administered by existing agencies, state or
local.

Figure 1.1 indicates the location and total enrollments at each of the 12

experimentalsites.

Figure 1.1 also indicates the existence of several other non-EHAP

recent experiences with housing allowance-like programs outside of the

experimental program itself. The findings of these other experiences are

occassionally drawn on in this report. At two sites—Kansas City, Missouri,

and Wilmington, Delaware—housing allowance demonstration projects

were locally initiated and funded under the Model Cities program.® The

final two sites—Seattle and Denver—are included in figure 1.1 because a

6. For results from these two sites see Heinberg, Taher, and Spohn [P34] and

Solomon and Fenton [P75].
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10 INTRODUCTION

special HUD-funded study of housing behavior was incorporated in the

income maintenance experiments conducted in these two sites by the

Department of Health and Human Services. Also relevant, of course, is

the experience of the nationwide program, Section 8 Lower-Income Rental

Assistance for Existing Housing, mentioned previously. When combined,
the three operations of EHAP and these supplementary sources provide a

rich and varied data base upon which to base empirical answers to a wide

variety of questions which previously had been dealt with only by specula-

tion or by theoretical reasoning.

AN OVERVIEW OF THE BOOK

This book provides serious students of housing policy (rather than tech-

nicians) with an in-depth viewof the entire Experimental Housing Allow-

ance Program, including its design, operation, findings, and policy im-

plications. The report also provides comprehensive references to the

technical papers containing thestatistical studies upon which the pro-

grams results are based. This volume is not merely a summary of experi-

ments or a parroting of the policy thoughts of others. Rather, it emphasizes

the editors’ and chapter authors’ judgments about the technical studies and
what their findings imply for contemporary housing policy in the United
States. Hence, the report represents an excursion in the best sense—a tour
led by knowledgeable and experienced guides.

Mostof the findings from EHAP were compiled by the time this book

was completed. In particular, the results from the Demand Experiment

and the Administrative Agency Experiment were in hand, as were those

from the collateral Seattle-Denver Income Maintenance Experiment.’ In

contrast, results from the Supply Experiment were limited to analyses

of the first two years of field operations. However, even these early find-

ings seem to have convincingly answered the questions which the Supply

Experiment had been designed to answer. The decision was therefore made

jointly by HUD and The Urban Institute to prepare a final report on the

findings to those principal questions which had motivated the initiation

of EHAP. Consequently, this volume, focusing largely on the questions

listed earlier in the chapter, provides the complete story of the enormous

EHAP experiment.

Chapters 2 and 3 trace the historical roots and developments of

EHAP and contain a description of the overall experimental design as

7. All of the reports regarding specific topics addressed by the Demand Experi-

ment were available to us. However, the final report for the entire Demand Experi-

ment had not been drafted.
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well as the design of each of the three field operations. The actual hous-
ing allowance programs operated in each field operation are outlined.

Chapters 4 through 7 detail the findings on household reactions
to housing allowances. These four chapters discuss findings on program
participation, household mobility induced by the programs, changes in
the quality and type of housing occupied, and the change in housing ex-
penditures associated with the allowances.

Chapters 8 through 10 review findings in three distinct areas. First
the degree of dwelling upgrading associated with occupancy by allowance
recipients is examined. Second, “market reactions”
effects of an open enrollment program on the price of housing services,
both of units occupied by participants and in the market at large, are
considered. Another major “market reaction” covered is the response of
community leaders and residents to the introduction of an
gram. Third,

are reviewed; the

allowance pro-
chapter 10 deals with program administration by surveying

the lessons concerning administering a housing allowance program un-
covered in the course of the experiments. In the final part, chapter 1]
draws out the implications of the results of the Experimental Housing
Allowance Program for issues in national housing policy currently bei
debated. Chapter 12 reviews EHAPasa social experiment and eva
the outcomesin light of EHAP’scost.

Questions about the effects of a housing allowance program were listed
at the beginning of this chapter. Finding their answers was the driving
force in the establishment of the Experimental Housing Allowance Pro-
gram. Over the ll-year period required to execute EHAP, inevitably,
some questions on this list lost prominence and others not even on the
initial list became the focus of policy debate in housing and community
development. Nevertheless, the answers providedto the initial questions are
important, both for making policy and because the lucidity, precision,
and integrity of these answers is one measure of EHAP’s success.®

Responses to these questions are summarized as follows:

® Who would participate in a housing allowance program?

Participation in EHAP differed considerably from what had been an-
ticipated. Originally, participation was predicted to be at rates similar
to participation in current income-transfer programs. The Aid to Families

 

8. In chapter 12 other measures of
to EHAP.

Program success are discussed and applied
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with Dependent Children program, for example, has a participation rate

in excess of 80 percent; in EHAPparticipation has been only 42 percent

for renters and 33 percent for homeowners in the open enrollment Supply

Experiment and 27 percent in the Demand Experiment, despite extra-

ordinary outreach efforts. Of course, benefit levels were modest compared

to AFDC, and for some households, “entry costs” were high. Also, there

has been substantial turnover among participants in the Supply Experi-

ment so that many more households participate at some time than are

measured by “snapshot” participation rates.

There are consistent differences in participation rates among house-

holds. Households in three overlapping groups—welfare recipients, those

headed by a member of a minority group, and single-parent families—

participate at higher rates than households with earned income, those

not headed by a member of a minority group, and husband-wife house-

holds. The elderly participate at lower than average rates, and_home-

anrenters.
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ousehold typesparticipateatlower ratesth
Lanai PAERRLTTREET —-—— peer eeeereme creeowners ofall”

“——~Analysis of EHAP participation generally shows consumers respond-

ing to the incentives and constraints imposed by the program. Eligible

households most likely to participate were those whose dwellings already

met the housing standards imposed by the program. For these households,

the housing allowance wasessentially an income transfer that represented

a monthly benefit available at little or no cost. In contrast, households

whose dwellings initially did not meet the housing standards were less

likely to participate because they were required to either upgrade their

dwelling or move to one that met the standards before they could receive

allowances.. Many households that did not meet the housing standards

did not even look for a new unit. The failure to search, and the resulting

loss of an allowance payment, was most often because of ties to the

current neighborhood and the belief that a better unit could not be found.

Racial discrimination, both perceived and actual, also reduced the

mobility of minorities.

Among those whose dwellings initially failed to pass the program

standard, households most likely to search for a different dwelling were

those that had the highest gains from moving and were most dissatisfied

with their current dwelling. Unfortunately, after controlling for race,

income, and other factors, it was found that households in the worst

housing (as measured by the EHAP program’s own standards) also had

the lowest rates of participation. These households would have had to -

makethe greatest change to participate.

Participation was primarily determined by how a household perceived

the benefits of the allowance payment when compared to the cost of

receiving it. Not surprisingly, participation rates increased as the dollar
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benefit conferred by the allowance increased, but the degree of increase
was modest.

@ How would participating households use their allowance payments?

© Would the quality of housing improve for participating households?

Participants divided their housing allowances between the consump-leESarehern etion “of morehousingandthe purchase of othergoodsand services.ontaaSF cypecpieee te Te

However, most of the allowancepaymentwas typically spent on non-*
martenEME et he nate rnc

RRCyore 5
“

housingitems.The extent to which participants used allowancesto increase
~housing consumption varied according to the initial quality of the unitoiiAateish)neatrcen se

occupied byapotentialrecipient andthelocal housingmarket conditions.REARS) mamArhiaAattt ABe

InPittsburgh,a tight market in which mobility is constrained, only about
10percentof the payment was used toincreasehousing consumption. Inbe se cena Teenitnrceanamtten
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Phoenix, where mobility is easier, this figure was 25 percent. Moreover,
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increased housing consumption was more prevalent among householdsSAEAESTSRRgamer

ere
ne

Tn eimentreecachetenaeemn tertrierma Seema
2‘living in units that failed program standards whenthehouseholdenrolled

inthe program. Increasing housing consumption is only one goal of
housing policy’s concern for how households spend their resources. An-
other concern is rent burden, the percentage of income devoted to housing.
At enrollment, rent burdens in the Demand Experiment sites averaged
approximately 40 percent. Housing allowances sharply reduced recipients’

amnieaiipranne
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contribution to rent and reduced rent burdentoan averageof25percen
in the Demand Experimentsites.
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~~~ Housing standards playeda significant role in the consumption de-
cisions of households as well as affecting participation. In—performing
repairs to pass EHAP housing standards, or in selecting a dwelling to
which to move, participating households usually responded very narrowly
to the program requirements. That is, they changed their housing con-
sumption only to the extent necessary to qualify for allowances. Thus,
while standardscertainly altered the consumption patterns of those house-
holds that had to move to enter the program,there waslittle evidence that
housing requirements resulted in more total housing consumption, as
measured by rent expenditures or other broad indices of housing quality.
Households adhered strictly to the specific items embodied in the stand-
ards. This suggests that it would be possible to increase housing con-
sumption with more stringent standards. As noted earlier, however, such a
strategy would result in a lower participation rate, particularly affecting
those potential recipients in the worst housing.

Finally, it is important to observe that except for the effects on meet-
ing specific housing standards, there were no differences in the change
in housing consumption produced bythe alternative types of housing
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allowances tested. These include unconstrained cash payments to house-

holds, plans which based payments solely on the percentage of rents,

and those involving various types of earmarking.

@ Would a housing allowance program cause participants to change the

location of their housing?

Mobility—sxas_not increased by the allowance payment, but those pre-

disposed to move did so earlier than they otherwise would have. Similarly,

 

the destinations of movers were not affected. The housing allowances

appear to have hadlittle if any impact on the extent of income andracial

segregation, on the length of the journey to work, on neighborhood

quality, or on movement between the central city and suburbs.

® Would landlords rehabilitate substandard properties and increase

maintenance?

Households could qualify for payments if their enrollment units were

already standard, if the units were improved to meet the program re-

quirements, or if enrollees moved to standard units. The fraction of

participating households using unit improvements as the means of qualify-

ing for the program varied from a low of 2 percent of recipients in one

EHAPsite to a high of 44 percent in another. The more stringent the

program standards, and hence the greater the amount of repairs needed

to pass the standard on average, the less likely improvements were to

take place. Additionally, homeowners are more likely to improve their

dwellings than renters; consequently, renters qualify more often by

moving than homeowners do.

On the basis of the systematic data from the repair logs kept in the

Supply Experiment, we know the amount of repairs necessary to pass the

standards in this part of EHAP was generally small. The small amount

of required repairs and the high rates of repairs in the two Supply Ex-

periment sites mirror the quality of housing stock in these sites as well as

the housing standard employed. The vast majority of dwellings were free

from major defects. The most frequent type of improvements were to meet

health and safety items in the program’s standard. Hence, the most fre-

quent action was the installation of stairway handrails, averaging $10

in out-of-pocket costs. Repairing windows and painting ceilings, floors,

and walls were also frequent. The average out-of-pocket costs per housing

unit repair were only $55 and $81 in Green Bay and South Bend, respec-

tively, for homeowners, and $39 and $37 for renters in the twosites. Con-

sistent with these low expenditure figures, evidence indicates that slightly

substandard units were more likely to be improved than were moreseri-

ously deficient units. The proportion of failed units that were subsequently
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repaired dropped from about 88 percent for homeowners with one housing
defect to 50 percent in cases with four or more defects. In the case of
renters, the parallel drop was from about 70 percent to 30 percent.

Despite low levels of initial repairs to meet standards, other evidence
from the Supply Experiment suggests that the program might be having
a longer-run impact on maintenanceactivities carried on during the year
by participating households. The most accurate information currently
available is for homeowners.® Contrasting census data on cash outlays for
repairs and improvements by low-income households in the North Central
census region (containing Green Bay and South Bend) with similar ex-
penditures by program participants shows that EHAPparticipating home-
owners may be spending an average of $75 to $100 more per year on
repairs and improvements. Furthermore, these data indicate that im-
provements made annually after enrollment are likely to be more sub-
stantial than those completed to participate in the program.

© Would there be significant market responses to a housing allowance pro-
gram? What would happen to the price of housing?

In discussions of an entitlement housing allowance program during 1968-
1972, the possible inflationary impact on housing prices was generally
considered the major drawback of an allowance. Now, however, we know
from the experiments that programs on the scale of those tested in EHAP
—including an entitlement program in two markets—will cause little if
any inflation in rents for recipients and no inflation at all in rents for
others. Early results from the Supply Experiment show that the introduc-
tion of the program had no major, immediate effect on marketwide rent
inflation. Furthermore, we know from all three operations that the allow-
ance programs tested increase only marginally the demand for housing
because of the relatively low participation rates and the modest ear-
marking of subsidies for housing consumption described earlier. Thus,
it is extremely unlikely that demand pressures would ever build upsuffici-
ently to heighten market rent inflation in areas served by allowances.

The lack of significant effects in other aspects of the housing market
can also be explained by the small change in demand. Thusfar, neighbor-
hoods in the two Supply Experiment sites have undergonelittle change
due to the program, either through household movement patterns or
through dwelling improvements induced in units not directly involved in
the allowance program. The types of market intermediaries and indirect
suppliers important to expanding the supply of housing services have

9. Renters, who provide repair information for their units, did not always know
the full extent of repairs done by their landlords; information has subsequently been
collected from landlords on this issue, and additional analysis will be done for rental
units.
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not been affected by the program andhavenot influenced program opera-

tions. Community leaders, on the other hand, played an important role

particularly in determining whether their community would participate

in EHAP; in some cases they prevented housing allowances from being

tested in their jurisdictions because of fears of large-scale movement of

black households into the suburbs. Once the small impact of the program

was demonstrated, community opposition lessened.

@ What are the alternatives for administering the program?

The experience under EHAP has demonstrated that there are various

ways to administer a housing allowance program; some ways are more

cost-effective than others. Findings related to the four major administrative

functions in an allowance program—outreach, enrollment, dwelling in-

spection, and client services—have narrowedthe range of alternatives for

administration.

Outreach proved particularly difficult for program managers as they

tried to balance the twin goals of (a) informing the eligible population

about the programs and (b) not unduly raising expectations in those

sites where enrollment was limited; managers also wanted to keep appli-

cation backlogs down where enrollment was unlimited. Mass media cam-

paigns were particularly important for attracting eligibles, such as the

working poor, who were not ordinarily served by other programs. Use

of media, however, was expensive.

The most important aspect of enrollment is the certification of client

income. Here, EHAPclearly establishes the superior accuracy of certifying

income through verification with documents or third-party inquiries,

rather than relying only on client-provided information. However, since

full verification of every application would be costly, EHAP analysis

suggests several approaches for selective use of verification. For example,

verification requirements might be lowered for three groups of households

—the elderly, clients with predominantly grant income,or clients with one

income source—because incomeerrors detected through verification were

significantly fewer in these cases. Another promising approach, tested in

the Supply Experiment, involved varying the extent of verification inversely

with the amount of documentation that is initially provided by households.

Inspections of housing units were found to cost much less than

anticipated, because fewer dwellings had to be inspected for each recipient

and because inspection costs per unit were somewhatoverestimated. The

number of inspections per enrollee before qualifying for payments was

small—with a site median of 1.08. EHAP also found that inspections done

by participants were far less accurate than those done by professional

code inspectors or trained agency staff. Code inspectors, however, were

more costly.
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Analysis of the effects of nonmonetary services provided to clients—
such as counseling—has been particularly difficult, due to measurement
problems. However, it seems clear that no strong case can be made for
agencies to provide such services indiscriminately. It is likely that they
will have more effect on client households who become movers in tight-—
market situations, and such services may also be more useful to minorities
than to nonminorities. On the basis of expressed preferences and utiliza-
tion of different types of services, it appears that housing market infor-
mation—specifically, information on the location of available dwellings—
is the only service for which there was widespread demand.

@ What are the likely costs of a nationwide housing allowance program?

The importance that HUD attached to obtaining an answer to this ques-
tion diminished sharply over the course of the experiments, as the Carter
Administration’s lack of enthusiasm for a universal demand-side program
became known. In fact, HUD-sponsored work on this subject was discon-
tinued in 1977; and the detailed estimates made on the basis of early
experimental experience with program participation were not later care-
fully revised in light of more reliable and quite different longer-term
EHAP experience.

The ballpark estimates given here represent crude adjustments to
estimates done for 1976 via simulation using the Transfer Income Model
(TRIM) at The Urban Institute.*° In making these adjustments, Kain
assumes participation rates equal to those observed after more than two
years of open enrollment program operations in the Supply Experiment
sites. He estimates that 6.5 million households would participate nationally
at a cost of $4.4 billion in 1976 dollars.*! Of course, this estimate assumes
that the type of program administered in the Supply Experiment would
be the national prototype. Participation rates and cost levels, though,
would depend on the strictness of the housing standards adopted for
the program, the type of outreach conducted, and other administrative
decisions. Tough standards would, as noted, reduce participation and

 

10. These estimates are summarized in Carlson and Heinberg [E24] and detailed
in Sepanik [144] and Sepanik, Hendricks, and Heinberg [E145]. The specific extra-
polation of EHAP experience in TRIM was based upon seven basic program assump-
tions: (1) extension of eligibility to homeowners as well as to renters: (2) exclusion
of households headed by students and households consisting of nonelderly single
persons; (3) an assumed nationally uniform average cost of adequate housing; (4)
a payment formula that provides recipient families with an amount equal to the
difference between the cost of adequate, modest housing and 25 percent of their
household incomes; (5) an income definition that excludes taxes and work-related
expenses and that counts cash assistance from other federal programs as income;
(6) an imputed return on home equity; and (7) no assets test.

11. For details of these estimates, see Kain [P39].
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costs, perhaps substantially.’? The $4.4 billion figure is, though, probably
of the correct order of magnitude.

For fiscal year 1980, HUD’s budget request for assisted housing pro-

grams was about $3.1 billion (in 1976 dollars) to serve some 3.2 million

households.** Of these participating households, about 600 thousand are
participants in the Section 8 Lower Income Housing Assistance Program.
These participants reside in units built without governmentassistance and
receive housing allowance-type payments. Hence, an open enrollment
housing allowance (or Section 8) program would add about 6 million
households to the assisted housing rolls and more than double the annual
federal outlays for assisted housing. On the other hand, even at this
expanded scale, assisted housing payments would still only about equal
the taxlosses to the federal Treasury from deduction of mortgage interest
payments by homeowners; payments for an entitlement program would
also constitute only 2 percent of the fiscal year 1980 federal outlays pro-
posed to the Congress by the Carter Administration.

A WIDER VIEW

In chapter 11 of this book, EHAP findings that may influence community
development, income maintenance, and current housing programs are
described. The EHAP findings are examined from three perspectives:
(1) benefits to the individual, (2) benefits to the community, and (3)
benefits to the housing sector.

The EHAP findings just summarized have shown that individuals
generally carefully weigh the benefits and costs of participating in the
program, given their personal consumption preferences and the local
market conditions they face. Overall, the analyses suggest-that-allowances,
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12. Kain estimates, for example, that use of the Demand Experiment physical
standards, which were morestrict than those in the Supply Experiment, would reduce
program cost by about 20 percent.

13. Assisted housing programs include: all elements of the Section 8 program;

the Section 235 homeownership assistance program; rent supplements; the rental
housing assistance programs (e.g., Section 236) ; and public housing.
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The design ofthe housing allowance experiments permitted much

less information to be generated about community benefits—defined in

terms of improvement of the physical environment—than was generated

about benefits to individuals. Benefits to community development derived

from the allowance programs seem weak; butsince little is known about

the impacts of other housing programs along these dimensions, no com-

parative statements can be made.

We do know, however, that housing allowances enlist households with

low housing preferences and the dwellings with the greatest deficiencies

at lower rates than others. Hence, the very processes that provide for

maximum freedom of choice for individual households may tend to

discourage those households whose housing would improve most by

participating. Hence, there may be insufficient additional housing con-

sumption and investment to produce communitywide effects. On the other

hand, there is some evidence of allowances having a preventive mainte-

rousIngTorwhich recipienthouseholdsdoqualify.
Whetherornottheserepairs have a neighborhoodeffect must await further

results from the Supply Experiment.

The ideal national mix of housing programs to maximally foster

improved housing must depend per force on future economic conditions

and the level of financial support for income maintenance and housing

subsidy programs. Still, EHAP findings have implications for two of the

most important connections among programs for achieving housing

goals: the linkages between housing subsidies and community develop-

ment programs and the case for a different mix of programs in varying

housing markets.

Housing subsidies and community development programs are often

poorly orchestrated despite the fact that they sometimes affect the same

‘ndividuals. Furthermore, the last decade of housing program analyses

  nance’ effect on the

from housing programs must be substantial compared to those from un-

restricted income transfers in order to justify the higher costs of hous-

ing programs compared to cash transfers. These findings, including those

from EHAP,increasingly point to developing a coordinated strategy for

housing and community development programs in each locality. In

light of these findings, two basic approaches for interrelating housing

and community development programs are discussed in chapter 11, along

with potential mechanism for extending housing subsidies to low-income

homeowners.

Finally, EHAP has contributed to the evidence indicating the im-

portance of varying the mix of housing programs in different housing
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markets. Findings from EHAP have already substantially improved our
capability to simulate (via housing market models) the market effects of
combinations of different programs—for example, combining a housing
allowance with a newconstruction subsidy or a housing allowance and a
rehabilitation subsidy. The next step is to utilize this capability in
developing the nation’s housing assistance plans (HAPs) and community
development programs.
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CHAPTER 2

Origins of An
Experimental Approach

Marc Bendick, Jr. and RaymondJ. Struyk,
with contributions by David Carlson

THE POLICYinstrument referred to in this report as a “housing allow-

ance” has been discussed under many names. Common synonymsused

are rent certificates, rent subsidies, rent supplements, housing vouchers, rent

rebates, and direct cash assistance for housing. Whatever term is used,

however, three characteristics are inherent in the concept:

@ It is a public assistance grant for which oneoftheeligibility conditions

is low income.

@ The grant is intended to be spent largely on housing, and the grant

is usually accompanied by some attempt to “earmark” it for housing.

In this, it differs from an unconstrained cash transfer such as a

public assistance payment or “negative income tax.”

® The household receiving the grant selects its own housing from those

offered by the private market; the subsidy is attached to the household,

not linked to a particular unit. In this, it differs from many con-

ventional housing programs in which the subsidy is attainable only if

the household lives in a particular dwelling unit.

The first part of this chapter examines the concept of housing allow-

ances and traces its evolution through nearly half a century of policy

debate. This debate has concerned the most basic strategic issue in

American housing policy for the poor: the relative merits of a subsidy

system directed at constructing or rehabilitating housing units specifically

for poor households, in contrast to an approach involving cash subsidies

given to the households themselves to occupy existing private housing.

The Experimental Housing Allowance Program, whose design is described

23
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in the second part of the chapter, derived its existence, its research agenda,
and much of its importance from this continuing controversy. The final
secton of the chapter then reviews some ex post criticisms of the experi-
mental design, drawing the broad conclusion that the initial design was
competently drawn given the information available at that time and the
constraints imposed.

FORTY YEARS OF POLICY DEBATE

For more than 40 years, the federal government has intervened in the
housing problems of low- and moderate-income households primarily by
financing the construction or repair of specific dwellings for their occu-
pancy. Three policy assumptions underlie this federal housing policy
approach. First, the housing needs of the poor should be met primarily
by new additions to the housing stock rather than by utilization of exist-
ing housing units. Second, the private market should be involved in
building this housing; but, because potential profits are low, it would not
do so without substantial public subidies. Third, these public subsidies
should be directed toward builders and mortgage lenders rather than
toward poor households themselves.

Although this approach has prevailed in federal housing programsfor
many years, there have been recurring proposals for an alternative ap-
proach—that of providing cash payments directly to low-income families
so that they could select their own housing from among units produced
without subsidy by the private market. This central issue—whether hous-
ing subsidies should be provided to the supplier side of the low-income
housing market—to builders and lenders—or to the demander side—to
low-income households—has formed the context within which housing
allowances have been considered.

1935-1968: Straws in the Wind

Prior to the New Deal of the 1930s, housing was considered a matter of
private or local government concern. However, as soon as debate extended
to the issue of federal action on housing, the housing allowance alternative
formed part of that debate. Symbolically, extensive consideration of the
idea of housing allowances occurred in discussions leading to the Hous-
ing Act of 1937, legislation which created the federal public housing
program and marked the beginning of majorfederalactivity in the housing
field.

This public housing program was launched after two years of con-
gressional struggle to find ways simultaneously to promote multiple
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objectives. These objectives included the anti-Depression goals of job
creation and income generation through public spending, as well as
housing-oriented goals of slum clearance and improved living conditions.
Much attention focused on widespread substandard housing in both
urban slums and rural areas and the need to replace it through new
construction.

Formidable forces opposed the public housing program,including the
U.S. Chamber of Commerce, the National Association of Real Estate
Boards, and conservatives in both the House and the Senate. The alter-

native they most often proposed was “rent certificates” which could be
used by low-income tenants for payment of rent in existing housing.
Witnesses favoring rent certificates argued that the program would bring
the private market into play and keep government out of the housing

business, that it would be more manageableand less costly than building

new housing, and that it would grant low-income households more choice.

Subsidizing the utilization of existing units was a particularly attractive

idea during the high-unemployment Depression era when many families

who had previously been adequately housed in units they could afford

lost their jobs and thus their ability to afford their current homes.’

On the other side of the debate, two of the nation’s leading housing

experts of that time—Catherine Bauer and Edith Elmer Wood—opposed

rent certificates. Bauer argued that they would be administratively un-

workable, while Wood held that such a program would not result in any

additional housing being built for low-income families. The Senate Com-

mittee on Education and Labor finally concluded, “In dealing with the

housing of families of low income, systematic [construction of] low-rent

housing should be substituted for [financial] relief [including rentcertifi-

cates]. This procedure will be cheaper for the government, more beneficial

to business, and infinitely more desirable to those of our citizens who

are now living in slums and blighted areas, both in urban and rural parts

of the country.” ? Thus, the Congress opted for a housing production

approach, and the rent certificate approach was shelved.

As World War II drew to a close, a special subcommittee of the

Senate, chaired by Robert Taft, took a prospective look at postwar efforts

in housing and urban development and again considered a program of

rent certificates. However, Tafi himself opposed the idea, and the final

report of his subcommittee stated, “It has been argued that families

should be assisted by rent certificates just as grocery stamps have been

furnished to needy families. The number of families entitled to rent

certificates upon any such basis would.be infinitely larger than those

1. King [P44], p. 6.

2. Semeret al. [P70], p. 95.
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requiring otherrelief. It is not at all certain that such a plan would bring
about improvements in the bad housing accommodations that now exist.
In fact, the scheme might work to maintain the profitability of slum areas
and, consequently, to retard their elimination. It would certainly require
a detailed regulation of private rental quarters both as to condition and
rent.”3

In 1953, a presidential Advisory Committee on Government Housing
Policies and Programs again considered rent certificates. The principal
benefits claimed by witnesses appearing before the committee were that
housing would stay in private hands; that the rental subsidy would en-
courage rehabilitation and construction where currently there was none;
that the program would cost less than building new units under the
public housing program; that the subsidy could be strictly limited to the
amount and the period actually needed by any individual household; and
that the stigma of receiving “housing relief” would discourage families
from receiving assistance for very long.

The list of objections was at least as long: Many more thousands of
families would be addedtorelief rolls, generating a large administrative
workload; aggregate costs would be made greater than public housing
(because it was assumed that all income-eligible households would be
allowed to participate) ; the program would not add to the housing supply;
and substandard housing would not be eliminated. Eventually, these ob-
jections carried the day, and the committee’s report did not propose any
use of rent certificates.*

The rent certificate concept demonstrated its hardiness a dozen years
later, however, when legislation was enacted which embodied two of the
main tenets of the idea—use of existing, privately owned housing for
subsidized low-income occupancy (an idea incorporated in the Section 23
leased housing program) and a direct cash payment for low-income
families to occupy privately owned housing (a concept embodied in the
rent supplement program). Both the rent supplement program and the
Section 23 program emerged from the Housing and Urban Development
Act of 1965.

The rent supplementprovisions of this act carried some of the poten-
tial of a housing allowance program in that the federal government was
empowered to make payments directly to private landlords on behalf of
eligible households. It thereby established the principle of providing
income-related housing subsidies to families residing in privately owned
units. However, implementation of this program has been limited andits
budget appropriations have remained small. In practice, the supplements

 

3. Semeret al. [P70], p. 114.
4, King [P44], p. 10.
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were restricted to occupants of units located in housing projects already
receiving federal mortgage subsidies under the so-called 221(d) (3) pro-
gram; this was done to “deepen” the 221(d)(3) subsidies and thereby
permit very low-income families access to those units.° Therefore, although
its concept of subsidies directed toward tenants in privately owned and
managed units makes rent supplements a forerunner of housing allowances,
the program itself did not function very muchlike a housing allowance.

In contrast to the feebleness of the rent supplement initiative, the
Section 23 leasing program grew into a large and popular program and
marked an important alteration in the course of federal housing policy.
Indeed, this program marked the first movement in federal policy away
from exclusive reliance on new construction or substantial rehabilitation.
The Section 23 program permitted local housing agencies to lease privately
owned and managed dwelling units and then to sublease them to low-
income families at a subsidized rental charge.® In contrast to the tradi-
tional approach of constructing, owning, and operating specific housing
projects for the poor within the public sector, the Section 23 approach
restricted the agency’s role to paying rent on behalf of tenants. Further-
more, the program typically utilized existing units and units which were
usually scattered across many neighborhoods rather than concentrated
in large housing projects. The major difference from a pure housing
allowance was that the agency typically selected units to be leased rather
than allowing households free choice. Additionally, the housing authority
negotiated rent levels and lease provisions with landlords and sent its
subsidy check directly to the landlord rather than to the household.

Despite development of the Section 23 program and the rent supple-
ment program, federal housing policy in the late 1960s was still dominated
by the traditional approach of unit-based subsidies for new construction.
Not only were about 700,000 units of conventional public housing in

operation by 1970, but this activity was, through 1968 legislation and
appropriations, joined by several other housing production oriented pro-
grams, including a lower-income homeownership program (Section 235)
and a multifamily rental housing program (Section 236). By the close of
1970, these programshad placed some 1.6 million units into the production
pipeline, the highest volume of subsidized housing production in the
nation’s history.’

1968-1970: A Willingness to Experiment

Despite rapid expansion of the unit subsidy approach, the mid-1960s

5. See Semeret al. [P70], p. 120.

6. See de Leeuw and Leaman [P13].

7. Aaron [P2], Appendix A.
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were times of introspection in housing policy and willingness to examine

alternatives. In addition to the new policy directions foreshadowed by

the rent supplement program and the Section 23 program, the loosely

structured Model Cities program was initiated in 1966, on the heels

of War on Poverty legislation. At the same time, two presidential task

forces embarked on far-ranging examinations of housing and community

development issues—the President’s Committee on Urban Housing (the

Kaiser Committee) and the National Commission on Urban Problems

(the Douglas Commission). A third task force, the President’s Commis-

sion on Income Maintenance (the Heineman Commission) examined

problems of the public assistance system and included housing as part

of its agenda.

The Kaiser Committee’s mandate was to analyze existing housing

programs and their impacts upon households and markets, focusing on

lower-income families. Among the recommendations in its 1968 report

was one calling for testing the housing allowance approach through an

experimental program.

The Kaiser Committee’s espousal of housing allowances stemmed

largely from the increasing difficulty of the public housing program in

finding decent sites for large housing projects and a concern for the

consequent “ghettoization” of the poor and minorities. The committee also

stressed that an “allowance system offers the opportunity for the free

market to operate in its traditional fashion” and also that “widespread

distribution of housing allowances to poor families should reduce the

economic dependence on slum housing and shift the demand upward for

standard units. In response to this shift in demand, suppliers of housing

would be induced to produce more standard housing, either by upgrading

slum properties or through new construction. .. .” §
Despite these positive predictions, the committee did not recommend

a full-scale national program but rather an experimental one. There were

three reasons for this limited recommendation. First, the committee per-

ceived a need in the short term to stimulate new construction andfelt that
the conventional project subsidy approach would best accomplish that

result. Second, the committee was concerned that a massive allowance

program “would belikely to inflate the costs of existing housing consider-

ably, at least in the short run. . . . Consequently, any large-scale housing

allowance system would have to be introduced gradually. .. .” Finally,

the committee feared that without “strong programs of consumer educa-

tion and vigorous attacks on racial discrimination” an allowance sys-

tem could have adverse results.®

8. President’s Committee on Urban Housing [P66], p. 14.

9. President’s Committee on Urban Housing [P66], p. 71.
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The housing allowance recommendation was not the most prominent
proposal made by the Kaiser Committee and did not in itself draw much
attention. However, the committee’s report was issued in December 1968,
a month after the election which replaced the Democratic presidency of
Lyndon Johnson with the Republican administration of Richard Nixon.
High officials of the incoming administration—particularly those in the
Office of Management and Budget—brought with them long-standing
ideological doubts concerning the appropriateness of direct government
provisions of housing such as in the public housing program. One direc-
tion they favored for housing policy was promotion of low-income home-
ownership through the Section 235 program. The idea of housing allow-
ances offered to them another possible policy alternative consistent with
both their desire to break with past trends and with their goals of in-
creasing utilization of the private market in public programs.

One HUDofficial who developed an interest in allowances was under
secretary Richard Van Dusen. Another was Malcolm Peabody, Jr., then
deputy assistant secretary for equal opportunity. Peabody was convinced,
by the Kaiser Committee report and other sources, that allowances would
be preferable to conventional public housing or to any construction
subsidy if for no other reason than that allowances would prevent large
concentrations of the poor and lead to more racially and economically
integrated housing.*° Peabody became involved in initiating housing
allowance demonstrations under the auspices of the Model Cities program,
and a demonstration was launched during the summer of 1970 in Kansas
City, Missouri, with another following soon after in Wilmington, Dela-
ware."*

Another HUD official who became an effective advocate of the idea
of giving housing allowances experimental consideration was Harold
Finger, then assistant secretary for research and technology. Finger became
familiar with work of housing researchers which suggested the possible
eficiency and effectiveness of the allowance approach. At the sametime,
as a research manager, he was impressed bythe large-scale social experi-
ments with “negative income taxes” then under way under the auspices
of the Office of Economic Opportunity and was interested in implementing
similar techniques. Within the policy councils of HUD, Finger played a
crucial entrepreneurial role in translating theoretical notions of housing
allowances into an operational research program.

During the summer of 1970, the proposed Housing and Urban De-
velopment Act of 1970 was debated in Congress, and authorization for

10. See Peabody [P63].

11. Results of these demonstrations are reported in Heinberg, Spohn, and Taher

[P34]; Solomon and Fenton [P75].
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an experimental housing allowance program was inserted into it. HUD

had not asked for this authorization because it believed that the bill’s

proposed provisions for general research authority were broad enough

to cover allowance experiments. There was also concern that if allowances

were singled out for special attention, the experiment might be stopped

by the White House.’? Nevertheless, a bill mandating the experiments was

introduced by Senator Edward Brooke, largely at the urging of Malcolm

Peabody.

In hearings on the 1970 legislation, the Brooke proposal was seldom

addressed, as the legislation contained many other complex and contro-

versial provisions. However, several urban experts did discuss cash assist-

ance approachesto housing subsidies. Robert C. Embry, then commissioner

of housing and community development for the city of Baltimore, testi-

fied that the “. . . proposal to provide rent subsidies in private housing

. is extremely desirable. It fosters full utilization of existing properties,

it does not encourage concentration of low income families, and it avoids

the many barriers to racial integration that have effectively thwarted such

efforts. .. . I am convinced that this approach is the only valid program
to house low income families . . . that can achieve a dramatic andsignifi-

cant impact.” ** Embry’s enthusiasm was echoed by Cushing Dolbeare,
an advocate of low-income housing, who told Senator Brooke that “a
housing allowance proposal . . . would encourage people to keep standard
units on the market and rent them to low income families.” She did warn,

however, that such a program would be costly if it covered all eligible
housholds. She also expressed concern about limiting an experimental
program to communities where there are sufficient vacancies in the stock

of standard housing “. . . because I don’t think there are any such com-

munities today.” '* The Housing and Urban Development Act of 1970 was

passed on New Year’s Eve, 1970, carrying a mandate for housing allow-
ance experiments in its Section 504.

1970-1975: Policy Does Not Wait for Experimental Results

While the foregoing discussions concerning housing allowances per se

were proceeding, a related and more publicly visible debate was address-

12. The Nixon Administration’s Family Assistance Plan, a comprehensive overhaul

of welfare programs, was being developed at the same time under the direction of

Daniel Patrick Moynihan of the White House staff. Moynihan had circulated a memo

requiring that departmental proposals concerning any income maintenance programs

(which would include housing allowances) be cleared through his office. It was widely

believed in HUD that Moynihan would have vetoed an allowance proposal.

13. U.S. Senate [P80], p. 798.

14. U.S. Senate [P80], p. 1039.

15. P.L. 91-609, Section 504; 12 USC1701Z-3.
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ing the problems of the then-existing HUD production-subsidy programs,*®
This debate created an atmosphere of dissatisfaction with current housing
policies in which the idea of a radical shift of subsidy strategy became
plausible. At the same time, the specfic criticisms launched against existing
HUDprogramscreated an agenda of objectives which, it was hoped, hous-
ing allowances could better achieve.

One criticism launched against the unit-subsidy programs was that
of horizontal inequity, arising from “deep” subsidies in combination
with limited funding. Horizontal inequity exists when two equally needy
families receive different amounts of assistance. Because the cost per
housing unit was very high for new construction programs, only a limited
number of housing units could be provided within available federal hous-
ing funds each year, and therefore only a small proportion of all income-
eligible families could receive housing assistance. In 1973, about 1 income-
eligible household in 12 was receiving large housing subsidies by occupy-
ing units subsidized by HUD programs; the remaining 11 out of 12, often
equally needy, received nothing.‘

A related criticism of the HUD production-subsidy programs con-

cerned the high cost per unit produced. As of 1972, the average annual
cost per unit of Section 236 subsidized housing, including rent supple-
ments, was $1,901, with outlays extending over a 30-year period.’* This
situation arose in part from the focus of these programs on new construc-

tion rather than utilization and preservation of the existing housing stock.’®

Critiques of HUD’s unit-based approach to housing subsidies also

cited the issue of freedom of choice, which broughtinto play general con-

cepts of consumer sovereignty and free enterprise which, as we have
mentioned, had particular appeal in a Republican administration. Undera
housing allowance program, to a much greater extent than under conven-

tional public housing, households could express their personal preferences
with respect to the characteristics of their housing units, their locations,
and their landlords, rather than simply accepting the limited choice pre-
sented by the public sector.”°

A final problem, perhaps not inherent in the unit-subsidy programs
but frequently associated with them, was administrative corruption and

16. Much of this debate is summarized in reports from the National Housing Re-

view carried on during the summer of 1973. See U.S. Department of Housing and

Urban Development [P81, P82]; Weicher [P88].

17. See, for example, Aaron [P2]; Weicher [P88]; and U.S. Department of Hous-

ing and Urban Development [P81].

18. U.S. Department of Housing and Urban Development [P81], p. 116.

19. See Smolensky [P72]; Eisenstadt, Gueron, and Lowry [P21].

20. For example, the influential conservative economist Milton Friedman spent

three pages in his widely read book Capitalism and Freedom to argue for replacement

of the public housing program by cash transfers [P23], pp. 178-180.
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related difficulties in program control. Even setting aside the cases of

outright fraud, there appears to have been widespread problems of gross

inefficiency in how programs were implemented. For example, the cost

per unit of public construction was running more than twice the cost

of private market construction, even for units of equivalent quality. It

was problems of corruption and inefficiency rather than more complex

issues of inequity or ideology which caught the public’s attention and

created political pressure for dramatic policy action.

In January 1973, after the housing allowance experiments had been

legislatively mandated but a few months before the first field operations

actually got under way, President Nixon proclaimed a moratorium on all

of HUD’s major housing assistance programs. The programsaffected con-

stituted virtually all of the rent-subsidy programs for which allowances

might have been cast as a substitute: conventional public housing (includ-

ing the Section 23 program of leased public housing) ; mortgage insurance

and interest subsidies for low-income homeownership (Section 235) ;
mortgage insurance, interest subsidies, and operating subsidies for multi-

family rental housing (Section 236); mortgage insurance for multi-

family rental housing (Section 221(d) (3) ); and direct loans for housing

for the elderly and handicapped (Section 202).?1 The president cited as
reasons for the freeze the fact that the suspended programs benefited
only a small number of those who neededassistance, that they provided
windfall profits and tax shelters to investors, that they drove up develop-
ment costs, and that they produced housing which low-income families
could notafford.

The Nixon Administration then engaged in an ambitious review of the

suspended programs, and in September 1973, President Nixon announced
his support for “a better approach” than the conventional one of unit

subsidies, an approach which he called Direct Cash Assistance.”? ‘This

plan,” he said, “would give the poor the freedom and responsibility to
make their own choices about housing—and it would eventually get the
Federal government out of the housing business.” Moreover, Nixon

averred that “of the policy alternatives available, the most promising
way to achieve decent housing for all of our families at an acceptable

cost appears to be direct cash assistance.” He also announced that the

moratorium would be lifted for the Section 23 leased housing program

which, he said, “can be administered in a way which carries out some

of the principles of direct cash assistance.”” The Nixon Administration was

21. Rural housing programs of the Farmers’ Home Administration would presum-

ably also fall into the category, but they were not included in the moratorium.

22. The Democratic candidate in the 1972 presidential election, Senator George

McGovern,also had advocated allowances during the campaign.
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in the process of drafting a specific Direct Cash Assistance proposal for
submission to Congress when President Nixon resigned 11 months later.

Congress, in the meanwhile, was not idle in the period following
announcement of the moratorium but rather forged a newdirection for
housing policy largely on its own initiative. With passage of the Housing
and Community Development Act of 1974, the Section 23 program was
to be phased out; and a version of a housing allowance program emerged
as part of the new Section 8 Lower Income Rental Assistance program.?°
The Section 8 program spans within itself the full range of demand-side
subsidy and supply-side subidy approaches. Its existing housing component
directly embraces the housing allowances concept,?‘ but the program
also includes a new construction component and a rehabilitation com-
ponent, which are unit-based housing production subsidies. The existing
housing component dominated Section 8 activities in the first years of the

23. Very early EHAP results were used in developing some aspects of Section 8
operations. These included development of a Section 8 Existing handbook, a major

portion of which was claimed to have been developed on the basis of the experience

of the Administrative Agency Experiment; work on housing quality requirements in

Section 8; and design of the shopping incentive feature of Section 8, which was also
said to have benefited from Administrative Agency Experiment findings. See Khadduri

[P41] for a discussion of the shopping incentive in Section 8.

24. The Section 8 Existing program offers rent subsidies very similar to those of
most of the housing allowances experimented with in EHAP. Thus, to participate, the

household must be income-eligible and live in a unit which meets certain minimum
physical standards. There are, however, five important differences:

1. In Section 8, the household cannot participate if it spends more than the
“fair market rent” (FMR) for a unit, the FMR being an amountselected to repre-
sent the cost of a unit meeting the minimum standards. In EHAPthere is no limita-
tion, but the government will pay only the difference between the FMR and 25 per-
cent of income. Thus, Section 8 households can search for units only within a
smaller segment of the housing stock.

2. Under Section 8, landlords receive rental payments in two pieces: the sub-
sidy payment directly from the government agency and the household’s share from
the tenant. In EHAP,by contrast, the agency sends its subsidy check to the partici-
pating household who then deals with the landlord.

3. While the Supply Experiment in EHAP includes both owners and renters,
Section 8 is currently limited to renters.

4. While EHAP does not exclude households renting new units, it does not di-
rectly promote new construction. Section 8 does so by entering into long-term lease
agreements with developers.

5. In Section 8, the incomeeligibility for the program is determined with refer-
ence to the median family income of the area: A family of four, for example, can
have no more than 80 percent of the reference income. In EHAP, the income cut off
was approximately four times the fair market rent.

For an evaluation of early Section 8 Existing housing experiences, see Drury, Lee,
Springer, and Yap [P19]. For a comparison of EHAP and Section 8, see Zais, Goedert,
and Trutko [P95].
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program—because existing units could be brought into a new program

more rapidly than could units which required time to be constructed. After

only a few years of the program’s existence, however, the production-

oriented components are coming to absorb most of the program’s funds

(e.2., over 85 percent of total program expenditures during 1979) .?° The

upshot of the Section 8 experience is thus that the demand-oriented ap-

proach to housing subsidies is only one aspect—and perhaps an increas-
ingly minor aspect—of the Section 8 approach.

Questions Left Unanswered

During the 40 years in which the idea of housing allowances has been
part of public policy debate, each era has judged the utility of housing
allowances in terms of the needs of its own times. During the 1930s, job
creation through public works construction was a key goal of public
policy, a goal with lower priority during the 1970s and 1980s. The exist-
ence of slum housing—housing stock of poor quality—was also a more
pressing and widespreadreality in the 1930s than it is in the 1970s. On
the other hand, freedom of choice in housing was not a great concern
during 1930s but was a primaryselling point for housing allowances
during the 1960s. Also during the late 1960s and early 1970s, there was
an increasing tendency to evaluate housing programs from the point of
view of benefits to individual households (using criteria such as horizontal
equity) rather than in terms of the program’s impacts on the housing
stock of a neighborhood and other community aspects which economists
label externalities. Indeed, the set of public problems for which housing
allowances might be suggested as a policy instrumentis still evolving.
For example, the possible role of housing allowances in prevention of
displacement in revitalizing neighborhoods will perhaps be a policy con-
cern of major importance during the 1980s, although it has not been
in the past.

Housing allowances have continued to play a major role in debates
concerning housing policy, despite changes in the criteria by which pro-

grams were judged, changes in the set of housing programs seen as an

alternative to allowances, changes in the definition of the nation’s housing

problems, and changesin political administrations. Allowances haveclearly
been a flexible and durable idea. At the same time, because a housing
allowance approach is quite different in structure and concept from most

25. At the same time, some of the Section 8 Existing slots are being used to

financially shore up housing units or projects initially subsidized under the former

Section 235 or 236 programs. This situation of tying a demand-side subsidy to a

supply-side one is reminiscent of the fate of the rent supplement program, discussed

earlier in this chapter.
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of the housing programs with which HUD has dealt in the past, consider-
able uncertainty remained, even after 40 years of discussions, concerning
what the effects of an allowance program would actually be. In such a
Situation, investment in a social experiment to obtain direct empirical
information seemeda sensible action.

A COMPLEX RESEARCH DESIGN

Given the range and complexity of issues raised during policy debates,
the congressional authorization to experiment with housing allowances
presented an ambitious but unstructured mandate. During the period from
January 1971 through March 1972, HUD designed and set in motion the
EHAP program, working jointly with The Urban Institute as technical
advisors. The vast majority of work under EHAP was encompassed within
the Demand, Supply, and Administrative Agencies Experiments which
are described here. Additional work on market effects of allowances,
involving econometric analyses and development of simulation models,
was also sponsored; this work and its results are outlined in chapter 9.2°

Development of the Demand Experiment

The attention of researchers and research managers charged with design-
ing the housing allowancestudy, focused first on the issues and approaches
which eventually evolved into the Demand Experiment. That is, thinking
centered on questions of how households would react to allowance pay-
ments, in terms of their decision whether or not to participate in the
program, their use of housing allowance purchasing power to upgrade
their level of housing consumption or for other consumption objectives,
and the possible use of the portability of allowance payments to integrate
new neighborhoods. Intertwined with these questions concerning house-
holds’ reactions to allowances were questions of the appropriate design of
an allowance subsidy program, concerning decisions on such questions
as the level and form of subsidy payments and the imposition of various
types of minimum housing consumption requirements. The design for the
Demand Experiment, developed to explore these issues, had three key
features: households as the unit of analysis; multiple treatment groups,

26. Collateral analyses of the housing consumption effects of welfare payments was
later added to the overall EHAP project. The plans for this work are described in
Mathematica Policy Research [E104]. Some early findings of this effort are given in
Ohls and Thomas [H103] and in chapter 5 of this book.
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including a control group; and a low density of experimental recipients

scattered within large housing markets.

The household was selected as the basic unit whose behavior would be

observed over time and analyzed. This decision made sense in preference

to studying the behavior of individuals separately, since most housing

decisions are made jointly within a household.®’ Jt also made sense rela-

tive to studying household behavior more aggregately—as did the Supply

Experiment—because it permitted not just description of houehold reac-

tions but behavioral explanation.

Once it was decided to study household behavior, one key question

which had to be answered was, Howlong does it take for a household to

finally adjust housing consumption after a change of circumstances such

as the sudden addition of purchasing power provided by the allowance

program? Census data showed high average mobility rates for low-income

renters, but economic theory suggests that households might react only

quite slowly. Three years was selected as an appropriate period for which

to guarantee payments.

To generate the variety of observations necessary to estimate house-

hold reactions to allowances, the design of the Demand Experiment fea-

tured the presence of a wide variety of alternative treatment groups, or

alternative versions of housing allowances, each version administered to

a different group of households. As chapter 3 will discuss in detail

while describing each of the 19 treatment groups included in the Demand

Experiment, these alternative treatments varied among themselves in two

ways. One way was by representing different concepts of housing allow-

ances: an allowance basing its payments on a proportion of the household’s

rental expenditures versus an allowance basing payments on a household’s

income, or an allowance requiring that the household occupy decent quality

housing before receiving payments versus one with no minimum housing

consumption requirements.?* The other way in which the treatments varied

was simply in their degree of generosity; for example, an allowance making

subsidy payments as a proportion of a household’s actual rental expendi-

tures could reimburse 20 percent of those expenditures or 60 percent.

Researchers needed to (a) observe the reactions of households to allowance

programs of different types and degrees of generosity; (b) estimate

separately the effects of specific features of an allowance program’s design,

such as the presence or absence of minimum housing consumption re-

27. On the other hand, it reduces the ability of the experiment to observe house-

hold splits and the formation of new households. This aspect of the experimental de-

sign is discussed at length by Watts [E173].

28. For the pre-EHAP state of the art in comparing such alternatives, see

de Leeuw, Leaman, and Blank [E36].
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quirements; and, (c) estimate basic descriptive characteristics of house-
hold behavior such as the changes in the demand for housing in response
to increased incomes or lower price of housing.?°

Among the multiple treatment groups involved in the Demand Ex-
periment, one particular group of households deserves special attention:
the control group. A control group is a set of households as similar as
possible to households receiving benefits under the experimental program
but who receive no benefits. In any social experiment, important method-
ological problems are posed by the objective of determining whether
observed changes in the behavior of recipients of the experimental treat-
ment are due to the treatmentitself, as opposed to changes which would
have occurred over time even in the absence of the treatment. In the
case of housing allowances, for example, we know that some proportion of
all households move each year. In. order to know how much mobility is
induced by allowance payments, we must subtract from the total mobility
observed for experimental households the amount of moving behavior
these households would have engaged in if they had not received allow-
ance payments. A control group, because its members are as similar as
possible to the households participating in the experimental program,
may be used to represent the behavior that the experimental households
would have exhibited were they not participants.

It was the decision to include a control group in the design of the
Demand Experiment which made this study a true experiment rather than
simply a demonstration project. In the latter type of study, a public
program is implemented ona trial basis and the behavior of recipients may
be observed, but no precise estimates can be made of exactly whateffects
were due to the program.

By including both multiple treatment groups and a control group, the
designers of the study had prepared the way for obtaining highly accurate
estimates of households’ reactions to allowances. One further threat to
this goal remained, however. This threat was the possibility that accurate
measurement of household reactions would be obscured by simultaneous
reactions of the housing market to those household reactions. Suppose
that we are interested in estimating the extent to which increases in income
are associated with increases in the purchase of housing services. Pre-
sumably, we would like to know the answerto this question while holding
all other circumstances constant. One of these crucial other circumstances
is the price of housing. If a large proportion of all households in a housing
market were suddenly given housing allowance payments and allocated
most of their increased purchasing power toward housing, then the

29. These are the income andpriceelasticities of the demand for housing, defined
more carefully in chapter 5.
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ageregate demand for housing would exhibit a sudden and dramatic

increase. Economic theory suggests that this increase in demand would

generate an increase in price, to the extent that the increases were not

accompanied by a corresponding increase in the available supply of hous-

ing services. The rise in the price of housing would tend to reduce the

demand for housing generally and partially reduce the increase in the

demand for housing created by allowance recipients’ increased purchasing

power. If we were seeking an accurate estimate of the incomeeffect of the

allowance alone, we would be misled by the simultaneous effect of price

and income.

To avoid these problems, it was decided to conduct the Demand

Experiment among a relatively small number of households scattered

widely across very large housing markets. As Appendix B discusses in

detail, the markets selected were Phoenix (with an SMSA population of

967,000) and Pittsburgh (with an SMSA population of 2,400,000). The

probability that these markets could absorb the additional demand repre-

sented by a few hundred households receiving housing allowances without

any price change or other market reaction was further enhanced byselect-

ing two cities with relatively high rental vacancy rates.*°

The Debate Over the Supply Experiment

While the Demand Experiment wascarefully designed to generate accurate

estimates of household behavior and to pick “optimal” design features

for a national housing allowance program, it could not address a set of

questions which, to many policy makers, were much morecentral to the

housing allowance debate. These key questions—questions whose answers

could “make or break” the feasibility of a housing allowance program—

involved the reactions of markets to an allowance program,the very effects

which the Demand Experiment had been designed to avoid. Opponents

of housing allowance proposals had argued that the principal reaction to

an allowance program would be rapid inflation in the rents charged to

recipients with virtually no positive effect on the quality of housing

services received by program recipients in either the long run or the

short run. Many of these predictions were derived from anecdotal reports

of the experiences of recipients of public assistance shelter payments,

who often lived in seriously substandard housing despite these payments,

30. As table B.1 in Appendix B shows, the vacancy rates in the Demandsites

were 7.2 percent in Phoenix and 5.8 percent in Pittsburgh in 1970. The latter value

was in the upperone third of the vacancy rate distribution for all SMSAs with popu-

lations over 500,000, while the former was in the middle one third of the distribution.
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and of elderly Social Security recipients who often saw their rents rise
each time their Social Security payment increased.*' It was this contention
—that allowances would create windfall profits for landlords with no bene-
fit to recipients—which was the key assertion which would have to be
disproved if allowances were ever to be seriously considered for imple-
mentation.

Two alternative research strategies were proposed for investigating
this matter. One approach was to rely on computer simulation models of
urban housing markets. Using these models, the effects of housing allow-
ances on prices and supply of housing could be simulated for a wide range
of cities, both large and small, at relatively low cost. It was eventually
decided to invest in extensive computer simulation studies of housing
allowances, and modeling efforts at the National Bureau of Economic
Research and at The Urban Institute were funded. As noted earlier, the
findings of these studies are reviewed in chapter 9.

However, the research managers developing the EHAPresearch pro-
gram felt that these studies by themselves would not be sufficiently credible
to overcome hesitations about allowances, particularly those concerning
inflation or exploitation of recipients. Before policy makers could be
expected to support a national housing allowance program, it was felt
that they would have to see it demonstrated in a full-scale field trial in
which the effects of the program on the cost of shelter and on the quality
of dwellings were carefully monitored.

To meet this requirement EHAP acquired a second field component,
called the Supply Experiment. This research activity contrasted to the
Demand Experiment in several key ways, each motivated by differing
research objectives.

The first of these differences was that the Supply Experiment was
designed to deliver to the housing market a substantial “shock” of rapidly
increased demand. The Demand Experiment had specifically avoided this
effect by involving only a relatively small number of households scattered
within two large housing markets. The Supply Experiment, in contrast,
was set to take place in tworelatively small housing markets and to offer
enrollment to all income-eligible households in those two communities.
Thus, the reaction of a market to a “full-scale” program could be observed.

The second way in which the two experiments differed was that while
the Demand Experiment was a study of households, the Supply Experiment
was a study of housing markets to be monitored by examining the experi-
ence of dwelling units. As Appendix A describes in more detail, dwelling
units were sampled and then monitored over time, not the householdsliving

31. See, for example, Gans [P24]; Hartman and Keating [P30].
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in those dwellings.*? Dwelling rents, or more accurately the price per unit

of housing services, and their physical condition were the key responses

to be observed. The sample included both units occupied by program

recipients and units never directly touched by the program, because the

effect on both was of interest.

A third characteristic of the Supply Experiment is that no control

group was embodied in the design, and no alternative treatments were

tried. All households at the two experimental sites who wereeligible for

the program received benefits under a single program design. No dwellings

were declared ineligible to form a control group, and there were no control

markets. Thus, the Supply Experiment is most precisely characterized as a

demonstration project, not an “experiment” in a formal sense. The impli-

cation of this characterization is that. while effects of the program can be

observed and measured, we have far less assurance that the changes

observed following introduction of the program were due to the program

itself and not to some other factors changing at the same time. The funda-

mental design concept, based on the available econometric evidence, was

that the “demand shock” would be sufficiently large and market effects

so dramatic that they could be identified through only general com-

parison to other housing markets and broad national and regional eco-

nomic conditions.

The final important way in which the Supply Experiment differed
from the Demand Experiment was in duration. To forecast accurately

the effects of a permanent program of housing allowances, researchers

needed to observe the behavior of the subject of their study long enough

for it to “come to equilibrium’’—thatis, to fully adjust to the presence of

an allowance program. Low-income households, researchers felt, would

indicate the full extent of their adjustment if they offered allowance pay-

ments for three years, and this duration was therefore selected for the
Demand Experiment. But the object of study in the Supply Experiment—

housing markets—was assumed to adjust more slowly than would in-
dividual households. First, households have to adjust to allowances to

generate the demand stimulus to which the market would then adjust.

Then, in accommodating this stimulus once developed, housing markets

must adjust a capital stock—housing units—which are long-lived, with

only a small percentage change at the margin each year by which to make

the adjustments. Furthermore, if adjustment by a building supplier in-
volved a large capital outlay, then the adjustment would only take place

if the economic incentives—the additional demand stimulus provided by

allowances—were to continue for long enough to justify the investment. In

32. Households participating in the Supply Experiment were also studied to some

extent, mainly through household records of the operating agency.
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consideration of these factors, the designers of the Supply Experiment
required that payments should continue for 10 years, while research and
monitoring would coverthe first 5 of these years.

While these four design features of the Supply Experiment were
selected to enable it to obtain the information being sought while staying
within reasonable budget constraints,** they did generate a number of
consequences which will be apparent as readers proceed through this
book. The most obvious of these consequences is that not all the results
of the Supply Experiment are yet available, even 10 years after the legis-
lation authorizing the Experimental Housing Allowance Program. This
delay reflects both the long-term horizon of the study itself—that data are
still flowing in—andthe long delays (some of them inherent) in process-
ing the massive body of data generated by a study saturating two entire
metropolitan areas, even relatively small ones.

The second effect of the design choices is that considerable controversy
surroundsthe issue of the generalizability of Supply Experiment findings.
Green Bay and South Bend wereselected to be different from each other
in terms of such aspects as racial composition, growth rate, and vacancy
rates. Table 2.1 shows vacancy and racial composition figures for the two
sites and for central South Bend compared to the rest of South Bend.
These separate figures are presented for South Bend because of the sharp
differences in the two geographic segments.** Still they are quite similar to
each other in a number of ways, the most important of which are that
both the sites are medium-sized cities and both are located in the Middle
West.*® This lack of size variation and other design criticisms are reviewed
in the next section of this chapter.

The Administrative Agency Experiment: A Bridge to the Real
World

Whatever their strengths and weaknesses, the Demand Experiment and the
Supply Experiment, designed as just described, constituted the research
agenda for the Experimental Housing Allowance Program originally
drafted by HUD’s research managers. When these plans were reviewed
by then-HUD Secretary George Romney, however, he insisted on one im-
portant change. He felt that because the two experiments outlined would
be run by contractors through agencies created especially for the experi-
mental program, too little information would be generated on how allow-

33. The cost of the Supply Experiment is described in chapter 12.
34. Appendix B discusses the process by which these sites were selected.
35. In 1974 the Green Bay area had 170,000 inhabitants and in 1975 the South

Bend area had 240,000.
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ance programs would actually operate in “real world” housing agencies.
Romneyinsisted that allowances be given a field trial outside of a “hot-
house” research situation.

To satisfy this requirement, a third major component of EHAP was
created, the Administrative Agency Experiment (AAE). Like the Supply
Experiment and unlike the Demand Experiment, it involved no control
groups and therefore was a demonstration project rather than a true ex-
periment. However, unlike both the Demand and Supply Experiments, the
allowance programs in the AAE wereto be administered by actual ongoing
public agencies for their two-year durations. Abt Associates, the research

program.

The AAE was conducted at eight sites, selected to represent a wide
variety of operating environments and to demonstrate the feasibility of
administering housing allowances through a variety of public agencies.
One of the policy questions to be addressed was whether a public agency
other than a housing agency could effectively administer a housing
allowance program. To examine that question, the eight agencies involved
with AAE were systematically varied among four types of agencies: two
local housing authorities, two public welfare agencies, two state agencies
responsible for housing programs, and two county or metropolitan
governments.It is important to note that these agencies were not randomly
selected but rather were chosen from a set which HUDfield offices rated
as clearly competent.**

A few key characteristics of the eight AAE sites are displayed in
Appendix table B.3. They range from rural areas to major cities; from
areas with low rental vacancy rates to some with vacancy rates over 10
percent; from areas having almost no minorities in their population to
those with almost 40 percent. Each is drawn from a different HUD ad-
ministrative region.

A second purpose of the AAE component of EHAPwasto learn about
the “best” way to structure a number of administrative tasks that were
key to successfully operating a housing allowance program: incomecertifi-
cation, outreach to attract participants, services to help those enrolled in
the program find adequate housing, and housing inspection. Both the
quality of the accomplished task (e.g., the extent of errors in certifying
incomes) and the cost of different approaches were of interest. The classic
experimental approach to structuring this design would have been to
have a very large numberof sites and to systematically vary administra-
tive practices among them while controlling for different types of ad-

 

36. For a further description of agency selection, see Appendix B.
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ministrative agencies. An alternative design approach, and the one adopted,

was to give the administering agencies widelatitude in performing these

functions and to analyze, to the degree possible, the comparative effective-

ness of the resultant approaches. This “naturalistic design” permits a

variety of approaches to betried, but it does so at the cost of makingit

impossible to completely isolate the effects of specific administrative

practices from other factors such as the conditions in the local housing

market or the general structure and mission of the agencies involved.

A final research objective for the AAEwasto test the degree of com-

munity acceptance of a housing allowance program. This test was neces-

sarily quite crude given the design, but it was thoughtthat serious problems

of rejection, should they be encountered, could nevertheless be detected.

The selection of agencies in the Administrative Agency Experiment—

both the choice of sites and the choice of those with good track records—

was consistent with an important political objective for persons within

HUD who were supporters of the idea of housing allowances: to demon-

strate convincingly that housing allowances were “workable” across a wide

variety of market conditions and when delivered by diverse agencies.

Furthermore, multiple sites would help to generate a supportive con-

stituency for the program.*’ Attaining this objective was seen as very

important to ultimate program enactment.

CRITICISMS OF THE DESIGN

During the late 1970s, the availability of the results of the experiment

has permitted a good deal of “Monday morning quarterbacking” about the

original design of the individual experiments. We would be remiss not

to indicate these criticisms, since some of their themes will be heard

again in later chapters reviewing the results. At the same time, these

criticisms should be taken to be what they are: after the fact reviews nearly

a decade after some of the decisions were made. Much can be gained

for future work from these comments, andit is in this spirit that they are

discussed.

Demand Experiment

Three broad criticisms have surfaced concerning the Demand Experiment,

the first two of which are closely related.** Thefirst is based on the premise

that housing consumption decisions are driven by major life-events, such

37. AAEsites, jointly with the sites from the Demand and Supply Experiments,

cover 8 of 10 HUDregions. |

38. These criticisms are discussed at greater length in Watts [E173].
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as marriage, divorce, and the birth and aging of children. It follows that
an experimental design is flawed if it introduces a moderate economic
stimulus to households and monitors its effects for only two years and
only for the “major” portion of households surviving intact over the
period. It is further limited if it is restricted exclusively to renter house-
holds, since it thereby misses the major housing consumption changes
that accompany the shift from rental tenure to homeownership. The
latter aspect of the argument carries less force, given the low rates at
which low-income households have in fact been able to attain homeowner-
ship in the 1970s.°® The general point, though, is well taken.

The secondcriticism is that the experiment was simply too short: pay-
ments for only three years may not have been sufficient time to convince
households to alter consumption choices. Given the high average mobility
rates of low-income renters, this argument has less force when first.con-
sidered. On the other hand, a substantial portion of renters have long
tenures; and it may be this group whoseparticipation is underrepresented
in a short experiment.*°

It is not clear how the experiment could have been designed to com-
bat these problems. Indeed, the consensus seemsto be that a greater under-
standing of housing consumption and events in the life cycle is needed,
quite aside from the experiments.

A third criticism is that too many distinct treatments, that is, alterna-
tive payment formulas were attempted with the inevitable reduction in the
number of observations per treatment. Consequently, treatment groups
often had to be combined for analysis. Hence, for example, separate
behavioral relationships for racial groups were generally not estimated.
While this criticism has merit, it does not challenge the validity of the
results that were obtained.

One point not raised is worth noting. There is general agreement
that the basic results—within the limits just noted—would not be demon-
strably improved by adding more sites, since the basic findings were
quite consistent across the two sites. More information could have been
achieved with large samples at the two sites that were included, but this
is quite a different matter.

Administrative Agency Experiment

As a piece of research, the AAE has been the mostcriticized component
of EHAP.In, particular, five criticisms have been heard.*! By far the most

39. See Follain, Katz, and Struyk [C24].

40. Goodman [H43].
41. An amplified discussion is in Kershaw and Williams [C47].
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frequent refrain is against the “naturalistic design” as opposed to a

controlled variation or experimental design. The choice is said to have

sharply curtailed the amount which could be learned about administra-

tive efficiency. A second problem is that the design monitored a modest

number of administrative practices out of a somewhat larger set. Third,

because the program demonstrated in each site was one of the extremely

limited enrollment—400 to 900 participants per site—the range of agency

experience was necessarily limited. For example, outreach levels were

geared to attracting the target number of participants rather than in-

forming the entire population who would have been eligible to participate

in an entitlement program. Fourth, the short duration of the program

caused biases. As an example. administering agencies might take easy-

to-enroll households rather than devote the energy needed to enroll a cross-

section of those eligible.*? Fifth, the administering agencies were not ran-

domly selected but rather were chosen from a group recommended on

the basis of their competence. This procedure means that even if all of

the agencies successfully fielded the program (which they did), it would

provide scant assurance that the typical agency involved in a national

program could do aswell.

These criticisms must be viewed in light of the underlying purpose of

the demonstration, the feasibility of a different design, and the fact that

the experiment did have systematic variation along one, and perhaps

the most important dimension—type of administrative agency. As to

purpose, the broad objective evident after the rhetoric has been cut away

is that HUD needed to build a political constituency for a major shift

in housing policy. One way to do this was to place “model programs” that

worked without major mishap in a numberof jurisdictions. This strategy

had the advantage of making a prima facie case for its workability when

a national program wasto be considered. Viewed in this way, the research

objective of the AAE should be restated to be that of learning as much

as possible, given the design constraints imposed by its political role.**

The case for a naturalistic design is further strengthened by the con-

sideration that, at the time the AAE design wasselected, there was simply

too little information available to choose intelligently among “treatments”

if a controlled variation approach had been taken. Putting a program in

motion at a set of agencies, with broad budget restrictions and output

requirement, and then observing whatever superior practices natural-

istically emerge might then be a fruitful strategy even in the absence

of other constraints.** In fact, this is the way in which the current national

42. Actually, the facts do not support such a contention. See chapter 10.

43. These arguments are expanded in Hamilton [C30].

44. This point is argued more fully in Porter [C87].
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housing allowance program (the Section 8 program) was launched, with
guidance based in part on AAE findings. One could argue as well that
limited enrollment and start-up times are consistent with the way in
which a program actually begins operations in the real world. Never.
theless, it is true that these characteristics did cause the AAE to produce
only a moderate amount of information applicable for an open enroll-
ment housing allowance program, were such a program to be considered.

Supply Experiment

One putative design limitation of the Supply Experiment wasthe lack of
control sites. In other words, sites which were very similar to each of the
two program sites were not chosen for detailed monitoring of market
changes over the life of the experiments, especially changes in the price
of housing services. Absence of the control sites has meant that market
effects must be analyzed against general economic trends and historical
information for the two Supply Experiment markets.

To understand the reasons for selecting an experimental design
without control sites, we must remember that at the time the Supply
Experiment was designed, the expectation widely held in the research
community was that introduction of an entitlement allowance program
would produce a massive increment in the demand for housing in the low-
income housing markets of the sites. When—as we shall see in chapter 9
—a smaller increment to demand was actually encountered, measure-
ment problems became more acute. In effect, the caliper available was
too large for the job at hand. But it is unclear that a paired site approach
—with a carefully monitored similar nonexperimental site paired with
each Supply Experiment site—would have been a genuine improvement,
given the difficulties of finding truly similar pairs of metropolitan areas
and of holding constant, or changing in parallel, all factors besides
the introduction of the allowance. On the other hand, the approach could
very well have provided at least somewhat better measurements of market
phenomena than actually have been obtained.

The other design limitation frequently discussed for the Supply
Experiment was its inclusion of only two experimental sites.*® This was
a problem in a political sense becauseit limited the prima facie credibility
of the results. Since no direct observation was available on a big city,
could one be sure that the same results would occur there? It could also
have been a substantive problem: If the results had turned out to be highly

 

45. The Comptroller General [E27; E28] criticized all three experiments on sam-
ple size and composition, but he particularly expressed concern about the Supply Ex-
periment. For more on the concern of site representiveness, see Appendix B.
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sensitive to specific market conditions, it would definitely have been a

problem. As it is, with the observed small extent of market effects, there

is only relatively minor lingering doubt as to whether the results apply

with equal force to the full range of housing markets. As a design matter,

however, this fortuitous outcome could not have been anticipated. Yet the

options permitted in the design stage were sharply limited. As notedearlier,

free of cost constraints one would havetested the program ina statistically

valid sample of markets. But cost constraints severely limited both the

number of markets that could be included and the size of those selected.

Housing Quality Standards

A further general design issue raised about EHAP in a numberof forums

has concerned the range of variation in minimum housing standards which

the dwelling to be occupied by would-be participants had to pass. In

particular, it has been asserted that use of a higher dwelling quality
oD

standard in the Supply Experiment might have produced a greater incre-

mental demand andhencepriceeffect.*®

Two observations are relevant. One, it is unclear how the use of more

standards, as compared to a different one, would have been implemented

within a site.*7 Two, the extent of change in demandstimulus which would

result from shifting to a tougher physical standard in the Supply Experi-

mentis speculative, given that participation rates were found to be sensi-

tive to the range of standards employed in the Demand Experiment.** To

accommodate a design which varied standards systematically within the

Supply Experiment, assuming one standardpersite, would have entailed an

increase in the numberof sites and would certainly have been prohibitively

expensive under the original design constraints. Limited to a single

standard, the logical choice was to pick one from the set of realistic

candidates for a national program.

Judging EHAP’s Design: A Summary

Our judgmentis that the initial EHAP experimental design was generally

solid, given the state of knowledge at that time, the resource constraints

under which the experiment was designed, the genuine possibility that a

national entitlement housing allowance program would be given serious

political consideration very soon, and the need for a record of experience

with a housing allowance program that would have substantial face

46. The strongest advocate of this position is Kain [P39].

47, Watts [E173], p. 38.

48. This evidenceis reviewed in chapter4.
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validity to Congress and other public decision makers. Admittedly, this
judgment is couched within a powerful set of qualifiers; but these quali-
fiers do little more than reiterate the set of constraints under which the
design was developed.

It might be well to illustrate the role of these constraints with the
hypothetical exercise of asking how the design would ideally have been
changed if one or more of these constraints had not been present. If a
full entitlement program had been seen as a remote possibility and a
gradually phased-in limited entitlement program—similar to the Section 8
rental assistance payments program—seen as the more likely future
policy trend, then the need for the Supply Experiment as designed would
have been sharply reduced. An alternative design featuring the develop-
ment of a longitudinal data base with which to study supplier behavior,
along with the development of housing market simulation models, could
have been preferable for analysis of market effects. But politically this
course mightstill have been rejected: even faced with the evidence from
operation of full entitlement programs in two markets, which have pro-
duced little inflation in the price of housing services, there are today
importantpolitical figures and organizations who remain unconvincedthat
much smaller demand-side subsidies are not causing localized inflation.

This is not to say that with today’s knowledge—that of a decadelater
than 1970—andtoday’s quite different political circumstances, the designs
would not be changed and could not be improved. Quite the contrary. But
judged within the context of its own time, the EHAP design does seem
to respond adequately, and even creatively, to a very complex interacting
set of technical and political circumstances.

With the overall EHAP design and its individual components firmly
in mind, we can now proceed to a description of the execution of the
design in the form of operational programs, data gathering, and produc-
tion of analytic results. We will return to the experimental design in the
final chapter of the report and review it in light of the new information
EHAP has generated for policy analysis.





CHAPTER 3

The Three Experiments

Marc Bendick, Jr. and Anne D. Squire

Tie CHAPTER describes the three major field operations of EHAP,

the times and places they occurred, and the policies and procedures by
which they operated. The description begins with the Demand Experiment,
followed by the Supply Experiment and the Administrative Agency Ex-

periment. These descriptions focus on the experiments as operational pro-

grams, as seen from the perspective of recipients and administrators. In
contrast, Appendix A examines the three experiments from the point of
view of the researcher and discusses the data gathering and research pro-
cedures. The programs as described here represent the experimental
stimulus to which households and housing markets reacted.

THE DEMAND EXPERIMENT

The basic design for the Demand Experiment was developed by the
Stanford Research Institute and subsequently expanded and implemented
by Abt Associates, Inc.t Abt was responsible both for administering the
allowance program and for analyzing its effects. Approximately 1800
households participated at each of two experimental sites: Maricopa
County, Arizona (which includes the city of Phoenix) and Allegheny

County, Pennsylvania (which includes the city of Pittsburgh).? At each
site, Abt established a special office to administer the program independ-
ently from any existing public angency.

Eligibility and Enrollment

Three factors governed eligibility in the Demand Experiment:

1. See U.S. Department of Housing and Urban Development [E166], p. 13.
2. Appendix B discusses the process by which these two sites were selected.

ol
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@ Income and assets. To be eligible, a household’s monthly adjusted in-
come * had to be less than four times the estimated cost of standard

housing at its site.* (See table 3.1) ° The household’s assets had to be

less than $5,000 (if the household head was younger than 62) or

$10,000 (if 62 or older).

@ Household composition. Households were eligible if they were com-
posed of two or more related individuals of any age, except if the
household head was a full-time student. Single-person households were
eligible only if the person was age 62 or older or if he was handicapped,
disabled, or displaced by public action such as an urban renewal
project.

@ Residency. Only renters, not homeowners, were eligible to participate
in the Demand Experiment. They had to reside within the boundaries
of Maricopa County (for Phoenix) or Allegheny County (for Pitts-
burgh). Households living in government-subsidized housing (such
as public housing) were ineligible unless they moved to a nonsubsidized
unit.

Not all households in Phoenix and Pittsburgh who fulfilled these
criteria could receive housing allowance benefits, however. Only a set of
households randomly selected from among those residing in certain low-
incomecensustracts at the two sites were offered a chanceto participate.®
No general publicity about the allowance program was distributed, and
the first contact between the program and households was initiated by the
agency. An interviewer went to the homes of the selected households and
informed them that they had been randomly chosen for participation in a
housing survey. The interviewer then administered a “screening interview”
to determine if the household was eligible for the program in terms of
the criteria described. At this time, households were not told that they
were being considered for a program which would make payments to them.

Households’ responses to these initial questions were reviewed at the
experiment’s site office, and each household appearing program-eligible

 

3. Adjusted income was defined as gross income minus federal and state income
taxes and Social Security taxes, minus $300 annually per earner for work-related ex-
penses. Other specific deductions were also allowed.

4, This estimated cost of standard housing, called C*, is used in calculating the
paymentlevels for some treatment groups in the Demand Experiment, as well as for
determining eligibility. The process by which it was determined is discussed later in
this chapter.

9. Table 3.1 presents the incomeeligibility limits for the two Demand Experiment
sites, as well as for the sites in the Supply Experiment and Administrative Agency
Experiment.

6. The process of selecting these tracts and households is discussed in Appendix A.
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was randomly assigned to 1 of 19 treatment cells within the experiment.’
These households were then reinterviewed (in what was called the Base-

line Survey) and subsequently were sent letters explaining the experi-
ment and the benefits which the allowance program would offer them. The
letters invited them to attend individual interviews at the site office for
enrollment.

When a memberof a household appeared for his enrollment interview,
site staff asked further questions to insure that the household wasactually
eligible for allowance benefits. The staff also described the rules of the
program (in the treatmentcell to which that household had been assigned)
and provided an estimate of the monthly benefits the household would
receive if it chose to participate. Households were also informed that they
must respond to various special reporting requirements, surveys, and in-
spections associated with the research aspects of the experiment.

If the household decided to enroll in the allowance program,thesite
office completed the enrollment process. As an application, the household
filled in an initial household report form. Income, household composition,
and job status information on the form were then verified by the agency
staff.° A housing evaluation was performed on the unit occupied by the
household at the time of application, and a final calculation of benefits
was made. Finally, a formal letter of acceptance was sent to the household,
along with the first benefit check and the following month’s household
report form. The process of sending a monthly check andreceiving a re-
port form in return continued for each household until the end of the
program 36 monthslater, unless the household becameineligible sooner.

The period during which these events occurred is indicated in figure
3.1, and the average value of monthly allowance benefits received by
participating households is presented in table 3.2. As the table indicates,
the monthly payments to the average household ranged across the two
sites and among treatment groups from $38 to $95 per month and
averaged from 10 to 14 percent of the recipients’ incomes.®

7. The assignment process was not entirely random, in that extra-low income
limits were set for assignment to some treatment cells. Without such a procedure,
many households in these cells would have been entitled to a small subsidy or none
at all, due to their high incomes. See Friedman and Kennedy [H37], p. A-11.

8. Generally, third-party verification was used in the Demand Experiment. See
chapter 10 for a discussion of this procedure.

9. These payments somewhat overstate the net value of these payments to those
households who received both housing allowances and food stamps. Allowance pay-
ments were counted as income in determining eligibility and payment levels in the
Food Stamp program, so receipt of a housing allowance led to lower benefits in that
program. However, other public assistance programs, including Aid to Families with
Dependent Children and Social Security retirement benefits, did not perform a similar
benefit reduction.
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Table 3.2

Average Monthly Housing Allowance Payments and Participant Incomes
at Twelve EHAPSites

  

 

 

  

Average Ratio of
Monthly Average Monthly

Payment per Annual Payments to
Recipient Participant Monthly

Site Household Income Income

Demand Experiment¢

Phoenix
Housing gap minimum

standards $55
Housing gap minimum

rent 63
Housing gap uncon-

strained 95
Percentage of rent 53

All recipients $59 $5,100 14

Pittsburgh
Housing gap minimum

standards $38
Housing gap minimum

rent 42

Housing gap uncon-
strained 52

Percentage of rent 44

All recipients $43 $5,000 10

Supply Experiment ®

Green Bay
Renters $77 $4,348 21
Homeowners 67 4,973 16

All recipients $72 $4,612 49

South Bend
Renters $93 $3,152 35
Homeowners 67 4,209 19

All recipients $78 $3,782 25

Administrative Agency

Experiment ¢
Bismarck $72 $3,000 .29
Durham 74 2,400 of
Jacksonville 4 78 2,/72 34
Peoria 85 3,700 of
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Table 3.2—Continued

Average Monthly Housing Allowance Payments and Participant Incomes

 

at Twelve EHAPSites

Average Ratio of
Monthly Average Monthly

Payment per Annual Payments to
Recipient Participant Monthly

Site Household Income Income

Salem 84 2,800 36
San Bernardino 84 2,900 35
Springfield 89 3,000 36
Tulsa 72 2,700 2

All recipients $80 $2,932 33

Sources: Wallace [E172]; Rand [E129]; and U.S. Department of Housing and

Urban Development [E169].
a. As of the second year of operation.
b. As of September 1976.
c. As of first year.
d. Weighted average for first and second enrollment periods.

In terms of assistance provided to households other than these pay-
ments, the general approach implemented in the Demand Experiment

relied heavily on the ability of households receiving allowances to fend

for themselves in the private housing market. Households were responsible
for selecting their own housing unit, insuring that it passed housing

quality requirements (if any were imposed on their treatment group),

and negotiating their own lease and payment arrangements with landlords.

The housing allowance agency sent its monthly allowance check to the
households, and the household wasresponsible for all rent payments to the
landlord.°

The only major exception to this “hands off” approach to clients’
decisions and actions was represented in the Demand Experiment by
“housing information sessions” provided to enrolled households at the
beginning of the program. In the envelope with its first monthly payment,

each recipient household received an invitation to attend five different

10. As noted in chapter 2, HUD’s Section 8 rent supplement program for exist-

ing housing operates very much in thespirit of housing allowances, but it stops short

of this degree of reliance on client action. In that program, the landlord signs an

agreement between himself and the local housing agency administering the program,

and the agency sends its monthly subsidy check directly to the landlord, with the

recipient household then supplementing that check with a payment of his own for

the balance. For a comparison between this approach and the EHAP system, see
chapter 10 of this report and also Zais, Goedert, and Trutko [P95], pp. 55 to 58.
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sessions in which information was provided on the housing allowance

program and on the general housing market. The sessions were conducted

by the Urban League, under contract to Abt, and about onethird of those

invited chose to attend. The housing allowance office staff mailed printed

material on the topics covered to all households who did not attend.

Nineteen Treatment Groups

The process just outlined was followed for all households enrolled in

the Demand Experiment. However, the programs in which each household

found itself participating varied widely in terms of the requirements the

household had to meet to receive benefits and the way benefits were

calculated. Within the Demand Experiment, 19 distinct treatment cells

were established, and each household was permanently assigned to one.

These 19 cells represented combinations of more and less generous pay-

ments and different forms and degrees of housing consumption require-

ments. Figure 3.2 depicts these cells and the number of households receiv-

ing benefits under each. The most basic distinction among the treatments

was between those involving a “housing gap” formula for determining

benefit payment, those involving a “percentage of rent” formula, and

those representing a “control group.”

Housing Gap Treatment Groups

As its name implies, a housing gap formula calculates the housing allow-
ance payments to which a household is entitled as the difference between

what the household is presumed able to pay for shelter and the presumed
cost of adequate housing in that household’s community. The formula is

Pp = C* — bY (3-1)

where
P = maximum potential allowance payment amount

C* = the estimated cost of acceptable quality housing for a
household of a certain size and composition

b = fraction of the household’s income the household is ex-

pected to contribute toward its housing costs

Y = the household’s program-defined income.

P is the maximum potential payment because households were never re-

imbursed for more than their total actual expenditures for rent (plus

utilities, if paid separately) ; hence, a household’s payment might beless
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than the paymentspecified by this formula. In the Demand Experiment, 12
of the 19 treatment cells represented various forms of housing gaptreat-
ment. The variation among them involved alternative levels of benefits
and alternative housing consumption requirements.

One waythe level of benefits was varied was through use of alterna-
tive values for the variable C*, the estimated cost of acceptable quality
housing for a household. At each of the Demand Experiment sites, a
panel of local housing experts was convened to estimate the rental cost of
standard quality housing units appropriate for households of different
sizes. The figures they established, designated C*, are presented in the
first lines of table 3.3. (Other lines in the table indicate the values for

C* adopted later to adjust for inflation.) Once C* had been established,
the various housing gap treatment cells offered allowances of different

degrees of generosity by varying the proportion of C* used in calculating
households’ payments within the equation 3-1. As panel A of figure 3.2

indicates, the three values of C used for the various housing gap treatment

cells were 80 percent of C*, 100 percent of C*, and 120 percent of C*.
The second variable in equation 3-1 which was manipulated to vary

the generosity of allowance benefits was b, the proportion of a household’s

income the household was expected to contribute toward its rental ex-

penses. As the left-hand column in panel A of figure 3.2 indicates, this

variable was also set at three different levels: 15 percent of income, 25

percent of income, and 35 percent of income; the lower this proportion,

the higher the monthly allowance payment which a household would re-

ceive. The monthly payment an individual household would receive was
influenced both by the level of C and b assigned to the treatment cell in
which the household found itself and by the income level of that in-

dividual household.

Eleven of the 12 housing gap treatment cells offered allowance pay-
ments to households only as long as the household occupied a unit meet-

ing some sort of minimum housing consumption requirement. One set

of these requirements, utilized in those treatment cells marked one through

five in figure 3.2, required that the housing unit pass specific agency-

dictated minimum physical quality standards and occupancy standards.
The standards addressed such topics as the allowable number of occupants
per room,the presence of adequate light, heat, plumbing, and ventilation,

and the sound condition of walls, roofs, and floors.*! Conformity with these

standards was monitored by inspections of the housing unit made at the
initial enrollment in the program, at one-year intervals thereafter, and at

any time the household moved. Inspections performed to determine
eligibility for benefits for housing gap-minimum standards households

11. The details of these standards are presented in Appendix C.
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Table 3.3

Values of C*, the Estimated Standard Cost of Adequate Housing, at the

Twelve EHAPSites

Number of Persons in Household

Site 1 2 34 56 7-8 9+

Demand Experiment
Phoenix

May 1973-January 1975 $125 $155 $180 $220 $265 $265

February 1975-January 1976 185 165 190 235 280 280

Pittsburgh
April 1973-January 1975 105 120 140 160 190 £4190

February 1975-January 1976 115 130 150 170 205 205

Supply Experiment

Green Bay
June 1974-March 1976 $100 $125 $155 $170 $190 $220
April 1976-April 1977 125 145 175 195 210 230

May 1977-April 1978 180 155 185 205 220 245

May 1978-December 1979 140 170 200 235 265 #300

South Bend
December 1974-August 1976 100 125 145 160 170 170

September 1976-
August 1977 115 140 160 175 185 £185

September 1977-

December 1978 120 150 175 180 190 £4190
January 1979-
December 1979 130 160 190 195 205 205

Administrative Agency Experiment
Bismarck

July 1973-April 1976 $90 $120 $155 $195 $230 $230
Durham

July 1973-May 1976 100 115 145 175 190 190
Jacksonville

April 1973-August 1974 100 115 1385 155 185 205
September 1974-July 1977 1145 125 150 180 200 220

Peoria

April 1973-January 1976 100 1380 155 195 225 235
Salem

March 1973-December 1975 100 125 155 195 225 £235
San Bernardino
May 1973-March 1976 95 125 150 190 225 225

Springfield
April 1973-February 1976 110 125 155 185 220 £240

Tulsa
August 1973-June 1976 90 115 145 170 210 210

Average $111 $134 $160 $187 $214 $223

Sources: Rand [E130]. p. 22, table 2.3. AAE data from PaymentInitiation Form

Codebook, Appendix Ill, table IIl-1. Demand data from HADE Code-
book for Non-Interview Data, p. 62,



The Three Experiments 63

were done by the samestaff and involved a shortened version of the same
checklist used in the periodic inspections done for research purposes on
the housing unit occupied by each household in the Demand Experiment,
whether or not payments to households were conditional on meeting
minimum housing standards.

In contrast to these five “minimum standards” housing gap treatment
groups, six “minimum rent” housing gap treatment groups used a more
indirect method of insuring minimum levels of housing consumption.
Households receiving payments in these treatment groups were required
to maintain at least a specified level of rental expenditures, under the
assumption that housing units commanding certain levels of rent would
automatically provide housing of certain levels of quality. As figure 3.2
indicates, three of these treatment groups, called “high minimum rent”
treatments, required households to spend at least 90 percent of C* monthly,
while the remaining three treatment groups, called “low minimum rent,”
required households to spend at least 70 percent of C*.

The final housing gap treatment cell, number 12 in figure 3.2, was
designated the “unconstrained” treatment group. Households in this
group were free to choose whatever housing they wished to occupy,
constrained by neither minimum rent requirements nor minimum stand-
ards of housing quality. The behavior of this group thus established a
baseline against which the effects of the housing consumption require-
ments could be measured.

Percentage of Rent Treatments

Five treatmentcells in the Demand Experiment received payments under
a formula quite different from any of the “housing gap” programs just
discussed. Households under this alternative approach, called a “percent-
age of rent” plan, received an allowance which was calculated as a fixed
fraction of their actual rental payments and thus represented simply
a price discount on housing. The formula by which their payments were
calculated was

P = aR (3-2)
where

P = allowance payment amount

a = the proportion of rent reduced

R = the household’s actual rental expenditures

There were five treatment cells which applied this formula, numbers
13 through 17 in panel B of figure 3.2. These cells implemented five
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different levels of rent reduction (or value for the variable “a’’) : 20 per-

cent, 30 percent, 40 percent, 50 percent, and 60 percent of rent. No hous-

ing consumption requirements, either of a “minimum standards” or of a

“minimum rent” type, were imposed on these households. Monthly pay-

ments to minimum rent household averaged $63 in Phoenix and $42

in Pittsburgh (table 3.2).

Control Groups

The final two treatment cells, numbers 18 and 19 in panel C of figure

3.2. represented “control groups” in this experiment. Households in

these cells were selected at the same time and through the same pro-

cedures as the households in the other treatment groups, and they were

similar to the households in the other cells in terms of their economic

and social characteristics. During the 36 months of the Demand Expert-

ment, they were subjected to the same periodic interviews and housing

inspections to monitor their behavior. However, unlike the households

in the other treatment groups, these households did not receive housing

allowance benefits. Instead, they were only given a small payment for

cooperating with periodic data gathering: $10 for each monthly report

and $25 for each periodic interview.

The only difference between the two control group cells concerned

attendance at housing information sessions. Households in treatment cell

18 were invited to attend the agency’s housing information sessions, and

their attendance was encouraged by paying them $10 for each session

they did attend. In contrast, households in treatment cell 19 were excluded

from attending these sessions. The objective of this rule was to permit

measurement of the effects of the information sessions in the absence of

allowance payments.

THE SUPPLY EXPERIMENT

The Supply Experiment was designed, operated, and evaluated by the

Rand Corporation. Field operations were conducted at two sites: Brown

County, Wisconsin (which includes the city of Green Bay) and St. Joseph

County, Indiana (which includes the city of South Bend); and at each

site Rand established a nonprofit housing allowance office (HAO) to

administer the program independently from any existing government

agencies.””

12. During the first five years of Supply Experiment operations, while research

data were being collected, Rand maintained strict control over HAO operations. An
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In contrast to the Demand Experiment and the Administrative Agency
Experiment, which each served only renters, eligibility in the Supply Ex-
periment was extended to both renters and homeowners, Furthermore, no
enrollment limits were set in the Supply Experiment, but rather enroll-
ment was opento all eligible households on an “entitlement” basis.*? This “x
feature permits an estimate to be made of how many households would”™
elect to participate in such an open-ended program.

To inform potentially eligible households of the availability of this
new form of public assistance, the HAOs conducted extensive outreach
and publicity campaigns at the start of their programs. These efforts
began in June 1974 in Green Bay and December 1974 in South Bend,
using radio, television, and newspaper advertisements and stories; con-
tacts with civic, fraternal, and religious organizations; and_ establish-
ment of referral channels from other housing and social service agencies.
These general efforts were curtailed after a large backlog of applications
had been compiled.‘

Households interested in applying for housing allowances could
submit an application by phone or mail. Elderly or handicapped appli-
cants could request that an HAO staff member come to their home to fill
out the application form. The eligibility criteria by which the agency
judged these applications were similar to those employed in the Demand
Experiment:

 

@ Income and assets. To be eligible, a household’s monthly adjusted
income’” had to be less than four times C*, the estimated cost of stand-
ard housing at its site. Assets (including homeowner’s equity, if any)
had to be less than $20,000 if the household head was under 62, or
$32,500, if 62 or older.'®

@ Household composition. Initially, these requirements were identical to
those in the Demand Experiment. In August 1977, consistent with

additional five years of allowance payments are guaranteed, however, so that behavior
during the first five-year research period could be assumed to reflect a long-term pro-
gram. During this second five-year period, Rand has relinquished control of the HAOs
to the localities. Unlike the site offices in the Demand Experiment, which were closed
once the experiment was concluded, the Green Bay and South Bend HAOs have be-
come permanent agencies independent of their Supply Experiment origins.

13. Actually, an implicit maximum was established by funding levels, but this
never became a practical constraint.

14. Chapter 10 provides a general discussion of outreach practices and their
effectiveness.

15. Adjusted incomeis defined as gross income minus a $300 exemption per de-
pendent and each secondary wage earner; a 5 percent standard deduction (10 percent
for elderly-headed households) ; and other, less important, specific deductions.

16. Beginning in mid-1978 asset limits were indexed.
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changes in congressional legislation, eligibility was extended to all

single-person households so long as they met all other requirements

and so long as they did not constitute more than 10 percent of all

enrollees at each site.

@ Residency. Recipients had to reside within the boundaries of Brown

County (for Green Bay) or St. Joseph County (for South Bend). House-

holds already residing within these boundaries prior to the initiation

of the Supply Experiment were given preference over those who moved

in after the program began. Both homeowners and renters were

eligible.

Actual compliance of households with these requirements was verified by

the allowance agency staff before payments were initiated to the house-

hold.

After determining a household’seligibility for the allowance program,

HAOstaff calculated the subsidy benefits to which the household would be

entitled. This calculation was done using the “housing gap” formula

presented in equation 3-1, with the value of C equal to the value of C*

given for eachsite in table 3.3 and “b” set at 25 percent of the household’s

adjusted gross income. As in the Demand Experiment, subsidy payments

could not exceed the household’s actual level of housing expenditures.

This paymentcalculation is, of course, identical to that in one treatment

cell of the Demand Experiment, the cell numbered three in figure 3.2. As

table 3.2 indicates, monthly payments of the two sites averaged $61 and

$80 for renters and $46 and $48 for homeowners. The payments were

equivalent to between 10 and 28 percent of recipients’ incomes.

The Supply Experiment’s treatment for all households further paral-

leled the Demand Experiment’s treatment cell three in requiring as a

condition for receiving allowance payments that a household occupy a

housing unit which passed the agency’s minimum housing quality stan-

dards. Initial compliance with these standards was monitored by the

agency’s inspectionstaff at the time of application. The minimum standards

imposed by the Supply Experiment were devised by Rand and were not

the same as those imposed in the Demand Experiment.”’

As chapter 4 will discuss in more detail, as of September 1978—

when the programs were in approximately steady-state operations—

approximately 3,400 households in Green Bay and 5,800 households in

South Bend were receiving monthly payments.1* The programs were thus

significantly larger than either the Demand Experiment or Administra-

tive Agency site operations.

17. Appendix C provides an overview of these standards and a summary compari-

son of them among the three experiments.

18. See Rand [E130], p. 16, table 2.1.
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Payments to a homeowner household wereinitiated as soon as their
income-eligibility was certified and their housing unit had passed in-
spection. Payments to renter households started as soon as these two
conditions were met and the HAO had received a copy of the tenant-
landlord lease.‘ Once a household began to receive benefits, its housing
unit was reinspected annually and at any time the household moved.
The household’s income and family size were recertified every six months
by mail-in questionnaires. Households were also required to visit HAO
ofhces annually to recertify income and asset information. More frequent
assessments could be requested if income changed by more than $40
per month or if household size changed.

As in the Demand Experiment, the Supply Experiment’s monthly
housing allowance payment check wassent directly to the recipient house-
hold, and it was the household’s responsibility to deliver its rental payment
to landlords or mortgage payments to mortgage holders. No legal relation-
ships existed between the HAO and either mortgagor or landlord, only
between the agency and the household. Indeed, in theory, the landlord or
mortgagor need never have knownthat the household was receiving allow-

ance payments. The household was entirely responsible for itself: making
its own decision concerning whereto live; negotiating rents, repairs, and
other occupancy conditions with the landlord; and obtaining the land-
lord’s signature on the lease. As in the Demand Experiment, the agency’s
role in the Supply Experiment in providing services to recipient house-
holds was, by deliberate experimental policy, limited.

There were two major exceptions to this “hands off” policy in terms
of HAO intervention in the housing choices of households.?° One excep-
tion arose when a client household appeared to the HAOstaff incapable
of functioning in the housing market (due, for example, to limited mental

19. Payments to households in both the Supply Experiment and the Administra-
tive Agency Experiment were funded under HUD’s Section 23 leased housing program,

and the requirement for a written lease arose from a provision in Section 23. Further-

more, prior to an amendmentto the Section 23 program in October 1975, payments to

homeowners in the Supply Experiment required that they sign a lease-leaseback agree-
ment with HUD, a complexity which may have discouraged some homeowners from
enrolling. Because payments to households in the Demand Experiment were funded

directly through HUD research funds, no lease requirement was necessary in that pro-
gram, and none was imposed.

20. In both the Demand Experiment and the Supply Experiment and in many of
the sites of the Administrative Agency Experiment, the operating agency made clear
to the members of its staff that they were not to provide counseling, “steering,” or
advice on how to deal with the housing market. Nevertheless, it is probable that at
least some of this informal advising did occur, for example, during enrollment inter-
views or during housing inspections. The inability to exercise perfect control over the
treatment, particularly in interpersonal interactions, is a recurring problem in social
experiments, just as it is in operating programs.
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capacity or physical frailty). In these cases, the HAO encouraged the

household to enlist a friend or relative to deal with the HAO and the

housing market for them, or the HAO referred the client household to

other private or public social service agencies in the community and then

cooperated with that agency in processing that household. The second

exception was that, starting in December 1976, the HAO in South Bend

produced weekly summaries of housing units available for rent in their

communities and made these summaries available to households search-

ing for new units. The HAOsinitially attempted to conduct group informa-

tion sessions. One session, covering program rules and procedures, was

offered to program applicants, and three further voluntary sessions were

offered to enrollees. These latter sessions covered both specific program

information and general advice on such topics as how to make housing

and neighborhood choices, how to purchase a home, howto finance and

arrange for home improvements, and what to do in case of encountering

discrimination. However, poor attendance forced their elimination. HAO

staff continued providing some of this information on an individual

basis.

Payments under the Supply Experiment will be provided for a total

of 10 years, of which only the first 5 were a research period during which

data were collected. At the end of the research period, administration of

the program was turned over to local agencies who will determine how

long applicant households will be accepted into the program. Only house-

holds enrolling at the very beginning of the program could receive

benefits for the full 10 years, however, since the entire program will

cease in 1984.

THE ADMINISTRATIVE AGENCY EXPERIMENT

Abt Associates, Inc., designed the Administrative Agency Experiment,

monitored its operation, and analyzed its outcomes. However, in contrast

to the role played by the Rand Corporation in the Supply Experiment

and by Abt itself in the Demand Experiment, Abt did not create special

agencies to operate the AAE housing allowance program at eachsite.

Rather, HUD contracted directly with existing local public agencies at

each site to administer housing allowances along with their other on-

going programs. The eight sites where the Administrative Agency Experi-

ment was conducted, and the local operating agencies involved, are listed

in table 3.4.

The research focus in the Administrative Agency Experiment was on

exploring alternative ways to implement a housing allowance program.
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Table 3.4

Sites, Operating Agencies, and Numbersof Recipients in the
Administrative Agency Experiment
eee

Numberof
Recipient

Site Agency Households*

Bismarck, North Dakota Social Service Board of
North Dakota 367

Durham, North Carolina Durham County Department of
social Services 483

Jacksonville, Florida Jacksonville Department of
Housing and Urban De- 300
velopment 541»

Peoria, Illinois State of Illinois Departmentof
Local Government Affairs,
Office of Housing and
Buildings 835

Salem, Oregon Housing Authority of the City
of Salem 870

san Bernardino, San Bernardino County Board
California of Supervisors 776

Springfield, Commonwealth of Massa-
Massachusetts chusetts Department of

Community Affairs 861
Tulsa, Oklahoma Tulsa Housing Authority 825
ee
Source: U.S. Department of Housing and Urban Development [E165], p. 96.

a. Represents figure after one year of program operations at eachsite.
b. Second figure for Jacksonville represents second enrollment period.

Each of the eight operating agencies was given broad discretion in
designing its administrative procedures for such functions as outreach,
enrollment and eligibility determination, and housing inspection. The
practices adopted by the agencies varied widely, and the following dis-
cussion is therefore necessarily quite general.

Enrollment began at each of the sites during the spring or summer
of 1973 and continued for 9 to 13 months, at which time enrollmentlimits
had been reached. Tke only exception to this pattern occurred in Jackson-
ville, where recruitment of program participants proved difficult, and a
second enrollment period was opened for an additional 10 monthsstart-
ing in September of 1974.7!

As in the Supply Experiment, each AAE agency ran a publicity and
outreach campaign to inform potential recipients in their communities

21. For discussion of the Jacksonville experience, see chapters 4 and 9 of this
book and Wolfe and Hamilton [C124].
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of the newly available form of benefits. However, like the Demand Experi-

ment and unlike the Supply Experiment, the AAE agencies had target

recipient levels, ranging from 1400 to 900 per site. Many of the AAE

agencies were therefore reluctant to unleash massive publicity campaigns
which, they feared, would elicit more applicants than could be served and
create resentment when applicants had to be turned away. Nevertheless,
agencies experimented with a variety of outreach techniques, ranging from

mass media advertising (both paid and free “‘public service” ads) to
door-to-door canvassing in low-income neighborhoods. Agencies also ex-
perimented with special outreach techniques to reach particular groups
of potential enrollees such as the elderly and the working poor.”

Households were allowed to file applications for housing allowance
benefits in a number of ways. Each of the eight agencies operated a
central ofice where the majority of applications were taken. Most of the
agencies also operated additional temporary application offices located in
low-income neighborhoods or at other satellite locations. Some agencies
also allowed applications to be submitted by mail, by telephone, or by
interviews conducted in applicants’ homes.

To receive AAE housing allowance payments, households had to
fulfill eilgibility requirements similar to those in the other two experi-
ments as follows: |

@ Income and assets. Households’ net annual income2? had to be less

than limits established for each site. Table 3.1 states these limits; the

median values across the eight sites for a family of four was $6,575.
Additionally, six of the eight sites imposed asset limits, each selecting
its own level.

@ Household composition. As in the Demand Experiment, households
were eligible if they were composed of two or more related individuals
of any age, except if the household head was a full-time student or a

member of the armed forces. Single-person households were eligible

only if the person was age 62 or older or if he was handicapped, dis-
abled, or displaced by public action.

@ Residency. Again as in the Demand Experiment and unlike the Supply

Experiment, only renters, not homeowners, were eligible. Households

also had to reside within the boundaries established at each site (a

marketwide area, generally); and households occupying publicly sub-

sidized housing such as public housing wereineligible unless they moved.

22. Chapter 10 discusses the outreach techniques used in more detail.

23. The definition of net income is gross income minus: a $300 exemption per de-

pendent and each secondary wage earner; a 5 percent standard deduction (10 percent

for elderly-headed households) ; and other specific, but less important, deductions.
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Information provided by clients in their applications was verified by

agency staff in ways which varied from site to site and is discussed in
chapter 10.

Because each AAE agency was authorized to serve only a limited
number of enrollees, not all applicants could be accommodated. Each
agency selected households to be enrolled from among its applicants
either randomly or by a first-come, first-served rule. However, because
one of the requirements of the experimental design was that each agency
should gain experience serving all major groups of personseligible for the
program, these selection processes were operated separately, with separate
quotas, for such groups as the working poor, the elderly, large families,
the very poor, and minorities. The demographic characteristics of program
participants in the AAE therefore were the product of deliberate agency
policy rather than of the numberof applications received.”*

For those households selected to participate in the AAE, the level of
housing allowance benefits to which they were entitled was calculated
using the same formula as for all households in the Supply Experiment and
households in treatment cell three in the Demand Experiment. That is,
benefits were calculated with equation 3-1, with “b” set at 25 percent of
program-defined income and the value of C* shown for each site in table
3.3. As in both other experiments, a household’s subsidy could not exceed
its actual monthly rental expenditure.

Also as in the Supply Experiment and in treatment cell three of the
Demand Experiment, eligibility for housing allowance benefits was con-
ditional on households’ occupying units which passed agencies’ minimum
housing quality standards. Both the level and nature of these standards
and the mode by which inspections were implemented to enforce them
varied among the eight AAE agencies.*® Four agencies utilized primarily
agency staff or trained professionals to conduct inspections, while the other
four agencies primarily allowed households to inspect their own units using
an agency-provided checklist.*®

Enrollees had 60 days following enrollment to locate a suitable unit
and have it inspected by the agency. Households who failed to find a
unit within this time forfeited their rights to participate in the program.
For some households, an additional 60-day search period was allowed.
Households whose units were undergoing repairs which had not been
completed within that time also were often granted time extensions.

Payments to households in the AAEwere initiated as soon as house-

24. Appendix B presents data on program-eligible households and households who
enrolled in the AAE.

25. The standards are described in Appendix C.
26. Chapter 10 discusses the effectiveness and costs of these alternatives.
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hold incomeandothereligibility conditions were verified and the dwelling
unit passed inspection. As table 3.2 indicates, the average monthly benefit
level ranged across the eight sites from $72 to $89. Each household was
entitled to payments for 24 months from the time of its enrollment, pro-
vided that both the household and its housing unit continued to meet
program eligibility requirements. Housing units were reinspected and the
household’s income and othereligibility conditions were reexamined after
one year of program participation.

As in the Demand Experiment and the Supply Experiment, adminis-
tering agencies in the AAE established no contractual relationship with
landlords and sent monthly allowance checks directly to recipient house-
holds.*” Also as in the other two experiments,AAE agencies operated group
information and counseling sessions for households at the time of enroll-
ment. However, attendance at these sessions, which had been voluntary
for households in the other two experiments, was mandatory for partici-
pants in the AAE. In further contrast to the other two experiments, some
of the AAE agencies elected to provide fairly extensive and intensive
assistance to enrolled households in their housing search process, their
negotiations with landlords concerning rents and unit maintenance, and
even concerning social service needs of the households independent of
their housing needs. The policies adopted by various agencies are briefly
summarized in chapter 10.

DIVERSITY AND CONSISTENCY

Table 3.5 summarizes some of the key aspects of program design and
operation among the three experiments as they have been described in
this chapter. As the table illustrates, the three experiments exhibited a
pattern of similarities and differences which can perhaps best be described
as coordinated diversity.

One aspect on which the three experiments differ is the most central
aspect of the experimental treatment, the housing allowance subsidy itself.
Of the three experiments within EHAP, only the Demand Experiment
involved multiple treatment groups subjecting different groups of recipients
to different subsidy formulas and program requirements. The Supply
Experiment and the Administrative Agency Experiment each operated
under a single methodof calculating benefits, and to promote comparability
across the experiments, that formula was the same for both of those ex-
periments and also identical to treatment cell three in the Demand Experi-

27. Two AAE agencies, San Bernardino and Tulsa, elected to use two-party
checks made out in the name of both the household and the landlord.
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ment. For this reason, treatment cell three is referrd to as the “design
center’ of this experiment. Despite the central role which this name implies,
however, it should be borne in mind that only a small number—77 house-
holds—out of all Demand Experimentrecipients received the design center
treatment.

Comparing the three experiments on aspects of their operations other
than subsidy calculations is more problematic. The three experiments
offered benefits for different periods of time, to persons recruited by
different methods, whoseeligibility was verified and recertified in different
ways, and who were subject to housing consumption requirements of
varying stringency. In manycases, the diversity of treatments arose out
of a desire to tailor the procedures in each experiment to the specific
research objectives of each study. In other cases, the diversity arose
simply outof the difficulty of maintaining consistency among independent
operations. Whatever the origins of these differences, however, their
cumulative effect is that it would be misleading to think of the three
experiments as implementing the “same” program.Rather,the three experi-
ments represent 3—-and sometimes as many as 12—variations around the
same general concept of housing allowances.

Given these variations, we should not expect the empirical findings
concerning the effects of housing allowances to be identical in allsites.
Rather, we should expect that results will systematically differ in ways
which can be explained and reconciled according to how and where
the programs were operated. As succeeding chapters will illustrate, this
sort of explicable, consistent diversity is exactly what was observed.
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CHAPTER 4

Participation in the
Experimental Housing
Allowance Program

Francis J. Cronin

Te CHAPTERdiscusses the levels, patterns, and determinants of par-
ticipation in the Experimental Housing Allowance Program. Both the

actual outcomes—how manyand whattypes of households participated—
and the process of becoming a participant are considered.

The salient findings on participation from EHAPareas follows:

Based on the experience in the open enrollment program in the Supply
Experiment

@ Approximately 56 percent of all eligible renters and 40 percent ofall
eligible homeowners enrolled.

@ Approximately 55 to 75 percent ofall enrolled renters and 83 percent
of all enrolled homeowners qualified for subsidies.

© Total participation rates, that is, the rates at which eligible households
became paymentrecipients, were low in the open enrollment program:
42 percent for renters and 33 percent for homeowners.

@ Turnover amongeligibles, enrollees, and recipients was substantial and
depended, in large part, on local economic conditions; hence, a much
larger share of all eligble households participate at various points
than at a given point in time.

Based on the experience of the three field operations

@ Households in the overlapping groups of welfare recipients, minorities,

me)
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and female-headed households generally became allowance program

recipients at higher rates than other households, including the elderly

and the working poor.

Based on the experience of the Demand Experiment which included con-

trol households

@ Participation was, in the aggregate, highly responsive to real net gain;

benefits favorably influenced households’ decisionsat all stages, while the

housing standards imposed by the program were most important in

discouraging households whose housing did not meet the standard at

enrollment.

Understanding the participation process as documented in KHAP—

as well as the outcomes—is important for several reasons. First, at the

household level, participation is the conduit through which households

obtain the program’s benefits. At the neighborhood level, participation

links public concern and potential improvements in the housing stock

and neighborhoods.

Second, the composition of the participating population affects both

the distribution of program outcomes (e.g., improved housing versus rent

burden reduction) and the distribution of program benefits among house-

holds of differing characteristics. With respect to the former, the inter-

action of program housing requirements and the stock of local housing

determines the proportion of enrolled households which pass standards at

enrollment. For those passing, at least in the short run, the allowance simply

reduces rent burden. With respect to equity, if some groups are more

reluctant than others to enroll in housing programs or if some types of

households have more difficulty in finding units that meet program stand-

ards, there could be an inequitable distribution of program benefits

throughout the low-income population.

Third, program costs are determined in large measure by the rate of

participation, the composition of participants, and the rate of attrition.

The rate of participation strongly affects aggregate transfer costs and,

given the eligible population, per recipient administrative costs. The com-

position of participants affects administrative costs because some groups

require a higher level of services to achieve participation, and some remain

in the program for shorter periods. The rate of attrition affects per

recipient administrative costs by influencing the number of participants

among whom administrative costs are spread.

The chapter begins by discussing the actual process of participation,

that is, enrolling and then receiving a subsidy. Overall enrollment and

participation rates among the experiments and within the sites of each

experiment are presented. Enrollment and participation rates in the De-
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mand and Supply Experiments are examined by household demographic,
economic, and tenure characteristics. Factors that influence the rate at
which eligible households become enrollees and the rate at which enrollees
become paymentrecipients are examined. Finally, the dynamics of partici-
pation in an open enrollment program are briefly analyzed. Topics such as
the time path of participation and turnover among the eligible and the
enrolled populations are also discussed.

THE PROCESS AND PATTERNS OF PARTICIPATION

The Processof Participation

Becominga participant entails two distinct steps: enrollment and becoming
an allowance recipient. Enrollment includes various outreach methods to
inform eligible households of the program (and their eligibility) and to
encourage them to enroll. Enrollment is ended when applicant households
are certified as program eligible, that is, when applicant households pass
eligibility checks on household income, tenure, and household composition.
To receive an allowance, enrolled households must reside in units meeting
the applicable program housing requirements.

Enrollment policies and procedures differed significantly among the
three field operation according to an operation’s in EHAP focus—house-
hold, market, or agency. The Demand and Supply Experiments were
designed to gain an understanding of the participation process from the
view point of the household and from the standpoint of the housing market,
respectively. The Administrative Agency Experiment, by contrast, was
designed to examine the effects of varying administrative procedures on
participation.

In the two Demand Experimentsites, samples of households were
selected on the basis of preliminary “screener” surveys; each household
within the samples was individually contacted, given an explanation
of the program, and offered the opportunity to enroll. The information
provided to the household during this interview was more extensive than
is true of typical approaches to enrolling households. The objective of
such a procedure, however, was to develop a controlled sample, statistically
representative of the eligible population. In the Supply Experiment, on the
other hand, enrollment was open to all eligible households (both renters
and homeowners) over a five-year period, with payments to continue
for an additional five-year period after the end of enrollment for house-
holds remaining eligible. The program was widely and continuously publi-
cized, but application had to be initiated by the household.
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The agencies in the Administrative Agency Experiment were limited

by their budgets in the total numberof recipients they could enroll; and

they were encouraged to enroll different types of households (e.g., elderly

or minority households) so that the resultant mix would approximate the
composition of the eligible population. To accomplish this, each agency

placed certain controls on the enrollment process, including the methods
and intensity of outreach.?

Patterns of Enrollment and Participation

Since enrollment procedures and objectives varied among the three
experiments, it is not surprising that enrollment outcomes also differed.
As shown in table 4.1, the Administrative Agency Experiment’s enroll-
ment rates have little comparability with the rates for the other experi-
ments. There are two reasonsfor this. First, the estimates of eligible house-
holds are subject to more error than in either of the other two experi-
ments.” Second, limits were placed on the number of recipients at each
site. The former difference helps explain the high variance across the
eight sites; the estimates range from a low of 10 percent in Jacksonville
and San Bernardino to a high of 47 percent in Salem. Thelatter difference
helps explain the generally lower rates observed in the Administrative
Agency Experiment, that is, a median rate of 22 percent.

On the other hand, enrollment rates of renter households in the four

sites of the Demand and Supply Experiments are quite similar, as are
the enrollment rates of homeowners in the two Supply Experimentsites.
In the Demand Experiment, enrollment averaged 51 percent; for compar-
able households in the Supply Experiment, the rate averaged 56 percent.
In fact, the results are highly consistent—with the rates in the four
sites ranging between 49 and 57 percent. Rates for homeownersin the two
Supply Experiment sites were equally consistent: 42 percent in Green
Bay and 39 percent in South Bend. These figures are for the fourth year
of program operation in Green Bay and the third year in South Bend
and are thought to represent steady-state rates.

1. See chapter 10 and MacMillan and Hamilton et al. [C63].

2. Estimates of eligibles in the Demand Experiment are exact since an eligible

household is defined as one offered the possibility of becoming a program participant;

estimates of eligibles in the Supply Experiment are based on extensive sampling. In

the Administrative Agency Experiment, on the other hand, estimates of eligibles are

based on 1970 Census data. These data were four years old at the time (and analysis in

the Supply Experiment has indicated significant changes in the eligible population in

only two years), could not be classified exactly to eligibility criteria (e.g., wealth

limitation), and, in some cases, lacked geographical comparability with program juris-

dictions.
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Unlike enrollment rates, which indicated fairly comparable rates by
tenure among the experiments, participation rates show a much higher
variance among the experiments, most of which appears related to the
stringency of program standards.* Within the experiments, participation

rates show a high degree of comparability; most of the differences at this
level appear related to local housing conditions and special circumstances.
In the Administrative Agency Experiment, the experiment generally con-
sidered to have the least stringent standards on average, the mean partici-
pation rate is 53 percent.‘ Excluding the two extremes, the six remaining
rates vary from 46 to 66. In the Demand Experiment, the experiment with
the strictest housing standards, the participation rate averages 27 percent.
The mean participation rate for renters in the Supply Experiment is 42
percent. Part of the difference between the Demand and Supply Experi-
ments is the greater stringency with which standards were imposed in
the Demand Experiment. For homeowners in the Supply Experiment, the
mean participation rate is 33 percent, significantly below the rate for
renters.” Finally, note the difference between Green Bay and South Bend.
The generally better condition of the housing stock in Green Bayis par-
tially responsible for this result.

A number of factors—outreach, level of payments, and housingre-
quirements—influenced the rate at which households enrolled in the pro-
grams. The role of these salient factors is discussed in the next section.

Theentries in table 4.2 reveal the net effect of these factors for families
distinguished by ethnicity, sex of head, and population group—elderly-
headed households, welfare recipients, and working poor. Note that the
samples used here are not the same as those underlying the figures in
table 4.1; most importantly the data from the Supply Experiment in table
4.2 are from an earlier point in time. When examining renters in the
Demand and Supply Experiments, data show welfare recipients enrolled
at high levels, the elderly at low levels, and the working poor at moderate
levels. Likewise, households headed by a minority or by a female

 

3. These participation rates are lower than those for programs such as AFDC (See
Bendick [H12]). Explanations for this are offered under “Factors Affecting Participa-
tion” where the determinants of successfully making the step from enrollee to recipient
status are discussed. The constrained nature of the subsidy in EHAP (i.e., imposing a
housing standard), the higher nominal value of benefit levels in AFDC, and differ-
ences in eligible populations render difficult comparison between these two programs.

It should also be noted that the definition of participation used in this book em-
ploys a more comprehensive definition of the eligible population than that used in the
Demand Experiment.

4. Participation rates in the Administrative Agency Experiment are defined as the
proportion of selected applicants receiving a payment.

5. Participation rates in the Supply Experiment mask a good deal of turnover,
implying that a larger number of households participate at some time.
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enrolled at higher rates than other types of households. The enrollment

gaps among these groups are striking in the Supply Experimentsites

compared to the experience in the Demand Experiment Sites. The same

broad patterns also hold for owner-occupant households in the two

Supply Experimentsites.

The rate at which enrolled households becomerecipients varied con-

siderably among sites and experiments. The figures in table 4.2 for the

“percentage of enrollees who became participants” provide the essential

information. They show the percentage of enrolled households achieving

recipient status in the two Demand Experimentsites to be significantly

lower than in the Supply Experiment. At the end of the first year, the

average participation rate in the Demand Experiment for welfare recipient

enrollees required to meet housing quality standards was 52 percent. In

the Supply Experiment, by contrast, the average rate was 70 percent for

renters and 76 percent for homeowners. One important reason for the

lower rate in the Demand Experiment appears to be the morestringent

housing standards used in this experiment.®

Minority households generally had less success in becomingrecipients

in all three experiments. Minority families generally had to do more to

achieve recipient status. Because their housing conditions at enrollment

were frequently worse than nonminority families, more minorities found

it necessary to move or upgrade their units in order to receive payments.

Elderly families and homeowners in the Supply Experimentsites, on the

other hand, had relatively high rates of achieving recipient status once

enrolled, presumably because of the good condition of their housing.

Finally, the net effect of enrolling and receiving a payment—the

percentage of eligible households who actually receive payments—is shown

in the rows labeled “percentage of eligibles who becamerecipients.” Sub-

stantial variance in the outcome for specific groups of households is

indicated. In the open enrollment programs at the Supply Experiment

sites, the overlapping groups of welfare recipients, female-headed house-

holds, and households headed by minorities have high participation rates.

TeBycontrast, the elderly- and male-headedhouseholdsparticipated at low

 

pee

aR

peaftESAI

rates, 31 and 25 percent respectively.‘Similar patterns emerge for home-
NOS 8STaarpse ee eeramen naBS are

owners in the Supply Experiment sites, although with lower average

participation rates and smaller variances among household types. These

figures indicate that certain groups believed disadvantaged in the market

—for example, minorities and welfare recipients—are able to successfully

use housing allowances.

6. Standards in all three field operations are described and compared in Appen-

dix C,
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FACTORS AFFECTING ENROLLMENT

The Effectiveness of Outreach

Agencies participating in the AAEhad to enroll 400 to 900 recipients,
generally representative of the eligible populations in their areas. Out-

reach was geared to meeting this objective.

Most agencies in the AAE had difficulty in generating a sufficient

number of eligible applicants to fulfill their goal. Except for Salem,

the agencies received from 8 to 53 percent fewer eligible applications

than hadinitially been thought necessary to insure a representative sample
for the eligible population. Elderly households and the “working poor”

(low-income households earning at least part of their income) were
underrepresented among applicants, while households receiving welfare

and other grant income were consistently overrepresented.’ In fact, the

initial application rate from eligibles was generally so low that most

agencies responded by intensifying their outreach efforts to generate

increased applications and reach the desired numberof recipients.

Muchof the agencies’ outreach consisted of contacts with social serv-

ice agencies and community organizations. About a quarter of the ap-

plicants were referred by such organizations, and these applicants were

highly concentrated among minorities and welfare recipients.* The other

major type of outreach was use of the mass media—television, radio,

newspaper, and pamphlets—which attracted over a third of the applicants.
The people responding to media sources were much more representative

of the eligible population, although the unrepresentative patterns persisted
among them. Several agencies that attempted to target their outreach
activities to the underrepresented groups met with some success. More
commonly, however, the introduction of targeted campaigns produced
results indistinguishable from the effects of merely intensifying outreach:
more members of both the underrepresented and the overrepresented
groups applied.®

7. In fact, enrollees in the Administrative Agency Experiment were not represen-
tative of the eligible populations. See MacMillan and Hamilton [C63] and Appen-
dix A.

While the planned number of applicants varied greatly among the sites (e.g.,
from 1200 to 4200), the actual numberof eligible applicants was fairly constant ex-
cept for the two smallest agencies, Bismarck and Durham. The latter two agencies
received 569 and 1231 applicants, respectively. All other agencies received approxi-
mately 2000 applications from eligibles (i.e., from 1696 to 2434).

8. See Hamilton, Budding, and Holshouser [C31], p. 11.
9. Targeted outreach throughout the enrollment period, as opposed to brief cam-

paigns responding to unrepresentative patterns, were more effective. Jacksonville (in
its second enrollment period) and Tulsa targeted outreach to the working poor and
achieved quite representative proportions of applicants from that group.
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Given the personalized outreach methods used to inform potential

enrollees in the Demand Experiment and the bias and constraints present

in the estimates of enrollment rates in the Administrative Agencies’ sites,

the most policy-relevant enrollment experience for an open-enrollment

program is that of the two Supply Experiment sites, where the program

was available to all eligible households with no restrictive time con-

straints on the enrollment period. Outreach in these two sites was con-

ducted primarily through the media and direct mail. Advertising and

media publicity were the sources of information cited by about 50 per-

cent of all Supply Experiment applicants.‘° Analysis of outreach results
indicated, however, that advertising could convey only the simplest mes-
sages; and attempts to provide households with enough data to determine
their own eligibility were generally unsuccessful.'! By the end of the second
year of operations, about 75 percent of all household heads in South
Bend had at least heard about the program.”

Two conclusions from this discussion might be drawn. First, site
operations have shown fairly convincingly that the community’s aware-
ness of a housing program and the rate of application can both be in-
creased through outreach. But the results give only slight confirmation to
the hypothesis that the mix of eligible applicants could be altered by out-
reach strategies, particularly in the short run. Based onthis first conclu-
sion and the propensity of particular types of eligibles to enroll early—
most obviously those already in welfare programs who have more informa-
tion available to them—a second conclusion emerges concerning the equity
of limited-entitlement programs: unless steps are taken from the start to
achieve a mix of applicants with members of all household groups, the
program may distribute benefits quite unevenly among the groups con-
stituting the eligible population. Of course, other programs may “over-
serve’ these other groups, so that parity across groups is achieved. Still,
this characteristic of a limited enrollment allowance program is an im-
portant finding.

The Impact of Payment Levels and Housing Requirements

In brief, housing requirements and subsidy levels have little effect on
enrollment. The effects of subsidy levels and the type of housing require-
ment on enrollment have been examind for households in the Demand Ex-

10. Racial minorities and welfare recipients were the least and the elderly the
most media-oriented of all applicants.

11. Rand [E130], p. 153.
12. Rand [E129], p. 22.
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periment analyses.** Acceptance rates increase very slightly as the size
of the payment increases. Acceptance rates in Phoenix increase 8 per-
centage points as the paymentincreases from an average of $50 per month
to an average $93 per month. A similar but even weaker relationship
holds in Pittsburgh.

There appears to be only a slight difference in the acceptance rates
between programs with no housing requirements and programs with
minimum requirements; but no apparent difference exists among the ac-
ceptance rates for the programs with standards. In Phoenix, programs
without requirements have an average acceptance rate about 6 percentage
points higher than those with requirements. Amongthe latter, however,
the rates vary by only 3 percentage points. Quite similar patterns are
found in the data for Pittsburgh."*

Households at the acceptance stage apparently responded to the pro-
gram’s potential subsidy as an unconstrained grant, due possibly to a lack
of understanding of the requirements or an “I’ll worry about that later”
attitude.’° Certainly, a given dollar amount for the subsidy (the poten-
tial gain) is more clearly understood than a quick description of, say,
the minimum standards requirement. Interestingly, even in the easily
understandable plans requiring minimum rent payments, rates of accept-
ance were not affected. It may be that, even when requirements were
understood, households tended to be unwilling to foreclose their options
at this stage.

FACTORS AFFECTING PARTICIPATION

The more important factors influencing whether or not a household was
successful in achieving recipient status after enrolling are reviewed
here. These include the gain perceived by the household from

 

13. The data presented in Kennedy and MacMillan [H64] should be used for
cross-experimental comparisons only with care. Eligible households are defined as a
subset of all households contacted regarding enrollment; in particular, only house-
holds completing the enrollment interview (i.e., received an estimate of their allowance
payment) are classified as “eligible.” Estimates of enrollment rates in the Supply Ex-
periment, on the other hand, are based on all eligible households, whether or not they
know they are eligible, let alone their potential subsidy. In fact, outreach efforts in
the Supply Experiment aimed at providing households with the data to determine their
eligibility were unsuccessful.

14. See Kennedy and MacMillan [H64], pp. 2-13, 2-14.
15. To date, no analysis has examined the relationship between the household’s

decision to enroll and the household’s perceived value of the subsidy (i.e., the income
equivajent variation of the subsidy) as is described in “Factors Affecting Participa-
tion” for the household’s decision to participate.
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becoming a recipient, the program’s housing requirement, market con-

ditions (among them the average mobility in a site), and minority

status. The patterns are described here factor by factor; for example, the

role of the size of the potential payment offered is considered in and of

itself. Hence, while low-income households may be found to be highly at-

tracted by the larger subsidy offer, they may be repelled by the housing

requirements. The combinedeffect of all these factors are the participation

rates for specific household groups which were presented previously.

The Gain from Participation

An economic view of the household’s decision to participate in a housing

allowance program is based on the assumption that a household acts

rationally in its own self-interest—in other words, a household attempts

to maximize its well-being given its resources and the constraints it faces.

As we shall see, viewing EHAP in this context yields insights on the

impact of program features on household behavior.

In essence, a housing allowance offers a household additional resources

(e.g., for households in housing gap programs—additional income)

if the household is income-eligible for the program and successfully meets

the housing requirements imposed by the program. The household must

evaluate whether receipt of the subsidy payment increases its well-being

sufficiently to compensate for the bother (costs) of meeting the require-

ment if that household would not normally meet the requirement.

Like an income maintenance program, the housing allowance pro-

gram standardizes the benefits to eligible households of a given size and

income. However, this standard treatment is affected by the housing re-

quirement. The household’s evaluation of its gain may vary if it fails to

meet the housing requirement and would not do so even if it were to

obtain the subsidy payment. For such a household, the real value of the

subsidy may be substantially less than the nominal payment.’® In addi-

tion, the cost of meeting the requirement varies by the household’s pre-

program housing condition. If the household’s dwelling unit fails to pass

program standards, the household must either upgrade or relocate to a

unit which passes standards. Either option may entail substantial costs.

The difference between the nominal value of the subsidy and the

value the household attaches to the subsidy is determined by the house-

16. In this case, the household would likely be made just as well off with a

smaller unrestricted cash grant as it would be if it passed the housing requirement

and received the subsidy. In essence, the program would require the household to

consume an amount of housing different from the amount it would freely choose to

consume. The greater this difference, the smaller the unrestricted cash grant that

would make the household just as well off. Economists refer to this cash grant as the

income equivalent variation. See Cronin [H23; H31].
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Table 4.3

Households’ Average Evaluation of the Subsidy Offer as a Percentage of
the Nominal Subsidy by Site, Type of Subsidy, and Type of Housing

  

Requirement

Phoenix Pittsburgh

No Housing Requirement
Unconstrained 1.00 1.00
Percentage of Rent 91 92

Housing Requirement
Minimum rent low .98 1.00
Minimum rent high 91 1.00
Minimum standards 82 97

Source: Cronin [H23], pp. 24, 25, 40.
Sample: All enrolled households paying full market rents in nonsubsidized

rental housing.

hold’s preference for housing and the difference between the government’s
mandatedlevel of housing consumption and the houshold’s desired amount
of housing consumption. The greater the difference between the govern-
ment’s view and that of the household, the less the household values the

subsidy.

Applying the economic model of household behavior discussed in the
note at the end of this chapter, estimates of the household’s evaluation
of the allowance offer have been made. Table 4.3 presents the results by
site, type of subsidy, and type of housing requirement. By definition, un-
constrained payments are valued at 100 percent of their face value;
percentage of rent payments, while not having a housing requirement,
change the market’s price of housing and cause the household to be only as
well off as it would be with an unconstrained payment of about 8 percent
less.‘’ Households in programs with housing requirements attach less and
less value to the subsidy as the stringency of the housing requirement
increases. The lowest valuation is for households in Phoenix under the
minimum standards requirement plan; they value the offer at only 82
percent of its face value.?®

17. The distortion caused by a price rebate and its implications are discussed in
Cronin [H23].

18. Relative to estimates of the average value placed on subsidies by participants
in production-oriented programs, the EHAP figures, on average, are extremely high
(ie., the subsidies are efficient). Estimates of the average value attached to the sub-
sidy by participants in production-oriented programs range from 33 to 90 percent with
an average of 69 percent. See Cronin [H23], p. 39.
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Table 4.4

The Proportion of Households Constrained by the Program and the House-

holds’ Average Evaluation of the Subsidy by Housing Requirement, Race

of the Household Head. and Household Size in Phoenix

Nonminority Minority

Average Average

Housing Subsidy Subsidy

Requirement Value for Value for

and House- Proportion Constrained Proportion Constrained

hold Size Constrained Households Constrained Households

Low minimum rent
1 0 N.A. 15 99

2 0 N.A. .64 99

3-4 0 N.A. 59 94

5-6 0 N.A. 1.00 92

7 or more 0 N.A. 1.00 84

High minimum rent
1 22 1.00 1.00 of
2 ot 1.00 .66 83

3-4 .16 98 84 69

5-6 1.00 96 91 15

7 or more 1.00 94 1.00 90

Minimum standards
1 61 .98 89 74

2 22 98 .86 AQ

3-4 .64 97 87 55

5-6 95 .96 1.00 55

7 or more 1.00 16 1.00 13

 

Source: Cronin [H23], pp. 22, 25.

Sample: All households enrolled in housing gap treatment plans 1 through 11

paying full market rents in nonsubsidized rental housing.

The stringency of the housing requirement can affect certain groups

more adversely than others. Table 4.4 presents the proportion of house-

holds constrained by the program and the average household evaluation

of the subsidy offer by housing requirement, race of the head of household,

and household size for housing gap households in Phoenix. With only

one exception, a higher proportion of minority households at each house-

hold size is constrained by the program; and, without exception, minority

households constrained by the program place a lower value on the subsidy

than do nonminority households.'® The combination of these two factors
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results in an average subsidy value of only 56 percent for all minority
households under the minimum standards plan in Phoenix.

With respect to householdsize, larger households of both racial groups
are constrained by the program at higher rates than are small households;
and, larger households constrained by the program generally value the
subsidy at lower rates than do smaller households. For example, viewing
the minimum standards plan, the average value placed on the subsidy by
all nonminority households of seven or more persons is 76 percent; forall
similar minority households, the average value attached to the subsidy is
only 13 percent.

The explanation behind the lower valuation by minorities and large
households is the poor quality of housing initially occupied. A large in-
crease in housing consumption would be required to conform with pro-
gram standards—contrary to “revealed preferences.” Of course, current
“preferences” are determined in part by discrimination and other factors
which constrain the housing choices of these groups.

First-year participation results for Demand Experiment households
enrolled in one program—the housing gap program with housing require-
ments—are presented here within the benefit-cost framework just de-
scribed.”° Initially, outcomes for households participating at any time
during the first year are discussed; then outcomes for households which
failed to qualify at enrollment are presented.

The proportions of enrolled households participating at any time
during the first year are depicted in figure 4.1 bysite, by the value of the

 

19. The lower value placed on the subsidy by minority households in Phoenix
results from the housing requirement being relatively further from the predicted
amount of housing minority households would freely select than is the case for non-
minority households. For example, for constrained households of seven or more per-
sons, the estimated cost of the housing requirement is 32 percent more than anesti-
mate of what nonminority households would desire to spend; for minority households,
however, the figure is 101 percent.

The value minority households attach to the subsidy may be biased downward. If
minorities have been unable to freely select their housing in the past, the data em-
ployed to predict the amount of housing “preferred” by minorites may give a mislead-
ing indication of the “true” preferences of minorities.

20. Due to the individualized outreach procedures employed in the Demand Ex-
periment (designed to attract a representative sample of eligible households; see
“Factors Affecting Enrollment”), participation outcomes for enrolled households can
be viewed as the response to the eligible population only to the program features
tested. Due to the short duration of the Demand Experiment, however, households
should be more responsive to program features during the program’s initial stage.
(Chapter 8 discusses potential sources of experimental contamination.) In addition,
one year should be long enough to allow households capable of being influenced by
the program to react. Someresults for the two years are presented here. For other
results, see Kennedy and MacMillan [H64].
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Figure 4.1

The Proportion of Enrolled Households Participating during the First

Year by Site, by Households’ Evaluation of Benefits, and by Program

Housing Requirements
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Sample: Households paying full market rents (i.e., not related to landlord,
not working in lieu of rent, not living in subsidized housing) and
enrolied in housing gap plans with housing requirements, excluding

households which terminated for nonprogram reasons (e.g., moved

out of the area).

subsidy to the households, and by the type of housing requirement.’ The

question of the responsiveness of housholds to program benefits can be

answered without reservation: the proportion of households participating

increases steadily as the size of the benefit increases. In Phoenix, 19

21. Both of these relationships are statistically significant and similar to those

depicted in figure 4.1 when tested within a multivariate model of dichotomous choice.

Variables included in the model are program benefits; type of housing requirement;

the household’s normal probability of moving; household size; household income; and

the sex, race, and age of the head of household. See Cronin [H31].
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percent of the enrolled households evaluating the subsidy at $18 orless
per month participate; 88 percent of the enrolled households evaluating
the subsidy at $95 or more per month participate. While not quite as
dramatic, the pattern for Pittsburgh is just as clear: of households evaluat-
ing the subsidy at $18 or less, 40 percent participate; of households
evaluating the subsidy at $75 or more per month, 67 percent participate.”

Program housing requirements also have the expected impact—as the
requirement becomes morestringent, the proportion of households par-
ticipating falls. As shown in the right-hand panel of figure 4.1, participa-
tion rates are highest under the weakest requirement—the low minimum
rent requirement—and lowest under the toughest, that is, the minimum
physical standard. Although not shown in the figure, participation also
falls off as the number of dwelling deficiencies rises under a minimum
standards approach.”3

While highly informative, the outcomes displayed in figure 4.1 are
strongly influenced by preenrollment housing conditions—households
passing standardsat enrollment need not react to program features. House-
hold reactions to variations in program features are more clearly demon-
strated by viewing the participation outcomes for only those households
failing housing requirements at enrollment. These households must ex-
plicitly react to program features if they wish to participate.

Data on the participation rates of Demand Experiment enrolless who
failed housing requirements at enrollment disaggregated by households’
evaluation of the benefits and by the type of housing requirement are
displayed in figure 4.2. Once again, households are seen to be highly
responsive to the real gains from participation: in both sites, a steadily
increasing proportion of households participate as the gain increases.”*

The pattern of participation by type of housing requirement is sur-
prising. In neither site does the variation in the stringency of housing
standards appear to have an important effect on the probability of house-
holds eventually participating once households fail to qualify initially.
Thus stringency of housing standard acts as an initial screening mechan-
ism, channeling subsidies to households who already reside in program-
acceptable units. While the standards appear to havelittle if any impact on
participation after enrollment, their total effect can be substantial, as
inferred from the patterns reviewedin thefirst section of this chapter.
The effects of housing standards can be viewed more broadly by con-

 

22. At an average payment of $97 per month, the predicted probability of partici-
pating in Pittsburgh is 75 percent.

23. This is documented in chapter 5, using data from the Supply Experiment.
24, This relationship remainsstatistically significant when tested in the multi-

variate model of dichotomous choice discussed above.
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Figure 4.2

The Proportion of Enrolled Households Which Failed Standards at Enroll-

ment but Participated During the First Year by Site, by Households’

Evaluation of Benefits, and by Program Housing Requirements
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Sample: Households paying full market rents (i.e., not related to landlord,

not working in lieu of rent, not living in subsidized housing) and
enrolled in housing gap plans with housing requirements, excluding

households which terminated for nonprogram reasons (e.g., moved

out of the area).

sidering data from all three experiments shown in table 4.5. At enrollment,

less than 50 percent of all households in each experiment passed

the minimum standards housing requirement. In fact, only 17 percent

of households in the Demand Experiment qualified for payments at

enrollment. Across all 12 sites, the percentage of households qualifying

for payments ranged from a low of 6 in Jacksonville to a high of 60 in

Bismark.

By the end of two years, approximately half of the recipients of al-

lowances had already met the requirements at enrollment, ranging from

34 to 70 percent across 11 of the sites. In Jacksonville, however, only 19
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Table 4.5

Percentage of Households Meeting Housing Requirements at Enrollment

 

Enrolled
Households Recipients
Meeting Meeting

Requirements Requirements
at Enrollment at EnrollmentEE

Ese

Demand Experiment
Pittsburgh 15% 36%
Phoenix 19 34

Supply Experiment |
Green Bay renters 52 57

owners 50 56
South Bend renters 41 44

owners 49 56
Administrative Agency Experiment

Salem 39 46
Springfield 27 38
Peoria 36 56
San Bernardino 29 35
Bismarck 60 70
Jacksonville 6 19
Durham 32 45
Tulsa 30 35eee

Source: U.S. Departmentof Housing and Urban Development [E165].

percent of the recipients had met therelatively stringent housing require-
ments at enrollment. For the other recipients, the principal path to qualifi-
cation varied among the experiments. In the Demand and Administrative
Agency sites, most met requirements by moving. The high degree of
qualifying through mobility in the former was prompted by the stringent
standards and the difficulty of upgrading failed items (principally light
and ventilation failures) ; among the AAE sites, the limited time period
in which to qualify may have precluded significant upgrading.

In the Supply Experiment, on the other hand, most of those not meet-
ing requirements at enrollment met them by upgrading their units rather
than by moving. This was true of both renters and owners. The dominance
of upgrading in place may be attributed to (a) the less stringent stand-
ards and the greater ease of upgrading failed items (the most common
defect being missing hand railings); and (b) the much longer period for
enrollment; in effect, a household, if eligible, could enroll at any time
during the five-year enrollment period.?°

 

25. Dwelling deficiencies and upgrading are discussed further in chapter 8.
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In summary,if housing requirements are difficult to meet, then a small
portion of those receiving payments will be households that were able
to meet the requiremnts initially—about a third in the Demand Experi-
ment compared with more than half in the Supply Experiment. Therest
will be mostly those households that are more mobile and able to move
to units that meet the requirements.

The Impact of Services ”°

Supportive services are administrative activities intended to help en-
rollees become recipients and improve the quality of their housing. As
detailed in chapter 10, varying services were offered across the three
experiments and among the eight sites in the Administrative Agency
Experiment. Among the services provided, information services were
found to make a difference in program outcomes. Evidence from the
AAE suggests that shoppers who face a strict standard in tight and
segregated markets were aided in their housing search by program in-

formation and housing information sessions. This may indicate that the
need for services inheres in the housing standard. Agency information on
where to search also helped to explain which of the experimental house-
holds who were not required to meet the standard did so in the Demand
Experiment.

Site Factors Affecting the Role of Achieving Recipient Status 7’

Besides program features like housing requirements and payment levels,
several site specific factors were important contributors to the patterns of
achieving recipient status. First, the condition of housing at the sites is
associated with rates at which enrollees became participants. This was
demonstrated most vividly in the two Supply Experiment sites, where
uniform housing standards were applied to units in both Green Bay and
South Bend. The overall failure rate for preenrollment dwellings for
renters and homeowners in Green Bay (through September 1976) was
49 percent, compared to a 56 percent rate in South Bend. In addition,
units in South Bend averaged more critical defects causing failures. This
reflects the generally poorer condition of South Bend’s housingstock.

A secondfactor is differential site mobility rates; the effect of higher

rates is to help overcomea high failure rate at enrollment and increase the

probability of achieving recipiency status. Substantial variation exists

26. This section is based on Bernsten [H13].

27. This discussion is taken from Carlson and Heinberg [E24].
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across metropolitan areas and should be taken into account along with
the state of the local housing stock.”®

The final factor concerns the tightness of the housing market and the
extent of residential segregation. An extreme example is Jacksonville in
the Administrative Agency Experiment, where the low vacancy rate for
inner-city rental housing and a racially segmented market for lower-rent
housing was combined with two other elements previously mentioned—
a high rate of units not meeting broad standards of decency, and strict
housing standards in the program—to produce relatively low rates of
households achieving recipiency status, particularly among blacks.

Household Mobility Rates

If the household fails requirements initially but would normally have

moved in the absence of the allowance program, the household is much
more likely to meet requirements during the year and receive a subsidy.
In effect, the household must evaluate the program benefits relative to
only the incremental costs of finding a unit passing standards, not total
moving costs.*° The left-hand panel of figure 4.3, using data from the
first year of the Demand Experiment for households in programs with
physical standards, shows that as the normal probability of moving
increases so does the proportion of households participating.®° At the lower
range of probability of moving, the proportions of households participat-
ing are around 40 percent; at the upper end, the proportions are 65 to 80
percent.*? The same very strong pattern, illustrated in the right-hand panel
of the figure, holds for households whose dwellings failed the physical
inspection at enrollment.

THE DYNAMICS OF PARTICIPATION

Up to this point our discussion has considered a static participation proc-
ess, that is, viewing households at one or morepoints in time and examin-

28. See Goodman [H44].
29. That is, if the household has decided to move anyway, it has decided to bear

the costs of searching and moving, loss of length-of-tenure discount and information
capital, and any psychic costs. The gains from the program would then be compared
with only the extra costs induced by the program.

30. Since receipt of a subsidy may decrease the probability of moving (house-
holds may not wish to jeopardize their payments by moving to a unit not passing
standards), this relationship may actually be understated in figure 4.3.

31. The relationship shown in the figure is significant when tested in the multi-
variate mode] of dichotomous choice discussed earlier.
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ing the determinants and outcomes of their attempts to become partici-
pants. Now, we briefly examine the dynamicsof the participation process,
that is, changes in the pools of eligibles, enrollees, and participants. Data
from the Supply Experiment are employed.

Initially, about 20 percent of all households in each Supply Experi-
mentsite were eligible, but turnover in the poolof eligibles has been rapid;
it has fluctuated with local economic conditions. In an analysis of survey
records for nonmoving households using 1974 and 1975 data for Green
Bay, it was found that 10 percent of those surveyed had changed their
eligibility status. Of the households initially eligible, 26 percent had be-
comeineligible; of this 26 percent, 76 percent reported earnings as their
main source of income. Of the households initially ineligible, only 4 per-
cent becameeligible; of this 4 percent, 68 percent reported earnings as
their main source of income. Eligibility changes for households supported
by welfare payments (all of whom were initially eligible) were almost
nonexistent. Theneteffect of this turnover duringthefirst program year was
to decrease the eligible population by 1] percent. More recent estimates,
based on data for a longer time period and on moresophisticated analysis,
indicate that the turnover in the eligible population is about 20 percent
per year andthat the size of the eligible population is stable over several
years,°?

Muchof the first year’s turnover was linked to changes in local eco-
nomic conditions. For example, households who becameeligible after
being laid off during the 1973-1974 recession lost their eligibility when
they were rehired and their income rose. Abrupt changes in incomes,
especially among young couples with children, are therefore the primary
causes of changes in the pool of eligibles. Indeed, for such households,
housing allowances have been characterized as “a kind of supplemental
unemployment insurance tiding the family over a few months of hard
times.” ** While the households which received such “tiding over” are,
doubtless, grateful for the assistance, the use of housing allowance pay-
ments as supplemental unemployment insurance is an expensive and in-
eficient means to distribute unemployment payments.

During the first year of the program, enrollment in both sites grew
rapidly (figure 4.4). Total enrollment grew less rapidly during the second
year due to terminations; by the end of the second year, nearly 30 per-
cent of all those ever enrolled had terminated, either voluntarily or in-

 

32. This discussion is based on data in the Fourth Annual Report of the Supply
Expriment. See Rand [E129], pp. 51-56.

33. Communication from Rand to U.S. Department of Housing and Urban
Development, March 13, 1980.

34. Rand [E129], p. x.
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Figure 4.4

Current Enrollment and Participation Status: Housing Allowance

Programs in the Green Bay and South BendSites
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voluntarily. The major reason for termination was the loss of income
eligibility usually discovered at semiannual recertifications. Once again,
young couples with children had the highest termination rate. While the
program’s period of operation is still rather short to make a final estimate,
the life expectancy of an enrollment is at least 18 months. Asthe time of
program operations lengthens, this estimate could increase.
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Figure 4.5

Graphical Representation of the Income Equivalent Variation of a
Constrained Subsidy Offer
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A NOTE ON THE HOUSEHOLD’S EVALUATION OF
A CONSTRAINED SUBSIDY

From the household’s viewpoint, the decision to accept an offer of a hous-
ing subsidy conditional upon the household meeting a housing requirement
can be structured in a benefit-cost framework. With respect to benefits, a
household’s perceived gain from accepting the government’s offer can be
measured by the Hicksian income equivalent variation.*® The income
equivalent variation (IEV) is the unrestricted cash grant that would
place the household on the same indifference curve it would attain were
the household to accept the subsidy and its associated constraints.

The income equivalent variation is depicted graphically in figure 4.5
for the case of an income-conditioned housing subsidy. In time period 0
the household maximizes its utility at C on indifference Uo, given its
income constraint AB and the relative prices of housing and other goods
and services. The household consumes Ho of housing and Xo of other

35. See Hicks [H59].
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goods and services. In time period 1, the household is offered a subsidy
AA’ if it meets the housing consumption requirement Hc. In effect, the
household’s postsubsidy budget constraint becomes ASS’B’ if it consumes
at least He of housing. How much the household values the subsidy (SS’)
depends on the distortion from the household’s income consumption curve
(ICC) created by accepting the subsidy.

For example, if the household already consumes Ho = He or would
normally consume H* = He upon receipt of the subsidy and adjustment

by the household, the income equivalent value of the subsidy equals the
nominal value of the subsidy. The latter case is depicted by the household
response labeled ICC. (indifference curves other than Uo are not depicted
for this household). With the subsidy-augmented budget constraint
ASS’B’, this household would, in equilibrium, locate at D’ with H(D’) >

He.
If, however, the household does not already consume Ho = He and

would not consume H* = Hc uponthe receipt of the subsidy and adjust-
ment, the household compares alternative commodity bundles and selects
the bundle which maximizes its utility. Such a case is depicted by the
household response labeled ICC,. With the subsidy-augmented budget
constraint and unrestricted choice (i.e., the imaginary budget line A’B’)
the household would locate at D consuming H* < Hc. To evaluate the
constrained offer (ASS’B’ H* = Hc), the household compares the utility

maximizing position under the constraint (S’) with the utility received

from its initial commodity bundle (C). If u(S’) = u(C) the household

would accept the constrained position, in the absence of transactions

cost and uncertainty. In the case of acceptance, the household would

consume Hc of housing and (Y + 3S — PhHc)/Px of other goods and

services, where Y is household income, 5S is the subsidy, PhHc is the

expenditure on the required level of housing, and Px is the price of other

goods and services.

Behavior is, however, neither certain nor costless. In the presence of

the substantial costs of relocation together with the uncertainty associated

with moving, the household would likely evaluate the benefits of participa-

tion (i.e., accepting the subsidy and locating at S’) and compare these

with the associated costs. In termsof figure 4.5, the IEV of the subsidy offer

for the household identified by ICC, is GE. That is, an unrestricted cash

grant of GE would make the household as well off as a subsidy of SS’

coupled with a housing requirement of Hc. As can be seen, for the con-

strained household the IEV is less than the subsidy SS’, and the transfer

efficiency of the subsidy (i.e., nominal value of the subsidy divided by the

household’s evaluation of the subsidy’s value) is GE/AA’).



CHAPTER 5

Mobility

Francis J. Cronin and David W. Rasmussen

HOuse ALLOWANCESconstrained by program standards require
that manyeligible households move in order to participate. As a re-

sult, residential mobility is a key determinant of participation and the pro-
gram’s impact on housing quality. In fact, most of the households who
passed the standard after initially failing in the Demand Experiment did
so by moving. On the other hand, evidence from the Supply Experiment
suggests that failing the housing requirement is not as important as how
the standard is failed. The greater the number of housing deficiencies in
a unit occupied at enrollment, the more likely the family is to seek housing
elsewhere or leave the program. Those households living in units at the
time of program enrollment which have a single deficiency, as defined by
the program’s standards, are quite likely to repair the unit. Hence, mobility
is especially important for the most poorly housed.

While mobility is important as a route to program participation, some
people also viewed program-induced mobility as a mechanism that would
expand the residential opportunities of the poor. Freedom of residential
choice was touted by the President’s Committee on Urban Housing as
one of the most compelling reasons for a housing allowance program.’
This aspect of allowances, however, provided fuel for both advocates and
opponents of such a program. Reducing residential segregation of the
poor and minorities was seen as a benefit by program advocates, while
detractors feared a mass migration of the poor that would disrupt
suburbs and accelerate the decline of central cities. Because none of the
programs within EHAPintentionally “steered” householdsto specific loca-
tions and because aspects of neighborhood quality were not included in
housing standards, the experiment makes it possible to resolve this con-
troversy. The results seem definitive. Housing allowances—when adminis-

1. See President’s Committee on Urban Housing [P66].

107
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tered in this “passive” way—havelittle if any impact on locational choice,

economic or racial concentration, or neighborhood quality.

This chapter first describes the role that mobility plays in changing

housing conditions. How housing allowances affect decisions to search and

move, locational choice, and the effect of program services on mobility

are analyzed. Finally, costs to mobility, particularly the costs of discrim-

ination, are analyzed.

THE ROLE OF MOBILITY IN ALTERING HOUSING CONDITIONS

Moving is often the only way for households to adjust their housing con-

sumption to new needs or circumstances.” Morespecifically, moving plays a

crucial role in the response of households to housing programs with mini-

mum housing requirements. Given the condition of the local stock of hous-

ing, the stringency of program housing standards determines the numberof

units which initially fail requirements. As figure 5.1 indicates, at the

time of initial enrollment in the housing allowance program, between

47 percent and 82 percent of the rental dwellings nominated by enrollees

at four sites in the Demand and Supply Experiments failed to pass

minimum physical housing standards necessary for the household to

qualify for the receipt of a subsidy. To receive allowance payments,

households failing such standards are required to upgrade their current

unit to standards or to moveto an acceptable unit.

These routes to becomingeligible for housing allowance subsidies are

not equally available to all households. Renters, in particular, are con-

strained in their ability to upgrade units due to contractual relationships

with their landlords; and they may have to move in order to alter sub-

stantially their consumption of housing. Eligible homeowners in the

Supply Experiment, on the other hand, may be unable or unwilling to

movein the short run.If sufficient incentives to undertake minor rehabilita-

tion are not offered to owners of deficient units, many may never qualify

for benefits. Obviously, resistance to making major changes in housing

consumption will be even greater. One simple index of the severity of a

unit’s deficiency is the number of items failed during program inspection.

As table 5.1 indicates, the percentage of households either moving or

terminating from the program at the two sites increases as the number of

failures reported in the dwelling unit increases. In South Bend,for example,

an increase from one item failure to four or more item failures results

 

2. For reviews of the general area of mobility, see Weinberg et al. [H128],

Quigley and Weinberg [H108], and Goodman and Vogel [E50]. For a discussion and

application of a generalized theory of mobility, see Cronin [H29].
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Figure 5.1

Percentage of Enrolled Households under a Minimum Physical Standards
Program Whose Unit Failed Inspection at Enrollment at Four EHAPSites

100

Owners Renters
FT s9BNJG—"

80
~ee _ — 75%

60

———

p——,f+

- — 50%

40

20

0
Green* South* Green* South* Phoenix **  Pitts-
Bay Bend Bay Bend burgh **

P
e
r
c
e
n
t
a
g
e

of
En
ro
ll
ed

H
o
u
s
e
h
o
l
d
s

Source: * From Rand memo dated March 26, 1980.
** Urban Institute analysis of Demand Experiment data.

among renter enrollees in an increase from 11 percent to 17 percent
in households moving and an increase from 16 percent to 26 percent in
households terminating enrollment. The response among homeowners
is essentially to terminate enrollment at higher rates as the number of
item failures increases.

A substantial majority of renter households whose units initially
failed inspections under programs with housing standards eventually
qualified by moving. At Demand Experiment sites—Pittsburgh and
Phoenix—whereespecially stringent requirements were imposed, 75 per-
cent of all such households who qualified by the end of the second year
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after initially failing standards did so by moving (figure 5.2). It is also
important that the overall percentage of success through moving increases
in the second program year at both sites. This might reflect the fact that
households able to upgrade do so rather quickly, while households having
to move to qualify for benefits may respond over a longer period of time.
This is consistent with the findings reported in chapter four.

Another way of viewing the importance of mobility is by examining
the experience of stationary households. Of households active at the end of
two years who had failed standards initially and remained in their failed
dwelling, only 21 percent in Phoenix and 12 percent in Pittsburgh met
standards.

Moving in and of itself, however, is not a sufficient condition for
passing requirements. Over half of the households initially failing require-
ments, who moved over a two-year program period, moved to units which
also failed to pass (figure 5.3). Several hypotheses are consistent with
this finding: (1) some households had a poor understanding of program
requirements; (2) some households were unable to find program-
acceptable units with reasonable effort or at rents they could afford; and/or
(3) program requirements did not correspond to household preferences for
housing features. This latter possibility is particularly relevant since re-
quirements dealt only with objective, interior physical features, not with
neighborhood, exterior of the dwelling, or subjective features.

Furthermore, for households moving into program-acceptable units,
the changes in housing conditions have been significant. Table 5.2 lists
the percentage of recipient-renter households at each of the 12 EHAP
sites who qualified in-place and those who qualified by moving. For each
group, the exhibit also shows the average rent at enrollment and the
percentage increase in rent as the household moved from being an
enrollee to a recipient. Using rental expenditures as a very crude proxy
for the level of housing services consumed, we see that (1) prior to en-
rollment, mover households were consuming substantially less housing
than stayer households; and, (2) substantial increases in consumption
occurred for mover households once they qualified.? Consumption increases
for movers ranged from 32 percent in Green Bay to 76 percent in Jack-
sonville, while increases for stayer households ranged between 1 percent
and 10 percent, reflecting mainly the normal price increases in local hous-
ing markets during the period covered (i.e., three months to two years).
Using control households in Pittsburgh and Phoenix to gauge the extent
of actual program-induced increases in rent after one year, it is estimated

3. The loss of length-of-tenure discounts for mover households could account for
some of this increase. To the extent that this is the case, the increases in rent may
overstate increases in the actual amount of housing services consumed.
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Figure 5.2

Percentage of All Households * Who Passed Housing Standards (after

Initially Failing) Who Did 50 by Moving
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Figure 5.3

Percentage of Households* Initially Failing Requirements Who Moved
to Units Which Also Failed to Pass Requirements at Two EHAP Sites
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that for households under a housing requirement program who moved and
qualified after moving, the program-induced increase in rent was 16 per-
cent in Pittsburgh and 30 percent in Phoenix.*

From a policy-making perspective, it is important to note in table
9.2 the site differences in the paths to qualification. The percentage of
households moving to becomerecipients ranged from 19 in Bismarck to 58
in Jacksonville. Factors associated with such differences include the
following:

1. The normal pattern of mcebility in an area; that is, the higher the
normal rate, the more likely households are to qualify by moving;

2. The condition of the local stock of housing; that is, the worse
the stock, the higher the incidence of failure and the higher the numberof
households required to move;

3. The stringency of the housing standards; that is, more strict stand-
ards raise the initial failure rate and the number of households required
to move; and,

4. The tightness of the market: particularly for affordable, program-
acceptable units in the areas searched by low-income households, that is,
the tighter the market, the lower the mobility rate because it is harder to
find an acceptable unit.
The sharp differences in these conditions from city to city imply that a
housing allowance program will affect mobility and participation differen-
tially across markets. A national program should therefore be flexible to
accommodate particular local conditions. For example, a housing allowance
program that applied a stringent housing standard in a market with
generally poor housing for low-income households, a tight market for
program-acceptable units, and extensive discrimination against minorities
would probably encounter low program participation. Such an extreme
case was experienced in the Jacksonville allowance program, with results
consistent with these expectations.°

THE IMPACT OF PROGRAM FEATURES ON MOBILITY

Prior to EHAP, analysis on intraurban household mobility was framed
in terms of the household’s attempt to overcome housing “dissatisfaction
or stress” and to maximize satisfaction with the place of residence.®

4. Increases in consumption are explored further in chapter7.
o. Wolfe and Hamilton [C124].

6. See MacMillan [H80]; Brown and Longbrake [H17]; Clark and Cadwallader
[H20]1; Speare [H115]; Speare [H116]; and Wolpert [H135, H136].
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Empirical findings are often inconsistent with the assumption that dis-
satisfaction is the prime cause of household mobility: researchers re-
peatedly find that not all “dissatisfied” households search while some
satisfied households do. An alternative paradigm, developed largely by
economists, has been tested using data from the Demand and Supply
Experiments.’ This model is based on the proposition that decisions to
move are generally made in an economically rational way: The expected
benefits of a move are comparedto the costs. Under housing allowances
the gains are the net present value of benefits associated with living in a
unit that provides an optimallevel of housing services given the possibility
of receiving a housing allowance. The costs, which must be subtracted from
the gross expected benefits, include out-of-pocket costs of searching and
moving, loss of length-of-tenure discounts, loss of ‘information capital”
for out-of-neighborhood movers, and psychic costs.

Households may, therefore, choose not to participate in a program
that appears to offer an attractive subsidy. Even if a household is “dis-
satisfied” with its current dwelling, that is, would benefit by a move

to its preferred dwelling, it may not do so because the costs of the search
and move more than offset these gains. In this light, instantaneous ad-
justmentby all households to a constrained housing allowance is unlikely,
a finding that is entirely consistent with low short-run income andprice
elasticities of demand for housing that are described in chapter 7.

Because control groups are necessary to investigate the program’s

impact on mobility, only Demand Experiment data are used in this
analysis. Members of alternative treatment groups in the Demand Experi-
ment faced different incentives to move. Households in the percentage of
rent and unconstrained groups had a clear incentive to move because the
allowance payments madeit possible to afford better housing. However,
they were not required to move. Households in the housing gap treatment
group had, in some instances, an additional incentive to move: meeting
program standards in order to receive payments. For households not
meeting the standards at enrollment and whose landlords would not make
repairs, moving wasthe sine qua nonforreceiving the allowance. Offsetting
these incentives to move were disincentives. First, housing allowances
would mean that some households who had moved into better units
would be unable to afford dwellings if payments were stopped. Second,
housing gap households meeting the standards at enrollment had a disin-
centive to move since a change of residence raised the danger of not
meeting the standards in the new units with a consequent loss of subsidy.
Estimates of program-induced mobility will, therefore, be biased down-

7. See, for example, Cronin [H26]; McCarthy [H76]; Hanushek and Quigley
[H52]; Goodman [H46]; Friedman and Weinberg [H38].
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ward because households are not likely to adjust totally to a short-term

experiment and some mobility effects cannot be estimated.
In order to better understand the impacts of specific features of the

program design on the mobility of program households, the following
discussion deals separately with (1) the decision to search; (2) the rela-

tionships among satisfaction, housing adequacy, and search; (3) the
decision to move; and (4) the locational decision, including changes in

neighborhood quality. On balance, the program appears to have had no
significant effects on the overall mobility of households in Pittsburgh. In
Phoenix, the program appears to have hada statistically significant but
marginal impact on the overall mobility of households. But even in
Phoenix it appears that the rate at which experimental households move is
largely governed by their preexperimental behavior.

The Decision to Search

The results of multivariate analysis using two years of Demand Ex-
periment data indicate that the decision to search is positively related to
dissatisfaction with the dwelling unit and/or neighborhood, a predisposi-
tion to move, previous mobility, a change in marital status, and a change

in the number of children in the household. Significant factors that re-
duce mobility are age, positive feelings toward neighbors, and having basic

facilities in a unit.* The relationship between search and dissatisfaction
(with unit and/or neighborhood) is particularly strong. The tabulation
in table 5.3 illustrates this relationship; in Pittsburgh 37 percent of the
households whoweresatisfied with both their unit and their neighborhood
searched for a new unit, while 77 percent of households who were dis-

satisfied with both their unit and their neighborhood did so.

This apparently robust relationship, however, is mitigated by what

appears to be a high degree of inertia and/or place attachment among

households in the program. Large numbers of households, even with the
prospect of a housing payment, did not even search. Households who
had been offered allowance payments and who were living in housing

initially failing standards were no more likely to search than comparable

nonprogram households in such housing (i.e., those initially failing

standards).

Table 5.4 presents the reasons cited by households who did not search

during the first year for not doing so. Two important points stand out.

First, a large number of these households cited items suggesting a strong

degree of place attachment: “reasons connected with neighborhood” or
“didn’t feel I’d find a place I’d like as much as present unit.” Second,

8. MacMillan [H80], p. 75.



Mobility 119

Table 5.3

Percentage of Households Searching by Unit and Neighborhood

Satisfaction

Pittsburgh

Neighborhood

Satisfied Dissatisfied

37% 56%
Satisfied

(601) (115)
Dwelling Unit

65% 77%
Dissatisfied

(178) (127)

Phoenix

Neighborhood

Satisfied Dissatisfied

53% 66%
Satisfied

(604) (86)
Dwelling Unit

71% 81%
Dissatisfied

(167) (104)

Source: Weinberg et al. [H128], p. 26.

a. Sample size in parentheses.

over half of those households in both sites cite “financial reasons.” This

is a surprising result, for prior to the experiment it was thought that

housing allowances would remove the financial impediments to mobility.

These responses suggest that over the short term, monthly housing allow-

ance payments will not induce substantial search among manyeligible

households. An analysis of direct cash assistance “up front” to offset mov-

ing costs was not included in the experiment.

Satisfaction, Standards, and Search

As noted, program housing standards in EHAP-—as in past housing

programs—concentrated on “objective” measures of housing; subjective

elements were not considered. But the subjective elements are clearly im-

portant; findings from Phoenix and Pittsburgh indicate that approxi-
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Table 5.4

Reasons Cited for Not Searching by Households Somewhat Dissatisfied
or Very Dissatisfied with Their Housing Unit and Their Neighborhood

_

 _-Wws

eee

 

Reason Pittsburgh Phoenix

‘Didn't feel I’d find a place I’d like
as much as present unit” 38% 39%

Reasons connected with neighborhood 53 39"
Financial reasons 53 52
Other reasons 29 22ee
Total number of respondents (34) (23)eee
Source: Weinberg et al. [H128], p. 27.
Note: Percentages add to more than 100 percent because of multiple responses.
" Chi-square statistic comparing percentage citing reasons between house-
holds fully dissatisfied (i.e., dissatisfied with both unit and neighborhood) and
all other households (not shown) significant at the 0.05 level.

mately 50 percent of all households who were living in units not meeting
program standards at enrollment were fully satisfied with their housing.
Given this finding, it is particularly important to examine the relation-
ship among satisfaction, dwelling condition, and mobility in greater detail.
Unfortunately, it is complex and does not yield to a simple summary.

Results from an analysis of first-year data indicated that a higher
percentage of households residing in nonstandard housing units (defined
by objective measures) search than did those in standard units (table
9.9). This is especially true for households living in overcrowded con-
ditions.? Households do not, however, automatically consider relocating
just because a housing program identifies their dwelling unit as non-
standard. An examination of the reasons for not searching offered by
households in nonstandard dwellings reveals great similarity with the
reasons given by households in standard dwellings. Furthermore, a large
percentage of households offered satisfaction either with the dwelling unit
and/or the neighborhood as the reason for not searching. Many house-
holds, even in “objectively” defined nonstandard housing, express some
form of place attachment. Also, once again a high proportion of households
listed financial reasons.

Still, housing conditions seem to make a difference even for house-
holds satisfied with both their housing unit and their neighborhood. Table

9. Multivariate analysis confirms that perceived overcrowding is an important in-
centive to search. See MacMillan [H80], p. 74.
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Table 5.5

Search Rates by Housing Conditions at Two EHAPSites

Pittsburgh Phoenix

Percentage Sample Percentage Sample

Housing Adequacy Searching Size Searching Size

Crowding
Overcrowded 4 65% (185) 73% (279)
Not overcrowded 46° (781) 57° (684)

Physical Condition of Unit
Living in nonstandard
unit > 53 (755) 63 (751)
Living in standard unit 41° (311) 57 (291)

Source: Weinberg et al. [H128], p. 29.

a. Overcrowded households are defined to be those with more than two

persons per bedroom.
b. Physically nonstandard units are defined as those which fail to meet the

physical requirements associated with the minimum standards portion of the

experiment. Note that this latter definition is applied to all households, and not

only to minimum standards households.

c. Significant difference between living condition groups at .05 level or
higher.

5.6 shows that households in nonstandard housing were in fact more

likely on average to search than those in standard dwellings.

The Decision to Move

Housing allowances as administered in the Demand Experiment had a

variable but generally positive effect on the mobility of program partici-

pants. After controlling for other factors, in Phoenix the probability

of moving was found to be 10 percentage points higher for allowance

recipients than for the control group—astatistically significant difference.

Recipients in Pittsburgh were also more likely to move than the control

group, but this is not statistically significant.’° These differences by site

held consistently across most of the various treatment groups. Further,

the size of the allowance payment had virtually no effect on mobility;

but the small impact it did have wasstatistically significant in Phoenix."*

With the aid of hindsight, these results are not surprising. In a review

of the literature on residential mobility, Rossi claims that the principal

~

10. MacMillan [H80], chapter 4.

11. Cronin [H26] has similar findings on the relationship between the amount of

housing search and the real gain to the household from the subsidy offer.
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Table 5.6

Search Rates for Households Initially Satisfied with Their Housing Unit
and Neighborhood, by Housing Conditions

   

Pittsburgh Phoenix

Percentage Sample Percentage Sample
Housing Adequacy Searching Size Searching Size

Crowding
Overcrowded 2 51% (85) 65% (130)
Not overcrowded 36 ° (458) .B¢ (421)

Physical Condition of Unit
Living in nonstandard
unit > 40 (406) 54 (417)
Living in standard unit 31° (220) 49 (181)

 

Source: Weinberg et al. [H128], p. 31.
a. Overcrowded households are defined to be those with more than two

persons per bedroom.
b, Physically nonstandard units are defined as those which fail to meet the

physical requirements associated with the minimum standards portion of the
experiment. Note that this latter definition is applied to all households, and not
only to minimum standards households.

c. Significant difference between living condition groups at .05 level or
higher.

forces that cause moves are independent of variables affected by the
provision of allowance payments:

In aggregate over time, the amounts of moving appear to be very
stable, changing with glacial speed rather than responsive to identifiable
short term trends in the larger economyor in the housing market.”

Because allowances slightly changed the underlying determinants of
mobility, the effect of allowances on mobility might best be interpreted as
accelerating moves that would have been made otherwise. Of course, when
households do move, a housing allowanceis likely to increase their con-
sumption of housing.

Locational Choice

The Supply Experiment offers some data on the locational choices of
relocating allowance recipients, but without control households it is only
suggestive. These data show some shift from declining residential neigh-

12. Rossi [H111], p. 15.
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borhoodsto areas that offered better housing andservices.** Also, examina-
tion of the origin and destinations of enrollees’ moves shows some de-
concentration of blacks and some movementof whites from the neighbor-
hoods with most blacks. But analysis of the data for South Bend (the
only Supply Experiment site with a sizable minority population) suggests
that moves did not involve households migrating from the central city
to the suburbanring.

Data from two years of the Demand Experiment provide the only
direct evidence on the impact of the program on the locational decision.
Atkinson, Hamilton, and Myers** analyze these data, and they too find
a slight tendency of allowance households to move to neighborhoods where
minority and low-income households were less concentrated than in
original neighborhoods. In this analysis the measures of low-income and
racial concentration were, respectively, the proportion of households
with annual incomes of less than $5,000 and blacks as a percentage of
the total population. However, when compared with the control group,
the movement pattern of participating households was not significantly
different. This result held for both blacks in Pittsburgh and Spanish-
Americans in Phoenix. It did not change when various subgroups, defined
by income and age, were analyzed or when multivariate analysis was
employed. Housing allowances do not appear to improve those neighbor-
hood characteristics of recipients’ housing.

Given that the program had virtually no impact on the degree of
economic and racial concentration experienced by participants, it is not
surprising that it had no effect on other neighborhood characteristics of
recipients’ residences. Multivariate analysis was conducted to discern the
program’s impact on four other measures of the quality of neighborhood
chosen by recipient households: rent-quality index; crimes against per-
sons; crimes against property; and a neighborhood hedonic index.!* Both
experimental and control households that moved show some improvement
on the quality indicators, but differences between them are small and
generally insignificant. In some cases, the control households show more
improvement than those in the experiment.

A fact consistent with these findings is that the program has no
impact on the distance moved, journey to work, or movement from the
central city to the suburbs. Commentators on the impact of housing allow-
ances on mobility and location are unanimous in the conclusion that
such effects are virtually nonexistent. This conclusion is in line with the

13. See Rand [E129].

14. See Atkinson et al. [H5].

15. This is a measure of the share of rent attributable to the value of neighbor-
hood attributes. See Atkinson et al. [H5].
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low income andprice elasticities of the demand for housing reported in

chapter 7. Further, other analysis of the search process has shown

that friends or relatives are a widely used and highly effective way to find

housing.’® To the extent friends live in the same neighborhood or one of
similar income and racial composition, this method of search is not likely
to generate mobility that alters residential patterns in neighborhoods.

Finally, minimal program effects on mobility virtually dictate that housing

allowances will not have a significant impact on location and neighborhood
quality.

The Effects of Supportive Services on Mobility and

Locational Choice

With the important exception of the favorable effects of providing

highly specific information on the location and availability of units, there

appears to be no discernible effect of supportive services on the rate of
mobility and/or locational choice decisions.’

Evidence from the eight sites of the Administrative Agency Experi-

ment, in which services varied widely across sites, indicates that services

related specifically to finding a unit were generally used by movers more

than nonmovers, by out-of-neighborhood movers more than movers in

general, and by blacks more than whites (table 5.7). In each case, the

group who facedthe greater difficulties in moving used services moreoften.

Without a control group in the AAEit is impossible to estimate the

impact of services per se on the mobility and locational choices of program

househoids. However, the relatively high rate of service usage by house-

holds moving out of a neighborhood compared to nonmovers or within-

the-neighborhood movers, suggests a possible role for services. Such moves

outside of current neighborhoods may be particularly difficult for low-

income households, and especially so for minorities. The bifurcation of

most urban areas into segregated housing markets constrains the per-

ceived and actual housing opportunities of minorities. Segregation does

this in part by limiting the development of informal, interpersonal-

information networks, possibly the most effective source of search/move

information due to its low-cost and low-risk nature. Provision of specific

dwelling unit information by a housing agency partially compensates for

such constraints.

16. See Cronin [H26]; McCarthy [H76]; Vidal [H126].

17. Supportive services are provided to program households by administrative

agencies to assist such households in qualifying for subsidies. In EHAP, suchservices

included program information, housing information, assistance in locating units and

dealing with landlords, and equal opportunity support, among others. See chapter 10

for a more complete discussion.
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However, the exact association between out-of-neighborhood moves

by participants and services provided by agencies is difficult to determine.

Households may have decided to move outside their neighborhood and

then sought information from the agencies; on the other hand, they may

have been helped by agency information to decide to move out of their

neighborhood. In either case, an agency’s provisions of such services may

have an enabling effect.

Evidence from the Tulsa site suggests the potential, in particular

market situations, for agency informational services to have a particularly

strong effect on locational choice. Moves in Tulsa by white-recipient

households were highly dispersed throughout the area, a pattern consistent

with the behavior of white households in other sites. However, locations

chosen by black households were highly concentrated. The area mostoften

chosen by blacks was one in which large numbers of standard units were

available. Agency counselors assisted 49 percent of black householdsin the

selection of housing, as opposed to only 9 percent of white households. The

staff’s knowledge of certain areas and landlords, together with the percep-

tion by black households that they would be accepted in these areas, con-

tributed to a pronounced concentration of locational choices by black

movers.*®

BARRIERS TO MOBILITY

Barriers to mobility must be analyzed because of the key role mobility

plays in households’ adjustment from substandard to standard dwellings

and because of the negligible effect of allowances on mobility. Costs of

search and moving are obviousbarriers to mobility. As noted, these costs

are several. Loss of tenure discounts and information capital appear in-

evitable and are not of policy interest. Of greater interest is discrimination

which can raise both psychic and search costs. Table 5.8 shows the

proportion of Demand Experiment households that searched for housing

and reported some form of discrimination. Discrimination is widespread.”

In Pittsburgh 53 percent of white households and 60 percent of black

households reported some form of discrimination. Discrimination in

Phoenix was considerably lower, ranging from a low of 28 percent for

black households to a high of 39 percent for Spanish-Americans.”” In

 

18. These client services are discussed further in chapter 10.

19. McCarthy [H76] reports much lowerlevels in the smaller Supply Experiment

sites. Minorities in these cities may know the market well enough to avoid discrimina-

tion and therefore report encountering less discrimination.

20. The fact that the Pittsburgh housing market is tighter than that of Phoenix

may contribute to this differential between sites.
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Table 5.8

Patterns of Discrimination Reported, by Race/Ethnicity
e
e

Percentage of Households Reporting Discriminationeee

 

Type of Pittsburgh Phoenix

Discrimination White Black White Black Spanish-Americanee

SEiusews

Any type of
discrimination 53% 60* 31 28 39*

Age 15 16 14 8 9
Sex 7 11 2 2 1
Marital status 20 18 7 5 3
Source of
income 27 42* 7 15 8

Race/ethnicity 3 21* 1 15* 8*
Children 44 48 24 11* 30
Receipt of a
housing
allowance 2 1 1 1 0 2

Source: Vidal [H126], p. A-46.
a. This question was only asked of experimental households.
* Statistically significant from whites at the .10 level or higher.

both sites discrimination against race and ethnicity is statistically
significant but low relative to discrimination against children. A recent
study sponsored by the Department of Housing and Urban Development”?
used black and white testers to evaluate the level of discrimination. Al-
though black testers often did not perceive that they were being dis-
criminated against, a comparison with treatment afforded the white tester
often revealed differential treatment. The evidence from this study gen-
erally points to the subtlety of the discriminatory practices used by land-
lords and real estate brokers. This, in turn, suggests the level of discrimina-
tion by race and ethnicity reported in table 5.8 to be downwardbiased.

Discrimination against minorities should both raise the costs and
lower the effectiveness of search. Cronin”? used multivariate analysis to
show the effect of these higher costs: Minorities search more days, search
in fewer neighborhoods, and visit fewer dwelling than their nonminority
counterparts. The cost of housing search is reduced by car ownership,
and differences in mode of transportation used by minorities and non-
minorities are significant. During the first six months of the Demand

 

21. See Wienket al. [H131]
22. See Cronin [H26].
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Experiment, 42 percent of nonminority searches usually used their own

car, as opposed to 23 percent for minorities. Minorities more frequently

walked and used public transportation than did nonminorities. Although

it is difficult to assess the relative importance of discrimination and mode

of transportation on the search pattern of minorities, it is clear that they

face significant barriers not faced by nonminorities.

As noted earlier, households reported more discrimination against

children than any other form. Forty-four percent of white searchers in

Pittsburgh and 24 percent in Phoenix reported discrimination against

children. The results of multivariate analysis support the claim of dis-

crimination: Larger households spend more days searching in more neigh-

borhoods and look at more dwellings. The high proportion of households

reporting discrimination against children, despite its significance in multi-

variate analysis, is probably not as important quantitatively as racial and

ethnic discrimination. In multivariate analysis, race has a much higher

impact on extending the search time and restricting the area of search

than does household size. In short, although more households complain

about discrimination against children than complain of racial and ethnic

discrimination, the available data show minorities searching longer than

do large households to overcome discrimination.



CHAPTER 6

Consumption Responsesto
Constrained Programs

Francis J. Cronin

AS A HOUSING program,the primary goal of housing allowancesis to
improve housing consumption amongtheeligible population. To be

effective it must raise actual housing consumption—not simply raise
rents, for example—and must raise consumption above any normal im-
provement unrelated to housing allowances. In addition, the improve-
ment must be greater than that generated’ by an equal unconstrained in-
come grant. Otherwise, the additional costs associated with the housing
focus of an allowance program could be eliminated with no diminution
of housing quality among eligibles. This chapter analyzes how housing
allowances change housing consumption amongtheeligible population.

The discussion in this chapter relies on results from the Demand
Experiment. The presence of a control group in this experiment permits
the impact of the allowance payment to be distinguished from general
trends and behavior of households not in the program. Further, a group
receiving unconstrained payments permits a comparison between ear-
marked and unearmarked subsidies with respect to improving the housing
conditions of eligible households.

The moresalient findings are as follows:

 

1. The topic of inducing participants to become homeowners is not examined in
this chapter for several reasons. First, since homeowners are eligible only in the Sup-
ply Experiment, the lack of a control group makes impossible an assessment of ex-
perimental inducement of homeownership. Second, the numbers of renters becoming
homeowners is quite small; during the first four years of the Supply Experiment only
250 households did so. See Shanley and Hotchkiss [H114]. Third, it is not apparent
from the data now available for renters becoming homeowners that these households
increased their housing consumption.

129
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gram’s participating householdsto live in units meeting the standards

than happened when similar households received unconstrained cash

grants; similar effects were not found for minimum rent requirement

programs.

@ Households whose units pass program standards at enrollment have

higher rents both at enrollment and after two years than households

whose units initially fail but who later become recipients; those with

units that initially passed also had much higher housing expense

burdens.

@ Among households subject to some form of housing requirement, the

significant increases in housing expenditures and consumption that

are observed are for households who eventually participate but are

in units at enrollment that do not meet program standards.

@ Overall, the average increase in housing consumption for recipients

whose units had to pass physical standards is not greater than the

average increase for unconstrained households. As noted, however,

unconstrained households occupy units that are less likely to pass the

program’s physical housing standards.

@ More generally, the average increase in the consumption of housing

services is insensitive to the type of plan under which payments are

made—unconstrained grants, rebates computed as a percentage of rents,

or plans involving minimum rents or physical standards.

® Households in plans with minimum rent requirements increase expendi-

ture significantly more than the corresponding increase in services re-

ceived.

ALLOWANCESAND MEETING MINIMUM HOUSING STANDARDS

The kind and extent of housing consumption responses observed within

EHAPare the result of interactions between the particular “carrot and

stick” (i.e., allowances and housing requirements) approaches employed.

Households do respond, in fact, to variations in program subsidies and

constraints. For example, households in housing gap programs with re-

quirements were induced to meet their particular housing requirements

more often than they would have normally and more often than they

would have with an unconstrained income transfer. These outcomes are

depicted in table 6.1.

An important finding in chapter 4 was that the proportion of

households passing requirements decreases as the stringency of the re-
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Percentage of Housing Gap, Unconstrained, and Control HouseholdsMeeting Housing Requirements at Two Years after Enrollment #

Housing Gap Unconstrained Control
Households Households Households

Phoenix
Minimum rent low

requirement 77 67 51Minimum rent high
requirement 50 41 33Minimum standards
requirement 56 46 36

Pittsburgh
Minimum rent low

requirement 85 76 75Minimum rent high
requirement 52 48 44Minimum standards
requirement 45 23 28

 

2. See Friedman and Weinberg [H39], p.226,
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“minimally adequate” and “clearly inadequate” housing. To develop

these two measures, 78 individual rating items for the main rooms in

the dwelling were selected;* each item was intended to measure a serious

housing problem or deficiency. 5ix of these items were classified as ques-

tionable; in defining a serious problem they did, though, provide enough

‘nformation to exclude a dwelling from the “at least minimally adequate”

category; but they were not used in classifying a unit as clearly inadequate.

The remaining 72 items were grouped into four categories:

Physical condition. Items related to the structural soundness of the

dwelling unit and the condition of walls, ceilings, and floors.

Basic housing services. Items that measure the availability of plumbing

and kitchen facilities, heating equipment, and electrical service.

Health and safety hazards. Items pertaining to adequate fire exits, the

presence of unvented space heaters, and the presence of rats.

Other indicators. A residual category that includes items relating to ceil-

ing height and windows.

Within each of these categories, items were rated as sufficient or ambiguous

depending on whether the item by itself clearly identified a serious housing

problem.

The individual indicators were then used to determine the unit’s rating as

follows:

Any dwelling unit that failed either a sufficient or an ambiguous item

was excluded from the “at least minimally adequate” category.

A dwelling unit that failed 1 or more of the 47 sufficient indicators and

contained at least one serious housing deficiency was classified as

clearly inadequate.

A dwelling unit that failed 1 or more of the 25 ambiguous items was

classified as clearly inadequate only if the evaluator’s overall rating

provided independent confirmation of the existence of serious problems.

If the evaluator’s overall rating indicated unsoundness or a need for

major repairs or renovation, the unit was classified as clearly inadequate.

Otherwise, it was classified as ambiguous.

The additional measures, along with the program minimum standards,

provide a range of possible standards against which to judge dwelling

condition.*

 

3. Living room, bath, and first bedroom.

4. For a further description and application of these alternative measures, see

Budding [H18]; much of the description in the text is taken directly from this refer-

ence.
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As can be seen in table 6.2, the minimum standards requirement does

significantly increase the probability of a household passing minimum

standards in both sites. In addition, in Phoenix, the minimum standards

requirement significantly increases the probability of living in minimally

adequate housing and reduces the probability of living in clearly in-

adequate housing. While none of the other requirements in either site

significantly increases the probability of passing minimum standards,all

of the requirements in Phoenix significantly reduce the probability of

living in clearly inadequate housing. What do we conclude about the

effectiveness of the requirements? As detailed next, the imposition of a

particular standard does increase the probability of a program-eligible

household meeting the requirement(i.e., either minimum rent or minimum

standards) but does not result in a greater consumption of housing services

as measured in a more general way.

ALLOWANCES AND MORE GENERAL MEASURES

OF HOUSING CONSUMPTION

Analyses in preceding chapters showed that the consumption response to

a housing allowance should be influenced by the process of becoming a

participant and by mobility behavior. The condition of the household’s

preenrollment dwelling crucially influenced the probability of participa-

tion. Likewise, the interaction of preenrollment dwelling condition and

varying housing requirements can clearly influence housing consumption

by determining the mix of households who need do nothing to receive

payments and those who must change their behavior to receive payments.

Further, although differences in housing requirements did not influence

the probability of participation among those units not qualifying at en-

rollment, it may be that variations in housing requirements influence the

kind and extent of housing consumption change.

The role of preenrollment housing condition and

_

postenrollment

mobility as factors influencing consumption responses are depicted in

tables 6.3, 6.4, and 6.5. Each table presents the change in housing expendi-

tures for all enrolled households at the end of two years by type of housing

requirement and by mobility of households. The tables differ in that table

6.3 gives these data for all households while the other two differentiate

households by the program-defined condition of their housing at the end of

two program years.

Several general points emerge from this thicket of figures. First, view-

ing all households (table 6.3), a muchlarger increase in rents for movers
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than for stayers is seen across the various programs.* In addition, this

increase is larger for program movers than for movers in the control

group. To the extent that expenditures correspond to housing services,

table 6.3 supports the view that moving is the primary way for renter

households to increase housing consumption.°

Second, among plans with a housing requirement, rent increases are

relatively larger under the minimum rent standards. However, more

detailed analysis finds that the increases in rent in the minimum rent

program are not generally associated with a proportional increase in

housing services.

Third, among those stayers who met requirements at the end of two

years (table 6.4), households in all groups meeting standards at enroll-

ment have higher expenditures than those failing at enrollment in similar

groups. Of course, this would be expected for minimum rent programs.

expenditures, on average, bear some relationship to quality. However, this

differential in rent between thoseinitially qualifying and those initially

failing but who qualified later is still present at two years. This seems

largely attributable to a higher preference for housing among those

initially qualifying.

Among movers, patterns of rents at enrollment are very similar to

those discussed for stayers. Of course, the rent changes are larger for the

movers than for the stayers. The data in table 6.4 show no consistent

pattern of large differences between experimental and similar control

households for those meeting requirements at two years after enroll-

ment. (Figures for control households are shown in parentheses in

the table.) On the other hand, greater differences in expenditures between

experimental and control households are apparent for households failing

requirements at both points in time (table 6.5). Moreover, movers who

lived in passing units before moving and substandard units afterwards

generally had susbtantial reductions in rents.

Do the changes and patterns observed for expenditures hold up when

we switch our focus to the consumption of housing services? These issues

can be addressed using a “hedonic function,” an analytic tool that sta-

tistically relates rental expenditures to the attributes of the dwelling

unit, its neighborhood, andits general location to determine the “quantity”

rn

5. The loss of length-of-tenure discounts for movers probably accounts for some

of the increase in expenditures observed for these households.

6. Cronin [H23], p. 16, shows that in all cases (i.e., by site, race, and household

size) the average rent of households passing program minimum standards exceeded

the average rent of households failing minimum standards at enrollment.
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of “housing services” flowing from the units.’ Tables 6.12, 6.13, and 6.14,
placed at the end of this chapter, present the data on housing services in
a formatidentical to that used in presenting
in tables 6.3, 6.4, and 6.5.

While the change in services is generally less than that for expendi-
tures, several general patterns observed previously still hold. In particu-
lar, the larger changes in consumption for movers versus stayers and the
higher level of consumption of households qualifying at two years whoalso
qualified at enrollment compared with those of households qualifying at
two years but not at enrollment are repeated.

There are, however, some differences. Amongall households (table
6.12), both for stayers and for movers, the large increases in expenditures
for minimum rent programsrelative to controls are not associated with
corresponding increases in services. The same pattern of smaller increases

data for housing expenditures

, It appears that minimum rent plans encourage
poor shopping on the part of recipients.

With this overview in mind, we now turn to generally confirmatory
results in the same area, based on more rigorous analysis. Specifically, the
procedure relies on a multivariate model which controls for selection
biases present in some of the experimental groups and more precisely
contrasts the responses of any group of allowance recipients with the
subset of control households most similar to them. Estimated impacts on
housing consumption per recipient in various treatment groups are pre-
sented in tables 6.6, 6.7, and 6.8. Households are classified on the basis

sented. In addition, for each
table presents the proportion of the allowance payment used for changes
in housing expenditures and services above “normal,” that is above the
increase by similar control households.

Table 6.6 presents the results for all recipient households two years
after enrollment by treatment group and site. A key finding is the differ-
ence in the effects of allowances on consumption betweenthe twosites that
is described below. To date no satisfactory explanation for this divergence
has been found.

 

7. For a discussion of hedonic indices and theresults of their use in the Demand
Experiment, see Merrill [H89].
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Table 6.6

Estimated Experimental Effect on Housing Expenditures and Services and

the Proportion of the Allowance Used for Increased Expenditures and

Services above Normal: All Households Meeting Requirements Two Years

after Enrollment

a
Proportion of Payment

 

Percentage Change In®* (above norma!) Used For ,

Expendi- Expendi-

tures Services tures Services

a

Pittsburgh

Unconstrained 2.6 3.4 5.7 6.7

Percentage

of rent 8.0 3.0 14.0 4.1

Minimum

rent low —3.6 0.0 —78 0.0

Minimum

rent high 8.5* 0.9 23.3 2.2

Minimum

standards 4.3 3.1 8.6 5.5

Phoenix

Unconstrained 16.0** 12.6** 19.0 15.4

Percentage

of rent 8.0 —1.0 23.7 1.7

Minimum

rent low 15.7 11.0** 25.5 17.7

Minimum

rent high 28.4** 18.0** 41.3 25.5

Minimum

standards 16.2** 10.2** 27.4 17.2

ees

Source: Friedman and Weinberg [H39], pp. 137, 139-141, 146, 167, 169, 170,

172-176; [H38], pp. A-94, A-103, A-126.

Sample: Households active and meeting requirements at two years after en-

rollment, excluding those with enrollment incomes over the eligibility

limits and those living in their own homes or in subsidized housing.

a. Mean percentage change for percentage of rent, median percentage

changeforall others.

b, Computed as the est

by the mean payment.

* t-statistic based on estimated experimental effect (i.e., predicted normal

expenditures or services from a regression using controls minus actual

expenditures or services) significant at the .05 level.

** t-statistic based on estimated experimental effect (i-e., predicted normal

expenditures or services from a regression using controls minus actual

expenditures or services) significant at the .01 level,

No tests of significant differences have been computed for the percentage-

of-rent plan.

imated change in rent due to the allowance divided



measure, households in the high minimum rent program showthelargest
expenditure increase, although the change for services (above normal)
is substantially below the change for expenditures. In Pittsburgh, only
high minimum rent households significantly increase their housing ex-
penditures, but not the housing services they obtain.

As noted earlier, minimum rent households appear to increase their
expenditures substantially more than they do their consumption of hous-
ing services.? In addition, note that minimum standards households
increase their consumption of housing services slightly less and their
expenditures slightly more than do unconstrained households.

When the targeting eliciency of the subsidy—the proportion of the
payment used to increase expenditures above normal—is examined one
finds much lower targeting in Pittsburgh than in Phoenix. But in both
sites targeting is generally greater undertheplans involving high minimum
rent and physical standards than for controls." Overall, the broad effects
of earmarking appear to be slight.

Preenrollment housing condition is important in explaining consump-
tion responses amongrecipient households. Table 6.7 presents consumption
responses and targeting efficiency by initial housing condition for house-
holds that eventually met the housing requirements. Both the significance
and the magnitude of the impacts of treatment group vary by initial
housing condition. Hence, there is greater consistency in the findings for
the two sites in this respect than in other areas. Households in dwellings
initially failing the standard generally increase expenditures significantly.
However, only in Phoenix does this result in an increase in housing serv-
ices consumed. All the targeting of the subsidies to both increased ex-
penditures and consumption of housing services above normalis generally

than for those meeting the standard at enrollment. Thus, confirming the
less rigorously derived results presented earlier, significant increases inhousing consumption are essentially a phenomena for households initiallynot meeting program standards.

Table 6.8 presents the impact of postenrollment mobility behavior for
recipient households initially failing requirements. No statistically sig-
nificant increase in housing services is apparent in Pittsburgh for movers
or stayers. While the same is true for stayers in Phoenix, impacts are
again generally significant and pervasive for the movers at that site. An

 

8. Friedman and Weinberg [H39], pp. 218, 223.
9. Friedman and Weinberg [H39], pp. 218, 223.

10. The exception is for services in Pittsburgh.
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Table 6.7

Estimated Experimental Effect on Housing Expenditures and Services and

the Proportion of the Allowance Used for Increased Housing Expenditures

and Services above Normal: All Households Meeting Requirements Two

Years after Enrollment, by Preenrollment Housing Condition

a
Proportion of Payment

Percentage Change In° (above normal) Used For”

EEE

 

Expendi- Expendi-

tures Services tures Services

a

Pittsburgh

Households That Met

Requirements at

Enrollment

Minimum rent low 2.4 0.5 5.7 0.0

Minimum rent high 4.6 —0.7 13.7 —1.7

Minimum standards 1.1 0.8 2.3 1.6

Households That Did

Not Meet Requirements

at Enrollment

Minimum rent low 8.7 —0.9 15.4 —1.5

Minimum rent high 15.8*" 3.1 38.8 6.8

Minimum standards 7.5* 5.6 14.2 9.5

Phoenix

Households That Met

Requirements at

Enrollment

Minimum rent low —1.2 2.5 —2.7 5.4

Minimum rent high 7.4 4.2 15.4 8.4

Minimum standards —0O.7 8.2+ —2.1 22.7

important exception, however, is the lack of a significant increase in

housing services among movers in the minimum standards programs,

although they do choose units meeting program standards.

The differential response in terms of increased housing consumption

between households qualifying at enrollment and those failing is im-
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Table 6.7—Continued

Estimated Experimental Effect on Housing Expenditures and Services and
the Proportion of the Allowance Used for Increased Housing Expenditures
and Services above Normal: All Households Meeting Requirements Two

Years after Enrollment, by Preenrollment Housing Condition

eee

Proportion of Payment

Percentage Change In* (above normal) Used For ®

 

Expendi- Expendi-

tures Services tures Services

Households That Did

Not Meet Requirements

at Enrollment

Minimum rent low 42.0** 20.2** 41.7 21.7
Minimum rent high 42.6** 26.0** 50.0 30.0
Minimum standards 23.6** 10.5* 32.8 14.9
meee

Source: Friedman and Weinberg [H39], pp. 139-141, 146, 173-175, 222.

Sample: Households active and meeting requirements at two years after enroll-
ment, excluding those with enrollment incomes over the eligibility
limits and thoseliving in their own homesorin subsidized housing.

a. Mean percentage change for percentage of rent; median percentage
changeforall others.

b. Computed as the estimated change in rent due to the allowance divided
by the mean payment.

+ t-statistic based on estimated experimental effect (i.e., predicted normal
expenditures or services from a regression using controls minus actual
expenditures or services) significant at the .10 level. |
t-statistic based on estimated experimental effect (i.e., predicted normal
expenditures or services from a regression using controls minus actual
expenditures or services) significant at the .05 level.

*" t-statistic based on estimated experimental effect (i.e., predicted normal
expenditures or services from a regression using controls minus actual
expenditures or services) significant at the .01 level.

*

portant for policy making. From the perspective of improving the housing
conditions of eligible households, there is no point in increasing the
consumption of households that already pass standards. On the other hand,
such households may live in standard housing only because they devote
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Table 6.8

Estimated Experimental Effect on Housing Expenditures and Services and

the Proportion of the Allowance Used for Increased Housing Expenditures

and Services above Normal: All Households Meeting Requirements Two

Years after Enrollment Which Failed at Enrollment, by Postenrollment

Mobility Behavior

Proportion of Payment

Percentage Change In* (above normal) Used For?”

 

Expendi- Expendi-

tures Services tures Services

Pittsburgh

Movers

Minimum rent low 5.4 —5.0 9.7 —8.2

Minimum rent high 21.9** 10.7 62.6 25.9

Minimum standards 9.9+ 2./ 20.5 5.1

Stayers
Minimum rent low 7.5 —0.9 — —

Minimum rent high 4.2 —5.1 — —_

Minimum standards —0.5 2.7 — —

Phoenix

Movers

Minimum rent low 33.1** 21.2* 35.4 22.9

Minimum rent high 36.1** 20.5* 46.0 25.1

Minimum standards 27.1** 9.5 38.2 13.7

Stayers
Minimum rent low 12.4 3.7 — —

Minimum rent high — — _— —_

Minimum standards 3.9 4.0 — —

 

Source: Friedman and Weinberg [H39], pp. 181-183, 190-192, 195-197, 204-

206, 209-211, 213-215.

Sample: Households active and meeting requirements at two years after en-

ment, excluding those with enrollment incomes over the eligibility

limits and those living in their own homesorin subsidized housing.

a. Mean percentage change for percentage of rent; median percentage

changeforall others.

b. Computed as the estimated change in rent due to the allowance divided

by the mean payment.
+ t-statistic based on estimated experimental effect (i.e., predicted normal

expenditures or services from a regression using controls minus actual ex-

penditures or services) significant at the .10 level.

t-statistic based on estimated experimental effect (i.e., predicted normal

expenditures or services from a regression using controls minus actual

expenditures or services) significant at the .05 level.

** t-statistic based on estimated experimental effect (i.e., predicted normal

expenditures or services from a regression using controls minus actual

expenditures or services) significant at the .01 level.

*
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Table 6.9

Mean Rent Burden at Enrollment and at Two Years After Enrollment in
Phoenix, by Treatment Group and Housing Requirement Status at Enroll-
ment: For Households Meeting Requirements Two Years after Enrollment
eee

Mean Rent Burden *

Reduc-
At At Mean tion for

Enroll- Two Reduc- Similar Sample
ment Years tion? Controls Sizeee

All Households That
Met Requirements
at Two Years

Controls 35 134 —.01 — 256
Unconstrained .40 24 —.16 — 26
Percentage of rent oT 27 —.10 — 282
Minimum rent low 41 25 —.16 — 55
Minimum rent high 42 30 —.12 — 54
Minimum standards 39 .22 —.17 — 70

Did Not Meet Require-
ments at Enrollments
Minimum rent low 38 .24 —.14 +.12 20
Minimum rent high 37 20 —.12 +..05 24
Minimum standards .36 .20 —.16 —.03 43

Met Requirements
at Enrollment
Minimum rent low 43 .20 —.17 —.03 35
Minimum rent high 51 OT —.20 —.07 17
Minimum standards .48 .30 —.18 —.03 20

 

Source: Friedman and Weinberg [H-39], A-86 through A-88; [H-38], p. A-96.
Sample: Households active at two years after enrollment, excluding those with

enrollment incomes overtheeligibility limits and those living in their
own homesorin subsidized housing.

a. Rent burden at two years is computed as (rent-payment at two years)/
income.

b. In percentage points.

a large proportion of incometo housing at the expense of other goods and
services.

ALLOWANCE EFFECTS ON RENT BURDENS

Rent burden is defined as the ratio of rental expenditures to house-
hold income; as such, it provides a useful measure for examining the
extent to which households initially passing the standard were “housing
poor.” Tables 6.9 and 6.10 present the rent burdens at enrollment and two
years after enrollment by treatment group for recipient households. In
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Table 6.10

Mean Rent Burden at Enrollment and at Two Years after Enrollment in

Pittsburgh, by Treatment Group and Housing Requirement Status at

Enrollment: For Households Meeting Requirements Two Years after

Enrollment

 

Mean Rent Burden *

 

Reduc-

At At Mean tion for

Enroll- Two Reduc- Similar Sample

ment Years tion” Controls Size

All Households That

Met Requirements

at Two Years

Controls 03 29 —.04 — 388

Unconstrained 39 23 —.16 — 49

Percentage of rent 36 .23 —.13 — 290

Minimum rent low 39 24 —.15 — 85

Minimum rent high 42 30 —.12 — 54

Minimum standards 39 22 —.17 — 80

Did Not Meet Require-

ments at Enrollment

Minimum rent low 31 22 —.09 +.04 20

Minimum rent high 37 .30 —.07 +..07 23

Minimum standards 7 .20 —.17 —.04 25

Met Requirements

at Enrollment

Minimum rent low 41 25 —.16 —.05 65

Minimum rent high 46 .29 —.16 —.08 31

Minimum standards 42 24 —.18 —.06 47

 

Source: Friedman and Weinberg [H-39], A-86 through A-88; [H-38], p. A-96.

Sample: Households active at two years after enrollment, excluding those with

enrollment incomes overthe eligibility limits and those living in their

own homesorin subsidized housing.

a. Rent burden at two years is computed as (rent-payment at two years) /

income.

b. In percentage points.
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Phoenix, enrollment rent burdens ranged from 35 to 42 percent—fairly

excessive by the conventional standard of 25 percent. At the end of two

years, however, the reduction in rent burdens for households receiving pay-

ments was substantial, ranging from 12 to 17 percentage points as com-

pared to 1 percentage point for control grouphouseholds." The resultant

rent burden for recipients ranged from 22 to 30 percent. In addition, there

was a similar reduction for unconstrained households and minimum

standard households (16 and 17 percentage points, respectively).

When householdsarestratified by preenrollment housing status, house-

holds meeting requirements at enrollment are seen to have higher rent

burdens than those failing standards. For the former, rent burden ranges

from 43 to 51 percent; for the latter, from 36 to 38. Furthermore, the

change in rent burden above normal (mean reduction minus the change

for similar control households) is substantially greater for those house-

holds initially failing standards than for those passing. For example,

among low minimum rent households in Phoenix (table 6.9), those not

meeting standards at enrollment had a reduction above normal of 26

percent (i.e., their own reduction of 14 percent minus the change for

similar control households of 12 percent) versus 16 percent for those

passing standards at enrollment. Households meeting standards at enroll-

mentstill had higher rent burdens after two years than did households

failing at enrollment: a range of 26 to 30 percent for the former versus

a range of 20 to 25 percent for the latter. Still, both groups were much

less deprived at two years.

Finally, it is clear that allowances affect recipients differently depend-

ing on initial housing conditions. For households passing standards ini-

tially, the payments are used on other goods and services, as witnessed

by reduced rent burdens; for households failing standards initially, pay-

ments for recipients are used to increase their housing consumption and

to reduce rent burden. Households passing standards do not increase their

11. This large reduction is, in part, due to the definition of rent burden used. The

definition of rent burden employed in the analysis treats the subsidy payment as

reducing rent and not as part of income. Since rent burden is defined as rent/income,

the numerator is greatly reduced while the denominator is held constant. If the sub-

sidy payment were treated as an addition to income, which would be more appropriate

for comparisons of housing allowances with unconstrained payments, the reduction in

rent burden would besignificantly less.
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housing consumption and, in fact, are not expected to do so. The justi-

fications for enrolling such households in housing programs are to

relieve financial deprivation due to excessive rent burden (which could

also be achieved by unconstrained payments) and to foster keeping the

dwellings they occupy up to standards.?”

After two years, the main difference between households failing

standards at enrollment but eventually participating in the program and

unconstrained householdsis that the former groups “consume” moreof the

requirements—either minimum standards component or higher rents—

than do households receiving unconstrained payments. There appears to

be a modest difference in the total housing consumed by households

initially failing standards and eventually enrolling compared to uncon-

strained households. This is an important distinction if society is more

concerned about certain aspects of housing—for example, the presence of

complete plumbing and proper ventilation and the absence of rats and

fire hazards—than whether the total housing consumed, including simply

occupying more rooms, meets some minimum. Onthe other hand, meeting

the standards must be weighed against differences in participation: all

unconstrained households receive payments; only eligible housing gap

households passing requirements receive payments.

IS THERE A PARTICIPATION-CONSUMPTION TRADE OFF?

While housing requirements such as minimum standards have not

been shown to induce a greater consumption of housing services, as de-

fined by a hedonic index, than do unconstrained transfers, policy makers

may have particular interest in eliminating certain deficiencies. These

items may or may not be picked up in a hedonic index for several reasons

—lack of data, an item may not be highly valued by the market, or prob-

lems of statistical estimation. Even if they are not valued by the market,

the items constituting the minimum standards requirements are measures

of the condition of the dwelling and could reflect “decent, safe, and

sanitary” housing conditions.

12. Chapter 8 examinesthe topic of the extent of maintenanceeffects.



Consumption Responses to Constrained Programs 151

As discussed, recipient households with a minimum standards hous-

ing requirementhavea statistically significant higher probability of meet-

ing the minimum standards requirement than do unconstrained households.

Further evidence indicates that recipient minimum standards households,

when viewed against unconstrained households, are significantly more

likely to pass several of the minimum standard components in both sites

two years after enrollment.’? We also know, however, that unconstrained

households becomerecipients at a much higher rate than minimumstand-

ards households. Nonrecipient households experience virtually none of the

housing improvementthat recipients enjoy. We now turnto the relationship

between unconstrained and earmarked housing allowances in the extent

of housing improvement experienced among the eligible population as

defined by changes in the number of minimum standards deficiencies

eliminated."4

Table 6.11 presents the average number of minimum standards-de-

fined deficiencies eliminated per active enrollee two years after enrollment,

by the type of housing requirement imposed.

Although only two figures for Pittsburgh arestatistically significant,

enrolled households in both sites in the unconstrained program had a

larger number of deficiencies eliminated than did households in any other

program overthe two-year period. It should also be noted that the number

of deficiencies eliminated for minimum standards households may be

biased upward due to the higher attrition rate for minimum standards

households whose unit failed requirements at enrollment.

Moresophisticated analysis has indicated, however, that the rankings

presented in table 6.11 may change.’® There may be an importantpartici-

pation-consumption per participant trade off that significantly influences

the total impact of a housing allowances program on the housing stock.

While this is one of the most important policy issues surfacing from

EHAP,it is also one of the least examined. With only one exception,’°

13. See Goedert [H40], p. 60.

14. By definition, since we already know that unconstrained households increase

their consumption of housing services just as much as minimum standard recipients,

the improvement amongeligible households in an unconstrained program is twice as

great, or more, than among minimum standardseligibles.

15. See Goedert [H40].

16. See Goedert [H40].
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Table 6.11

Average Number of Minimum Standard-Defined Deficiencies Eliminated

per Active Enrollee Two Years after Enrollment, by Site and Type of

Housing Requirement

Housing Requirement Phoenix Pittsburgh

Unconstrained 1.41 33"

Minimum rent low 93 —.15*

Minimum rent high 1.02 15

Minimum standard 1.34 17

Source: Goedert [40], p. 63.

Sample: Enrollees active at two years after enrollment, excluding those with

incomes overthe eligibility limits for the program.

Note: These numbers were derived by subtracting the total number of com-

ponents failed at two years after enrollment from the total number of com-

ponents failed at enrollment by all enrollees still active after two years and

dividing the resultant differences by the number of enrollees still active after

two years.

“ t-statistic of the difference between the mean of unconstrained and

minimum rent low household, significant at the .05 level using a two-tailed

test,

the issue has received little attention. While the methodological problems

are substantial (e.g., self-selection and interdependencies among individual

standards) the benefits of more research on this issue may be significant.
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CHAPTER 7

Household Responsiveness
to Unconstrained
Housing Allowances

Francis J. Cronin

Tee EFFECTIVENESS of allowance programs designed to improve the
housing of low-income renter households depends on the type of subsidy

and housing requirements, the response of eligible households to the incen-
tives and constraints, and the response of landlords to increased demand.
Household responses to unconstrained income supplements and price
reduction subsidies are explored in this chapter. Knowing how house-
holds change their housing consumption when given a simple income
supplement or a subsidy in the price of housing is essential to understand-
ing the effectiveness of various government housingpolicies.

Economists have developed a concept called the incomeelasticity of
demand to measure how households respond to changes in income. Of par-
ticular interest for housing policy is the incomeelasticity of demand for
housing, which measures how households change their demand for
housing when incomes change. The incomeelasticity of demand for hous-
ing is defined as the percentage change in housing consumed divided
by the percentage change in income.’

1. If the quantity of housing consumed does not change at all when income
changes, the income elasticity of demand is zero. If a housing allowance program
provides an income supplement equal to 20 percent of household income, a zero in-
comeelasticity tells us that the quantity of housing consumed will not increase. If the
income elasticity of demand for housing is 1, a 20 percent increase in income results
in a 20 percent increase in housing consumption. And, of course, if the percentage
change in housing consumption exceeds the percentage change in income, the
incomeelasticity is greater than 1. For example, if the 20 percent increase in household
income results in a 30 percent increase in housing consumption, the incomeelasticity

159
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Just as the incomeelasticity of demand is useful to analyze a housing
allowance that supplements income, the price elasticity of demand is cru-
cial to evaluate an allowance that reduces the price of housing. In prin-
ciple, the two concepts are parallel: the price elasticity of demand for
housing is the percentage change in hcusing consumption divided by the

9percentage change in the price of housing.”
The basic finding of the chapter is that all the studies using EHAP

data indicate a minimal response to housing allowances in the short
run: demand is income and price inelastic. Consensus is elusive for the
long run because estimates range from highly inelastic to unitary elastic
for both income and price. Using the most defensible elasticity estimates,
we compareeffects of income supplement and price reduction programs.’
The latter appear more generally effective in increasing housing consump-
tion, targeting program funds to housing, and reducing rent burden.
Some evidence from the Demand Experimentcasts doubt on the applicabil-
ity of this conclusion for low-income households. Also, imposing housing
standards to constrain an income supplement program reduces but does
not eliminate the advantage of price reduction programs.

Some of the discussion in the next two sections is fairly technical;
the policy implications of the findings are explained in the final two
sections of the chapter.

PRE-EHAP VIEWS OF HOUSEHOLD DEMAND

The first elasticity estimates of specific interest are those done in the 1960s
and early 1970s which embodied Milton Friedman’s permanent income

is 1.5 (30/20 percent). When the ratio of the percentage change in housing consump-

tion over the percentage change in income is between zero and 1, we say demand is

inelastic. When the ratio is 1, we say demand is of unitary elasticity. Values greater

than 1 are called elastic.

2. As before, if the price elasticity of demand is less than 1, it is referred to as

inelastic; if 1, as unitary elastic; and if greater than 1, as elastic. Since a decline in

the price of a good usually causes consumers to buy more, the sign of the price elas-

ticity is negative. Economists, however, often ignore the sign and refer to the price

elasticity in terms of its absolute value. The importance of this concept is clear. When

the price elasticity of demand is high, a housing allowance that subsidizes the price

of housing will have a marked effect on housing consumption; as the elasticity falls

to zero, so does the program’s impact on housing consumption. New evidence on the

size of the income elasticity and the price elasticity of housing demand have been

produced employing the data gathered within the Demand and Supply Experiments.

3. The potential effectiveness of supply-oriented versus demand-oriented housing

policies in increasing consumption of housing depends on the relative magnitudes of

the supply and demandelasticities (the latter to the extent that the supply of housing

is less than perfectly elastic). For a discussion of the relative effectiveness of these

programs in termsoftheir elasticities, see Weicher [P88], p. 483.
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hypothesis that posited that consumption is related to past and expected
income as well as current income. Several studies reported income and
price elasticities greater than 1;* others showed the demand for housing
to be relatively inelastic with respect to income andprice.°

De Leeuw, in work undertaken as part of HUD’s pre-EHAP design
analysis, reviewed and attempted to reconcile the available evidence from
cross-sectional analyses.° He concluded that the incomeelasticity of home-
owners varied between 1.25 and 1.46, while for renters the income elas-
ticity was about .80 and the price elasticity was about —.70. Armed with
these estimates, anticipating the effect of the EHAP on housing expendi-
tures wasstraightforward. For example, consider an unconstrained housing
allowance of $50 per month that is given to a family with a monthly in-
come of $400. The family rents a unit for $100 per month and has an in-
come elasticity of demand for housing of .8. The subsidy causes the
family to increase its housing expenditures by $10—fully 80 percent of
the subsidy would be spent on goods and services other than housing.
This estimated effect is based on the conventional economic paradigm of
household behavior—a paradigm that, as shown next, would necessarily
overestimate the impact of the EHAP on housing consumption.

Conventional economic models of residential location and housing
consumption focus primarily on comparative static analysis with little
regardfor the difficulties of adjusting, over an extended time period, from
one equilibrium to another.” These models derive equilibrium patterns of
residential location and housing consumption—patterns such that without
changed conditions households have no incentive to alter behavior. House-
holds are assumed to operate in a world of perfect information and zero
transactions costs; therefore, changes in any of the determinants of the
demand for housing (e.g., a housing allowance subsidy) would lead to
full adjustment on the part of households by the next period. Some people
began to think of the adjustment period itself as being short, when in
fact the modelers themselves saw it as far from instantaneous.

However, as explained in chapters 4 and 5 the costs associated
with the mobility process are fairly substantial and, unlike the gains from
relocation which accrue through time, are suffered in large part at the

 

4. See Muth [H98]; Reid [H109]; Winger [H133]; Uhler [H123]; Paldam
[H103]; Houthakker and Taylor [H62]; in the case of price elasticity, Lee [H68]
for elasticity results exceeding 1.

5. See Houthakker [H61]; Leser [H71]; Lee [H67, H68]; Muth [H98, H99];
and Maisel, Burnham, and Austin [H82].

6. See de Leeuw [H32].

7. Alonso [H3]; Muth [H98].
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time of a move.® When they recognize these relocation costs, households

mayselect a housing bundle in response to current circumstances and

expected changes in housing prices, income, neighborhood, and housing

needs. Instantaneous adjustment certainly is unlikely.

In fact, work undertaken at about the time of the design of EHAP

attempted to model the dynamic adjustments of households. Phlips esti-
mated long-run income andprice elasticities greater than 1 (in absolute
value), but highly inelastic short-run elasticities (i.e., .17 for income and

—.05 for price).® Earlier analysis had indicated a slow adjustment on the
part of households to changes in their determinants of housing demand—
in fact, results suggested that it would take seven years for 90 percent of
the adjustment to be completed.*°

The middle 1970s saw a wave of studies that found the current income
elasticity of renter households to be less than .5.1! As noted, higher values
were obtained when researchers employed proxies for permanent income.!”
As de Leeuw had doneearlier, Polinsky and Ellwood attempted to correct
the econometric inadequacies of prior studies and concluded that the
incomeelasticity is about —.7.13

Whether the pre-EHAP consensus with respect to the size of the in-
come andprice elasticities was correct or slightly too high was not crucial

to the experimental design. What was crucial, however, was the acceptance
of the conventional model of household behavior—behavior in a known

and frictionless environment with its implied quick and full adjustment
to changed circumstances. When transaction costs and uncertainty are

recognized, the real net benefits of a housing allowance, particularly for

8. For a discussion of the benefits and costs of intraurban relocation, see Cronin

[H29]. Chapter 5 discusses the issue of mobility within EHAP.
9. Philips [H104]. Similarly, Weiserbs [H130] also estimated elastic long-run

elasticities and highly inelastic short-run elasticities (ie., .24 for income and —.12

for price).

10. Lee [H68].

11. See Barton and Olsen [H11]; Brown [H14]; Carliner [H19]; Fenton [H35];
Kain and Quigley [C44]; Lee and Kong [H70]; Li [H72] and Straszheim [H118].

For a discussion of estimates made after 1970, see Mayo [H86].
12. For example, using a measure of permanent income, Carliner [H19] found

incomeelasticities of .52 and .63 for renters and homeowners, respectively; and Lee

and Kong [H70] obtained values of .70 and .87. Estimates of the price elasticity were

higher (in absolute value). For example, Barton and Olson [H11]; Brown [H141];
Lee and Kong [H70]; and Straszheim [H118] report values ranging from —.53 to

— .69. Carliner [H19] reports a value of —.80 while Fenton [H35] reports —1.28.

13. See Polinsky and Ellwood [H106].

14. As we shall see below, the difference between a unitary and a somewhatin-

elastic elasticity has little long-run consequences for the concerns of public policy.
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households constrained by the experiment, may be small. Households, if
they react at all, will probably do so only with a lag. As noted in chapter
2, these complications may not have been fully perceived in the design of
paymentstructure and the length of experimental payment in the Demand
Experiment.

ESTIMATES OF HOUSING DEMANDELASTICITIES

USING EHAP DATA

The results of the eight studies that have used data from the Demand

or the Supply Experiments to estimate income andprice elasticities of

demand for housing are reviewed here. First examined are the static
analyses, and then the dynamic estimates that distinguish short-run from
long-run elasticities are presented.

Table 7.1 presents results from four studies using data from the
Demand Experimentand based onstatic specifications. Two studies—those
by Mayo and by Friedman and Weinberg—employ experimental data from

the percentage of rent treatment groups. The former employs the first-

year experimental data, while the latter employs both thefirst- and second-
year experimental data. The other two studies—by Cronin and by Hanu-

shek and Quigley—employ data collected from the baseline survey on
the housing and household characteristics of potentially eligible households
before the expirements begin.

The estimates of the static incomeelasticity are consistently inelastic.
Current incomeelasticities range from .11 to .37. “Permanent” income
elasticities, in which income is measured as average income for two or
three years, always exceed their corresponding current estimates and
range from .33 to .44. Estimates of the price elasticity differ more
widely but are nevertheless consistently inelastic. Those employing EHAP
data range from —.11 to —.24; those based on preexperimental data range
from —.53 to —.67.

Inferences of demand elasticity based on a static specification of
household responses to the experimental rebate may, in fact, be mis-

15. See Mayo [H86]; Friedman and Weinberg [H38]; Cronin [H25]; and Hanu-
shek and Quigley [H51]. Use of preexperimental information and, to a lesser extent,
data on control households removes the possibility of experimental contamination.
Mayo [H86] and Friedman and Weinberg [H38] employ a log-linear specification
with the experimental rebate term used to identify the price of housing. Cronin [H25]
employs a linear expenditure specification. The actual distribution of rental expendi-
tures at baseline is employed to estimate the expenditure on the “subsistence” level
of housing and, thus, all system parameters.
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Table 7.1

Income and Price Elasticities: Static Estimates from the Demand

ExperimentSites

  

Pittsburgh Phoenix

Income Price Income Price
Elasticity Elasticity Elasticity Elasticity

Mayo [H86]? ¢
Current income 32 —.11 .26 —.24
Average income

(two year) 34 —.11 40 —.23

Friedman and
Weinberg [H38]2 ¢

Current income 29 —.16 of —.24
Average income

(three year) 33 —.18 44 —.23

Hanushek and

Quigley [H51]e‘
Current income 14 N.A. 24 N.A.

Cronin [H25]» e
Current income

Nonminority 11 —.64 19 —.67
Minority 13 —.53 24 — .60

 

Note: All estimates are for the entire sample of households (movers and
nonmovers). When only movers are analyzed, resulting elasticities are generally
larger in absolute value.

a. Log-linear specification.
b. Linear specification.
c. Sample consists of households in the percentage of rent and control

groups overthe first year of the experiment,
d. Sample consists of households in the percentage of rent and control

groups over the second year of the experiment.
e. Sample consists of households responding to the baseline survey.
f. Omits the price of housing.

leading. Household responses within a three-year experiment like the De-
mand Experiment maybe inhibited by the normal inertia and the percep-
tion of a short time horizon created by the experiment. That is, households
may normally respond to changes in the determinants of their demand
for housing with a time lag. In addition, the tendency of experimental
households to limit their response may predominate due to the short
duration of the change in income orin the price of housing. As already
noted, a limited response is more likely when substantial repairs or a
moveis required to becomeeligible for an allowance. Without such a re-
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Table 7.2

Income Elasticities: Static Estimates from the Supply Experiment Sites *

  

Green Bay South Bend

Mulford [H94]»

Owners 51 .40

Renters 22 15

Mills and Sullivan [C70]°
Owners 16 N.A.

Renters .20 N.A.

 

a. Estimates based on 3 annual observations. Three-year average annual

income employed; log-linear specifications employed; no price term included.

b. Sample based on respondents to the Tenant and Homeowner Survey.

Only nonmoving households sampled.

c. Sample based on enrollees, All households employed (i.e., moving and

not moving).

quirement, the subsidy, if received, acts largely as a general income grant

to be spent on other goods and services. Further, if the household expects

not to be able to afford the higher quality housing after the program ends,

participation may also require a second move. All of these factors argue

against the general applicability of the elasticity results reported in Mayo

and in Friedman and Weinberg which are based on experimental data.’®

They may, though, be taken as lower boundsto the true parameters.

Results from estimating static specifications from Supply Experiment

data are presented in table 7.2. The same model specifications are em-

ployed by Mulford and by Mills and Sullivan, and both use three-year

average annual income as a proxy for permanent income.’ Mulford, how-

ever, employs data from the Supply Experiment’s Tenant and Home-

owner Survey which tracks dwelling units. Therefore, only nonmoving

households are included in Mulford’s analysis—a possible source of down-

ward bias. Mills and Sullivan employ data from the administering agen-

cy’s files on recipient households including both movers and nonmovers.

As can be seen, both studies estimate a much larger elasticity for home-

owners than forrenters.

Dynamic estimates of income and price elasticities using Demand

Experiment data are displayed in table 7.3. Each estimate is based on a

16. Reinforcing this conclusion is the fact that the larger elasticities (in absolute

value) reported by Cronin (—.53 to —.67) were the product of a specification that

constrains the price elasticities to be inelastic (i.e., less than 1).

17. Both the Mulford [H94] and the Mills and Sullivan [C70] studies employ a

log-linear specification and omit explicit considerations of the price of housing.
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Table 7.3

Income and Price Elasticities: Dynamic Estimatesann
Pittsburgh Phoenix

Income Price Income Price
Elasticity Elasticity Elasticity ElasticityEY

Mayo [H86]@ cs
Long run .26 —.07 14 —.31
Short run 39 —.11 .29 —.63

Friedman and
Weinberg [H38]2 4
Short run .30 —.20 ol —.22
Long run OT —.24 39 —.31

Hanushek and
Quigley [H55]e*
Short run N.A. —.12 N.A. —.16
Long run N.A. — .64 N.A. —.45

Cronin [H24]>4¢
Short run

Percentage
of rent 23 238 —09 —.24 21 17 —.25 —.29

Housing gap 22 —.39 13 —.32
Long run

Percentage
of rent 04 61 —.10 —.55 .97 .72 —1.00 —1.00

Housing gap .68 —1.00 47 —1.00

 

a. Sample consists of households in the percentage of rent and control
treatment groups.

b. Sample consists of households in all treatment groupsstratified by type
of subsidy (i.e., percentage of rent or housing gaps). For households in the
latter, only households passing the housing requirements (and thus, uncon-
strained by the program) are included.

c. Includes movers overthe first year of the experiment.
d. Includes movers over thefirst two years of the experiment.
e. Includes movers and stayers over the first two years of the experiment.
f. Current income employed,
g. Average income employed.

different specification and/or data set. The table shows that short-run
estimates of both the income andthe price elasticities are very inelastic.
Short-run incomeelasticities range from .14 to .30; short-run price elas-

18. To date, no Supply Experiment data have been used to estimate dynamic
elasticities. Except for Hanushek and Quigley [H55], who use moving and stationary
households, the results are based on households which moved and could thus be ex-
pected to adjust toward equilibrium. Mayo [H86] and Cronin [H24] both employ
average annual income, the former over a two-year period and thelatter over a three-
year period, as a proxy for permanent income. Mayo [H86] and Friedman and Wein-
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ticities range from —.07 to —.31. Long-run estimates, by contrast, show

considerable diversity.

Long-run results by Mayo and by Friedman and Weinberg are quite

similar to their static estimates. The single exception to this pattern is a

much higher long-run price elasticity (—.63) in Phoenix reported by

Mayo. Their estimates of long-run incomeelasticities range from .29 to

.39; excluding the Phoenix observation just cited, long-run price elasticities

range from —.1]1 to —.31. Employing their indirect method, Hanushek

and Quigley find somewhat higher long-run price elasticity, estimates

ranging from —.45 to —.64'°

All of these estimates are probably too low because they are based

on household responses to a price discount and subject to the downward

biases that result because households may not respond instantaneously or

fully to the program. Further, the results reported by Hanushek and

Quigley may be additionally biased downward by the use of current income

and a static specification for desired rental expenditures.

Cronin 2° presents short-run elasticities which might overcome the

limitations from using observed experimental responses.”* His short-run

elasticities are similar to the others—income elasticity ranging from

.13 to .23 and priceelasticity ranging from —.09 to —0.39. However, his

long-run estimates are substantially above the results reported by the

 

berg [H38] employ a log-linear specification, relating rental expenditures to income,

the rent-discount term, and rental expenditures lagged one period. Hanushek and

Quigley [H52] employ baseline data to estimate a static specification of desired hous-

ing expenditures using current income. This specification is then employed in an in-

direct estimation of the price elasticity. The adjustments by households over time in

response to initial deviations (ie., desired versus actual expenditures) and to changes

in deviations induced by the price-discount term are used to infer the value of the

price elasticity.

Cronin [H24] employs a specification of the linear expenditure system which is

made dynamic byallowing the “minimum level” of housing consumption (i.e., the dis-

placement term for housing in the Stone-Geary utility function) to change with previ-

ous housing consumption. That is, the demand for housing is made dynamic in a

manner consistent with incorporating habit formation into the utility maximization

process. In order to specify a price of housing, Cronin employs a hedonic price func-

tion developed by Merrill [H89]. Therefore, after appropriate changes in their budget

constraints, both housing gap and percentage of rent households can be used in the

estimation. In order to minimize experimental influences, only housing gap households

unconstrained by housing requirements are employed in the estimation. Theoretically,

these households should treat the subsidy as they would ordinary income, although

households may view the subsidy as transitory.

19. See Mayo [H86]; Friedman and Weinberg [H38]; Hanushek and Quigley

[H52].

20. See Cronin [H24].

21. Again, see footnote 18 for a description of this procedure.
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others—incomeelasticities ranging from .47 to .97 and price elasticities
ranging from —.10 to —1.00. Three out of the four estimates of long-
run price elasticity are —1.00; the only estimate below unity is obtained
for percentage of rent households in Pittsburgh—a finding consistent
with the hypothesis of a limited response to the experimental offer and
the lower mobility rate in Pittsburgh.

Although the data collected from the Demand Experiment are prob-
ably the best available (and likely to be so for quite some time), several
deficiencies mar their usefulness. First, only renter households are in-
cluded. Thus, homeowners and households switching tenure from rental
to homeownership are excluded.2? In fact, the tenure switch (in both
directions) in combination with life-cycle changes may be the crucial
link in accurately estimating incomeelasticities. Second, the experi-
mental period is short run—three years for payments and two years for
data collection. As discussed, household adjustments may occur with a
lag and over a much longerperiod. Third, the enrollment process is closed.
Thus household changes, such as divorce and children leaving, which
cause changes in the demand for housing, cannot be adequately modeled.
Fourth, only low-income households are included. Since only a minority of
these households have strong labor-force attachments and established
commuting patterns, the conventional Alonso-Muthian model of urban
household behavior involving simultaneous determination of location,
commuting, and housing demand maynotbe applicable. Finally, only two
sites are included. While the basic findings are fairly consistent between
the sites, the differences in dynamic behavior (e.g., in mobility) cannot
be easily resolved.”

In summary, several estimates from EHAP have indicated that the
demandfor housingis very inelastic with respect to both price and income.
Others suggest this is true in the short run, but the long-run income
elasticity is about .6 or .7—close to Polinsky and Ellwood’s 2‘ estimate
of .8 that was synthesized from recent non-EHAPstudies. Price elasticity
estimates from EHAP vary greatly and surround the Polinsky and EIl-
wood synthesis estimate of —.7. Despite the richness of the experimental
data, it is unlikely that more precise estimates will be forthcoming, given
the data deficiencies just noted.

 

22. A small number of renter households in the Demand Experiment did become
homeownersafter the start of the experiment.

23. To resolve such differences, a longer-run period would be necessary. It is
possible that data from The Urban Institute’s “supply comparability panel” could be
used to examine these issues. The section of Appendix C on the Supply Experiment
explains the potential role of the comparability panel.

24. See Polinsky and Ellwood [H106].
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EVALUATING HOUSING POLICIES: THE ROLE OF

ELASTICITIES

Housing allowances under EHAP took the form of an income supplement

or a price reduction subsidy. A program of income supplements—that is

cash payments without minimum housing requirements—works by in-

creasing the recipients’ demand for housing by raising their income.

The accomplishment of the policy goal of increasing recipients’ housing

consumption is measured by the incomeelasticity of demand, when un-

constrained housing programs are being considered. This measure of

household responsiveness to an allowance programis also useful to analyze

other policy goals such as reducing the rent burden of eligible households

and the extent to which program funds are in fact spent on housing.

Subsidies that reduce the price of housing to program recipients work

through two mechanisms: (a) an effective increase in income because of

the lower price of housing and (b) a decrease in the price of housing

relative to other goods and services that encourages program participants

to purchase more housing. The price elasticity of demand indicates how

such a program will affect housing consumption, the targeting of program

funds to housing, and the change in rent burden. In this section the

income and price elasticity estimates reviewed previously are used to

analyze the efficacy of alternative income or price subsidy housing allow-

ance programs.

Income Supplement Programs

The relationship between expenditures on housing and various subsidy

levels for alternative incomeelasticities is shown in figure 7.1. Initially,

the hypothetical family depicted in the figure has a monthly income of

$400 and pays $100 per month in rent. A zero incomeelasticity means
that an income subsidy will not cause any increase in housing expenditure;
the entire allowance would be spent on other goods and services. Even
when the incomeelasticity of demand is 1, the change in expenditure

is not dramatic; a subsidy of $150 raises monthly housing expenditures

by $37.50. With the average monthly subsidy in EHAP being around
$50, an elasticity of 1 suggests increased housing consumption of only
$12.50.2° Of course, due to lags in household response to an income sup-
plement, the actual average initial change in housing expenditures under
an allowance would be smaller. If the Demand Experiment’s highest short-

25. An incomeelasticity of unity implies that the same proportion of additional

income will be spent on housing as the household is currently spending on housing

(e.g., .25 in figure 7.1).
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Figure 7.1

Housing Consumption andthe IncomeElasticity of Demand for a
Household with an Income of $400 per Month
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run incomeelasticity (.30) were used to estimate the response during the

experiment, a $3.75 increase in housing expenditures per month would

result from a $50 subsidy. Based on the long-run results just reported,

something less than one fourth of any housing allowance program funds

would be spent on housing. Moreover, the experimental evidence suggests

households take a considerable time to adjust to changed circumstances:

estimated adjustment is 90 percent complete after seven years in Pittsburgh

and 79 percent after the same period in Phoenix.”®

The elasticity estimates can also be translated into implications for

a household’s rent burden. Table 7.4 shows the relationship between

incomeelasticity and rent burdensfor alternative subsidy to incomeratios.

When the incomeelasticity of demand is greater than 1, housing expendi-

tures rise more rapidly than income; hence, postsubsidy rent burden in-

creases with the subsidy-income ratio when the elasticity exceeds 1.

Conversely, the postsubsidy rent burden falls as the subsidy-income ratio

rises when the incomeelasticity is less than 1. By definition, rent burden

remains constant when the elasticity is one. For a given subsidy to in-

26. These results are based on the dynamic specifications estimated in Cronin

[H24].
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Table 7.4

The Relationship between the IncomeElasticity of Demand and
Postsubsidy Rent Burden ®
eee

Subsidy as A Percentage

  

of Income

Income Elasticity 12.5 25.0 37.5eee
1.50 2652 2195 2932
1.25 2575 .2643 2107
1.00 .2500 .2500 .2500
0.75 2427 .2364 .2309
0.50 2057 2236 2132
0.25 2289 2115 .1969
0 2222 .2000 .1818eee

a. Preprogram rent burden is 0.25.

come ratio, the rent burden increases with the size of the elasticity. As-
suming a subsidy about $600 per year—the average in EHAPand a 12.5
percent income subsidy for a household with a $4,800 income—table 7.4
shows that the rent burden with the subsidy ranges from 22.2 percent of
income to 26.5 percent as the income elasticity rises from zero to 1.50.
Thus, the goals of targeting program funds to housing and reducing rent
burden are mutually exclusive: a high-income elasticity raises both tar-
geting and rent burden. In considering the trade off between targeting
program funds and rent burden, it is important to remember that rent
burdens in excess of 40 percent are common amongeligible households.

Price Reduction Programs

Percentage of rent versions of housing allowances employed in the De-
mand Experimentare essentially price reduction programs, since the sub-
sidy is directly tied to the amount spent on housing. Figure 7.2 shows the
relationship between housing expenditures and various levels of price
reductionsfor alternative price elasticities. As with an income supplement
program, a zero elasticity means that housing expenditures will not
change when the price is subsidized. When the price elasticity is —1.00,
housing expenditure rises from $75 to $150 with a 50 percent price sub-
sidy.*’ Figure 7.2 shows that expenditures on housing increase with the

 

27. Usually a price elasticity of —1 is associated with constant total expenditures
instead of the rising expenditures shown in figure 7.2. For households to maintain
constant out-of-pocket expenditures, they must double their housing expenditures since
the program gives them a 50 percent rebate on the amount spent on housing.
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Figure 7.2

Housing Expenditures and the Price Elasticity of Demand
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Source: Mayo [H86], p. 30.

absolute value of the price elasticity for a given price discountor, alter-

natively, with increases in the price discount for a given price elasticity.

The extent to which price subsidies are spent on housing depends

on the price elasticity of demand for housing. When the price elasticity

exceeds 1 (in absolute value), the household devotes all of the sub-

sidy and part of its own income to increased housing consumption. For

lower elasticities, less of the subsidy is devoted to housing. Table 7.5

summarizes the proportion of the subsidy that is spent on housing for

Table 7.5

The Relationship between the Price Elasticity of Demand and

Subsidy Targeting
i

SI

Percentage of Rent

Subsidy Rate

 

Price Elasticity 2 4 6

—1.50 1.42 1.34 1.25

—1.25 1.22 1.18 1.14

—1.00 1.00 1.00 1.00

— ./5 AT .80 83

— .50 03 06 61

— .25 27 .30 134

.00 .00 00 00
a

a

Source: Mayo [H86], p. 32.



173
Responsiveness to Unconstrained Allowances

various elasticities and three price subsidies. By reading across a row,

one can see that for a given price elasticity the degree of targeting the

subsidy on housing increases with the size of the subsidy for a price elas-

ticity less than 1 and decreases as the price discount increases when the

elasticity is greater than 1.

As in the case of income supplement programs,the goals of targeting

program funds to housing and decreasing rent burden are conflicting.

Table 7.6 shows that rent burden varies directly with the absolute value

of the price elasticity. This is not surprising. Since a household with an

elasticity greater than 1 increases housing expenditure by more than the

subsidy, rent burden must increase. Similarly, rent burden is consistent

when the price elasticity of demand is 1 and falls when elasticity is less

than l.

COMPARING INCOME SUPPLEMENT AND

PRICE REDUCTION PROGRAMS

We are now in a position to use theelasticities to compare the relative

merits of the two basic versions of housing allowances without minimum

consumption requirements with respect to changed consumption,

targeting of program funds, and changes in rent burden. With respect

to changes in consumption and targeting, for any plausible value

of the income elasticity of demand, only a fraction of the subsidy

will be spent on housing. If the “true” incomeelasticity were 1.0, a

figure somewhat higher than most estimates, a household that spends

40 percent of its preprogram income on housing would devote 40per-

cent of the subsidy on housing. In sharp contrast, allowances that lower

the price of housing are better targeted and increase the consumption of

housing moreeffectively. When the price elasticity of demand is —l, a

figure obtained in several estimates using EHAP data, the entire allow-

ance is used to increase consumption. Even if the price elasticity were

—.5, a value lower than the consensus estimate, such a program targets

over 50 percent of the allowance, as shown in table 7.5. Whether the

actual change in housing consumption is greater under the price subsidy

dependson the size of the income subsidy and the rate at which rents are

reduced.

A result favorable to price subsidies is also found when the programs

are compared with respect to rent burden. Neither allowance program

changes the rent burden of recipients when the income andprice elas-

ticities are 1 and —1 respectively. When the elasticities are less than 1,

rent burden falls. Depending on the size of the subsidy relative to income,
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improvements, including major replacements, are normally assumed toincrease the life of a unit and to increase its market value.
Although different levels of financial outlay are implicit in the cate-gories of activities described, some authors prefer a definition of im-provements based explicitly on costs. Grigsby and Rosenberg, for example,defined ordinary maintenance as all activities involving expenditures

of less than $300 and “modest rehabilitation” as involving expendituresof between $300 and $7,500.° Similarly, the “moderate rehabilitation”
component of HUD’s Section 8 lower-income rental assistance program
defines such rehabilitation as involving a minimum of $1,000 per unit.°

As we now turn to an examination of the housing repair actions
associated with EHAP, we will repeatedly see that these repairs are
extremely modest in scope compared to the scale of activities envisioned
in these definitions.

INITIAL REPAIRS TO PASS STANDARDS

The Probability of Repair

initial inspection.’ Improving a unit and having it reinspected was one of
several ways to qualify for payments, and figure 9.1 indicates the per-
centage of recipients whose housing failed its initial inspection but which
eventually passed inspection after subsequent repairs. As the figure in-
dicates, the percentage of recipients qualifying through improvements
varied considerably among the 12 EHAPsites. Nearly one third of renter
households who ultimately qualified for allowance payments at Supply
Experiment sites did so after initial failure and subsequent unit improve-
ments. On the other hand, as few as 2 to 4 percent of program recipients
at some Administrative Agency Experiment sites used this means of
qualifying. In looking at these data, keep in mind that different standards

5. See Grigsby and Rosenberg [P27].
6. See U.S. Department of Housing and Urban Development. [C114].
7. Chapter 10 discusses the housing inspection process as it operated in the EHAP

experiments, while Appendix D describes the standards applied.
It is conceivable that a housing allowance program with widely publicized stand-

ards might induce housing improvements even before an individual household’s appli-
cation and housing unit inspection. Indeed, in the Supply Experimentsites, there is
evidence that some anticipatory improvement behavior occurred. In the main, how-
ever, improvements were madeafter an inspection turned up deficiencies.
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were used to inspect units in the various experiments, and in the Ad-
ministrative Agency Experiment several methods of inspection were used,
including inspection by the would-be participant.

It is reasonable to suppose that the probability of choosing to improve
one’s unit in order to qualify for payments will depend on housing market
circumstances, such as the average condition of the housing stock and
vacancy rates. If the stock is old and in considerable disrepair, unit im-
provements will tend to be expensive, compared to a housing market
Where most units would require only minor repairs. On the other hand,
in a housing market characterized by high turnover rates and high
mobility rates, moving would be a more likely response than it would be
in a market where finding a newunit would involve extensive search efforts
and higher rent. The EHAP experience indicates, however, that these
choices can be very complex. There appears to be no simple relationship
between those market characteristics one would expect to have an impact
on housing choice and the proportion of recipients who improve their
dwellings in order to qualify for payments.* In part, of course, this is
due to the influence of variations in program administration, as discussed
below.

Figure 8.1 indicates the likely importance of some of the factors
operating in the Demand and Supply Experiments. The figure indicates
that one factor—tenure—is of particular importance in affecting an in-
dividual household’s decision whether or not to repair. In Green Bay and
South Bend, where owner-occupied units were eligible for the program
and subject to the same minimum physical standards as rental units, a
clear difference between homeowners and renters can be seen. About 44
percent of homeownerrecipients’ units at each site initially failed inspec-
tions, and their owners made physical improvements in order to qualify
for payments, while the comparable numbers for rental units were 29 per-
cent and 26 percent, respectively, at the two sites. Homeowners could
decide for themselves whether a unit should be fixed, while renters usually
required the cooperation of their landlords in order to have their unit
improved. A situation in which the renter would be the primary beneficiary
of the allowance payments while the landlord bore the primary cost
of the repairs in order to qualify for pavments is ene in which tenant.
landlord cooperation might not be forthcoming. Furthermore, as dis-
cussed in detail in chapter 5, moving is often far less preferable tor
homeowners; if a homeowner’s unit is judged deficient, improvement may
be the only viable way for him to qualify for payments.

8. At the marketlevel, rank order correlations between the percentage of recipient
households improving units and site characteristics thought important to the behavior
of participants in the program proved to be low and insignificant. The site character-
istics analyzed in this regard were those discussed by Goedert [E49].
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In addition to tenure, comparison of the results for the Demand and

Supply Experiments in figure 8.1 indicates the probable importance of the

stringency of the program standard in determining the extent to which

improvements are a chosen course of action. As part of EHAP research,

a special test was conducted directly comparing the stringency of the

standards imposed in these two experiments. This test demonstrated

empirically that the standard used in the Demand Experiment was more

stringent than that used in the Supply Experiment.’ It is important to

note that the greater stringency was tougher standards in the areas of

adequate light and ventilation in bathrooms, replacing or installing elec-

trical wall outlets, and broader application of the standard for condition

of wall, ceiling, and floor surfaces in the Demand Experiment.

Seemingly because of the more stringent standard, less than half as

many units in the two very different Demand Experiment housing markets

eventually passed inspection after having initially failed inspection as did

the units in the Supply Experiment underits less stringent standard. Given

the similarities within each experiment, it appears that application of dif-

ferent standards is a major determinant of whether or not households find

it reasonable to improve their units. The more stringent the standard,

the more upgrading will be required on average for a failed unit to pass

standards, and the less likely it is that households will elect this route

to allowance eligibility.

Improvements Undertaken

What improvements were made to pass standards? The most detailed

information on this subject comes from the two Supply Experimentsites.**

When a unit failed its initial inspection, the agency provided a specific

list of the deficiencies the inspection had uncovered to the household

applying for allowance benefits. Table 8.1 indicates the various types of

improvements which took place between the time a unit failed its initial

inspection and the time it was reinspected in a second attempt to pass

standards. The table also presents the average out-of-pocket expenditures

associated with each type of improvement. The nature of improvement

actions was similar for Green Bay and South Bend, so we can consider

them together.

The table clearly indicates that the majority of unit improvement

9. This work is summarized in Appendix C and presented in detail in Valenza

[E170].

10. Repair logs were kept in the Supply Experiment but not in the Demand Ex-

periment. The Demand Experiment’s strength, however, is that its design includes a

control group. The evidence comparing allowance recipients with control households

on likelihood of improving to pass standards is discussed below.
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Table 8.1

Housing Improvements Made to UnitsInitially Failing Inspection,
Green Bayand South Bend
ee

Percentage of All Improvements

   

Average
Owner- Out-of-

Occupied Rental Pocket
Improvements Units Units Cost *eee

Install handrails 29% 17% $10
Repair windows 10 15 9
Paint or repair ceilings, floors, or walls 9 10 42
Pry open windows 9 7 (c)
Repair major systems » 6 11 17
Replace or install windows 6 4 9
Paint or repair fences, porches,

Or accessory structures 3 5 18
Install curtains or partitions 3 4 5
Repair vents, vent fans, or vent pipes 3 3 2
Repair plumbing fixtures 3 2 12
Install vents, vent fans, or vent pipes 3 2 26
Repair or connect appliances 2 4 8
Pick up litter or broken glass 2 3 (c)
Other (no category more than 3%) 18 18

Total 100% 100% $16
Total number of improvements 3435 5545 5953
eee

Source: Derived from special tabulations provided by the Rand Corpora-
tion. Includes repairs reported to the housing allowance offices be-
tween January 1976 and June 1977. Cost figures are based on a
reduced set of records because of missing data items.

a. Does not include value of unpaid labor.
b. Major systems include the furnace, heating system, plumbing system, and

electrical system. Repairs in this category include replacement and installation
of electrical fixtures and outlets.

c, Less than $1.00.

activities were of a repair and maintenance nature, but installations were
also important. The average out-of-pocket cost involved in making instal-
lations was low, indicating that only a minor improvement occurred in
the dwelling. The most expensive improvements were painting and re-
pairing ceilings, floors, and walls, at $42 for the average action. Some im-
provements, such as prying open windowsor picking up broken glass or
litter, involved little or no cash outlays. The overall average cost of each
improvement activity undertaken was only $16.

The most frequent improvement for both rental units and owner-
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occupied units was installation of handrails. The Supply Experiment

standards required a handrail for stairs with six or more consecutive

steps. Items relating to stairs and railings constituted the greatest percent-

age of defects in enrollees’ dwellings, 29 percent and 17 percent of the

improvementactivities for homeowners and renters, respectively. The in-

stallation of handrails was not a costly undertaking, averaging $10 in out-

of-pocket costs; and the significance of a handrail in altering the overall

quality of housing services received by the occupants of the house must

reasonably be judged as marginal.

Most of the actions in table 8.1 reflect the overriding importance of

health and safety elements in the particular standards imposed in the

Supply Experiment. Besides handrails, the condition of windows received

considerable attention in making improvements. Proper window condition
was typically involved in meeting requirements for adequate light or

ventilation. Actions to correct deficiencies ranged from installation and

replacement of windows (4 to 6 percent), repair of windows (10 to 15
percent), or simply prying them open (7 to 9 percent). The out-of-pocket

cost of all these types of actions on windows averaged only $9.

In addition to these repairs associated with “health and safety” pro-
visions of the Supply Experiment’s standards, some improvementactions
of lesser frequency addressed the workability of unit features assumed

necessary to provide a minimum level of housing services. In mostcases,

these included the repair, rather than the installation or replacement, of

plumbing fixtures (bathtubs, sinks, showers). In some cases, major systems
(furnace, heating, plumbing, and electrical systems) were repaired.

However, the out-of-pocket costs of these actions averaged only $17.
One common improvement action—the installation of curtains and

partitions—arose almost exclusively in direct reaction to the occupany
standard imposed by the Supply Experiment and the way it was ad-
ministered. When units did not have the required number of rooms or
the privacy demanded by the program’s occupancy standard,installation

of curtains and partitions to subdivide rooms was allowed by the hous-
ing allowance agency as a means of meeting the requirement.1!

The installation of both curtains and handrails clearly illustrates the
standard-specificity of many of the improvements. Most of the actions
responded directly to the specific items listed by the inspector as the
reasons for failure, and their primary intention seemed to be achieving
eligibility for allowance payments. No general upgrading of housing con-

11. While this was generally a minor task, the standard requires, for example,

that each new “room” have its own light, heating source, and window. Hence, the
spaces subdivided for a small outlay were ideally suited to such a division.
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ditions, or even “piggybacking” of related voluntary repair actions onto
repairs mandated by standards wastypically observed.

Improvement Actions per Unit

Thus far, we have considered the individual repair actions under-
taken to pass program standards. Although these actions were usually
minor repairs costing very little. it could be that, when added together,
the total number of actions taken on individual units constitutes sub-
stantial change to those units. Table 8.2 addresses this possibility by
showing the total number of improvements undertaken per unit for all
units undergoing some repairs in the Supply Experiment; it also shows
the cash outlay involved. Figures for Green Bay and South Bend are dis-
played separately here because results were somewhat different between
the two sites. As in table 8.1, the information in the table refers to units
which failed an initial inspection, received some kind of repair action,
and were subsequently reinspected.?°

As table 8.1 shows, most housing units underwent one or two repair
actions. Renter-occupied units underwent a slightly greater number of
repairs in both sites, but across sites and tenure groups, the average
number of repairs ranged only from 1.6 to 1.9. Only a small proportion
of households completed four or more repairs (5 to 7 percent for home-
owners, 8 to 9 percent for renters). Using the number of repairs as a
rough indicator of the extent of improvements, we are once again led to
conclude that major repairs or renovation of units were not atall typical
of the actions undertaken on EHAP units after they failed inspections.

Since more than one repair action was taken on the average unit, the
average amount spent on a dwelling was higher—over three times higher
—than the $16 per action average cited. Indeed, average per unit outlays
varied but are not consistent with the average number of repair actions
taken. Homeowner households in South Bend, for example, spent the
highest amount of any of the groups identified in table 8.2, an average
of $81 per unit, but their average number of repairs was smallest of the
groups shown in the table. These confusing average figures, in fact, are
distorted by a small numberof units undergoing major rehabilitation. If
the median cost figures are used as a better measure of typical behavior
than the mean in situations with a few observations very different from

12. The figures presented here are based on those dwellings for which full data
are available, about two thirds of all units. The total cost of repairs for the excluded
units is higher than for those included in our figures. Hence, the overall values re-
ported are slightly downward biased. On the other hand, the sample employed has
permitted us to examine the cost of individual repairs, which would not be possible
using the full sample.
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Table 8.2

Housing Improvement Actions per Unit, for Units Undergoing Improve-
ments after Initially Failing Inspection, Green Bay and South Bend

Percentage of Units

 

 
  

 
 

  

Owner-
Occupied Units Rental Units

Green South Green South
Bay Bend Bay Bend

Numberof actions per unit
1 57% 69% 57% 58%
2 27 19 24 20
3 9 7 11 13
4 7 5 8 9

100% 100% 100% 100%
Mean 1.7 1.6 1.8 1.9
Cash outlay per unit 4

$0 17% 21% 25% 24%
$1-20 55 46 49 43
$21-40 10 14 10 15
$41-100 11 10 10 13
$100-200 3 4 3 3
$200-1000 3 4 3 2
$1000-+ (b) 1 (b) (b)

100% 100% 100% 100%
Mean $55 $81 $39 $37
Median $10 $11 $ 8 $10
—_——

 

Source: Derived from McDowell [C61], pp. 22-23, and U.S. Department of
Housing and Urban Development [E165], p. 60. Includes repairs re-
ported to housing allowance offices between January 1976 and June
1977.

a. Does not include value of unpaid labor.
b, Less than 1 percent.

most of the observations, the range of per unit outlays is considerably
narrowed. The table indicates that this median ranged between $8
and $11.

Given the types of activities undertaken and the low levels of costs
associated with them, it is perhaps not surprising that in many cases
tenants in rental units undertook repair actions themselves rather than
attempting to convince their landlords to undertake them. Table 8.3
indicates that in 38 to 47 percent of the rental units undergoing repairs
after initially failing inspections, tenants did their own repair work, and,
in an additional 10 to 12 percentof the cases, engaged the help of a friend.
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Table 8.3

Who Performed Repairs on Units Failing Initial Inspection Which Were
Subsequently Repaired ?

 

 

   

Owner-Occupied Units Rental Units

Green South Green South
Person Performing Repair Bay Bend Bay Bend

Occupant 66% 45% 47% 38%
Landlord — — 35 40
Commercial contractor 13 19 8 10
Friend of occupant 21 32 10 12
Other — 4 — —

Total 100% 100% 100% 100%

Source: McDowell [C61], p. 25.

Landlords undertook 35 to 40 percent of the repairs. Homeownersat both
sites largely undertook the work themselves, although they used contractors
at a higher rate than wastrue for rental units.

In a smaller but still significant number of cases, tenants also
absorbed the costs of repairs when some cost was involved. As table 8.4
indicates, about one fourth of tenants paid for their own repairs. Among
homeowners, almost all outlays for repairs were absorbed by the house-

holds themselves. In a small number of cases, homeowners took advantage

of government repair assistance programs in addition to applying for

housing allowances. Green Bay offered grants to homeowners whose

dwellings violated city housing codes. In addition, two repair handyman

services were provided by church and neighborhood groups in which

qualifying homeowners paid only for the materials necessary for repairs.

The use of other programs by allowance recipients was greater in South

Bend, probably because more programs were available there. Thecity of

South Bend operated five (and at one point as many as eight) different

grant and loan programs for repairs. Although the number of allowance

recipients taking advantage of these programs was relatively small, it

points to the potential linkage between housing allowance programs and

programs designed to assist directly in housing repair.

None of the costs referred to in tables 8.2 and 8.4 includes the value

of unpaid labor. Were such costs to be estimated and included, these

figures would, of course, be somewhat higher. For example, recent

estimates of the full cost of repairs to units failing inspection, includ-

ing valuing unpaid labor, were made for repairs occurring over an
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Table 8.4

Who Paid for Repairs on Units Failing Initial Inspection Which Were

Subsequently Repaired?
a

TT

      

Owner-Occupied Units Rental Units

Green South Green South

Person Paying for Repair Bay Bend Bay Bend

Eee7seseMJ

sb

SS

Occupant 71% 65% 21% 28%

Landlord — — 43 37

Other 2 8 2 2

No cash outlay 27 ot 34 33

Total 100% 100% 100% 100%

I

Source: McDowell [C61], p. 26.

18-month period in 1978 and 1979. The mean full cost for rental units

was $56 and $42 in Green Bay and South Bend, respectively. The com-

parable figures for homeowners are $111 and $60.'* They still do not

constitute “major rehabilitation” or even “modest rehabilitation” under

definitions commonly in use. With the possible exception of the 1 percent

or so of households spending over $1,000 in repair actions, it is hard to

imagine that the occupants of these housing units felt substantially better

housed after the initial inspection and repair process than before. On the

other hand, minorrepairs, such as eliminating the draft from windows by

caulking or installing weather stripping, can make a real difference in a

household’s comfort and in some instances lower fuel bills. Low repair

outlays also mean that most of the units offered by would-be participants

for inspection were in good condition. Since upgrading a unit was only

one of the ways to qualify for program participation, there is no inference

here about the extent of housing improvement of participants generally."

13. Communication from the Rand Corporation March 26, 1980; contributed labor

ss valued at the minimum wage of $2.90 per hour. Also note that, based on evidence

from a special survey of landlords, Rand estimates that tenants fail to report about

half of the cost of all repairs on their dwellings. Finally, note that the figures given

in the text are for “required repairs,” ie., repairs made between a unit failing an in-

spection and subsequently passing. As such, it includes units failing initial and annual

inspections. During the year September 1977 to September 1978, the first 9 months of

the 18-month period to which the date in the text refers, units failing annual inspec-

tions and requalifying later constituted 44 percent of all units failing inspections and

requalifying, as calculated using the figures in tables 2.5 and 2.6 in Rand [E130] and

tables 2.4 and 2.5 in Rand [E129].

14, See chapter 6 for a discussion of housing consumption changes associated with

receiving allowances.
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Table 8.5

For Units Which Fail Initial Inspection: Proportion of Failed Units
Subsequently Repaired as a Function of the Number of Defects

Identified at Initial Inspection
eee

Proportion of Failed Units Subsequently Repairedeee

 

Owner-Occupied Units Rental UnitsNumber of Defects i
Identified During Green South Green South
Initial Inspection Bay Bend Bay Bendeee

1 87% 88% 67% 13%
2 81 78 60 55
3 67 63 52 52
4t 46 51 31 32

Average 79% 79% 59% 57%eee
Source: McDowell [C61], p. 20.

Which Units Were Repaired?

In addition to considering the magnitude of repair actions undertaken
on units which are being repaired, it is important to investigate the
number and characteristics of units which fail initial program inspection
but then are never repaired and reinspected. Table 8.5 indicates for Green
Bay and South Bend the proportion of households whose unit fails
initial inspection who repaired those units and had them pass a subsequent
inspection. It indicates that the larger the number of defects requiring
repair which the inspection identified, the lower the probability that the
unit will receive repairs. For example, while 87 percent of Green Bay
howeowners facing one inspection-identified defect elected to repair their
homes, only 81 percent of the same group did so when they faced two
defects, only 67 percent did so when facing three defects, and only 46
percent did so in the face of four or more defects. While the number of
defects found in an inspection is not an ideal indicator of the general
state of repair of the house, it may be used as an approximate index. What
these data then suggest is that typically the units which were undergoing
repair are units which are in better general condition than are the units
which are going unrepaired. Seriously deficient housing units, which
would require more extensive and expensive modifications to meet pro-
gram standards, generally are not affected by the housing allowance
program; if they are inspected and fail, their occupants decline to under-
take repairs. On the other hand, units which are only marginally deficient,
with only a small number of defects each of which can be corrected
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Table 8.6

Incidence of Substandard Housing and Proportion of Units Repaired in
Response to Program Requirements in the Supply Sites through

September 1979

 

Renter Owner

Green South Green South
Bay Bend Bay Bend

Total dwellings 15,502 21,070 34,705 58,601
Substandard dwellings

Total 5,717 9,720 9,479 17,402
Inspected by the
allowance program 4,616 6,570 1,621 3,772

Repaired through the
allowance program 2,912 3,/67 1,249 2,822

Percentage of all sub-
standard units repaired
through the program 51 39 13 16

 

Source: Communication from the Rand Corporation, March 26, 1980.

cheaply and easily, will be the ones where program-induced repairs follow
initial inspections.

In focusing tightly on the actual types of repairs undertaken, it is
possible to overlook the sheer volume of units repaired cumulatively
through the program. The Rand Corporation has recently estimated that
a majority of the rental housing defined as substandard by program
criteria has been inspected under the program (table 8.6). Moreover,
half of all substantial rental units have been repaired in Green Bay in
order to qualify for the program; in South Bend, 39 percent have been
repaired. While there is no assurance that these repaired units have been
maintained at program standards, especially when their occupants leave
the program, the impact on the housing quality in the sites is obviously
substantial, when judged by application of the program’s dwelling
standard.

ONGOING HOUSING UNIT MAINTENANCE

While the most immediate effect of a housing allowance program on
the housing stock is to induce repairs following intial inspection, it might
not be the most important effect in the long run. Additional repairs and
improvements may be promoted during the course of the program. Indeed,
improved maintenance over the long term could make a fundamental
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difference in dwelling quality and neighborhood conditions. Annual hous-
ing improvementfigures presented here are for approximately the first two
years of program operations in each site. As such, they provide only a
hint of the long-term effects. Ultimately, four years of data will be
analyzed in the Supply Experiment, given a better picture of ongoing
improvements. Even now, though, we knowthat there is a great deal of
turnover among recipients, which means that the incentives provided
by allowance payments for ongoing maintenance will, in general, be
variable for individual dwellings.

Improvements over the year might be made in anticipation of the
annual reinspection. Households would seek to forestall an interruption
of their payments that might occur if they failed the annual reinspection

and had to repair at that time. Or they might maintain their housing
at a higher level because the inspection process has made them generally

more conscious of housing defects and the need for their eradication.
At the same time, by providing low-income households with somewhat
enhanced purchasing power, housing allowances might provide funds to
households eager to maintain their housing but previously unable to
afford to do so; this latter effect may be particularly important for home-
owners, especially elderly homeowners, for whom deferring home main-

tenance is sometimes a meansof stretching limited incomes.

Because there is no control group in the Supply Experiment, most of
the data presented here simply describe the actions of participants without

reference to households’ and landlords’ normal activities. As such, they

provide information on the maintenance process that has generally not

been available heretofore. The final section presents some rough informa-
tion on program effects on routine maintenance and repair activity.

Improvements Undertaken by Homeowners

Estimating the extent of annual repairs is more difficult for renters
than for homeowners, since renters sometimes may be unaware of the
improvements actually being made. This is particularly true for multi-
family dwellings in which landlords might undertake repairs to the

furnace or the roof, for example, without tenants’ awareness. Therefore,

this section considers improvements undertaken by homeowners in the
Supply Experiment. A later section will consider the limited data thus far
available on renter-occupied units—those provided by the tenants
themselves.?°

15. At the time of this report, data were not yet available on a special survey of

housing allowance office clients’ landlords, undertaken to determine repairs made in

1978. This information should provide an important key to the extent of annual repairs

undertaken on allowance program housing units.



Repairs and Maintenance 19.

Table 8.7

Annual Repair Actions by Homeowners, Green Bay and South Bend

  

Percentage ofall Average

Repair Action Improvements Cost

Paint or repair ceilings, floors, walls 30% $141
Repair major systems * 9 76

Repair foundation, roof 7 25

Paint or repair fence, accessory

structure, porch 7 106

Install or replace ceiling, floor, or wall 5 314

Install or replace fixtures » 5 110

Install or replace major systems 3 454

Install or replace appliances¢ 3 194

Install or replace foundation or roof 3 452

Repair windows 3 53

Replace or install door 3 86

Replace or install windows 3 157

Other (no category more than 3%) 20 —

All actions 100% $162
Total number of actions 6773 5417

Source: Derived from special tabulations provided by the Rand Corporation.
Includes repairs reported to the housing allowance offices between
January 1976 and June 1977. Cost figures are based on a reduced
set of records because of missing data items.

a. Major systems include the furnace, heating system, plumbing system, and
electrical system. Repairs to major systems include replacement and installa-
tion of electrical fixtures and outlets.

b. Fixtures include bathtubs, showers, sinks, andtoilets.
c. Applicances include ranges, refrigerators, water heaters, and room

heaters.

At the time of each annual reinspection in the Supply Experiment,
data were collected on the types of improvements undertaken during the
previous year. Table 8.7 lists the types of improvements undertaken, their
frequency, and their average cost. As this table indicates, there are major
differences between these activities and those reported in table 8.1 for the
time period immediately following initial inspection failures. Noticeably
absent from the annual repairs are installation of handrails and prying
open of windows, which together accounted for about 38 percent of the
repairs following unit failure at initial inspection. Picking up litter or
broken glass and connecting appliances, often required to pass inspections,
also do not constitute appreciable percentages of annual improvement
activities. The most frequent activity undertaken during the year was
painting and repairing ceilings, floors, and walls, which accounted
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for about 30 percentofall actions. This sort of painting and repairing also
was undertaken after failing initial inspections, although at a lower rate
(9 percent of homeowneractivities). However, the painting and repairing
activities undertaken as part of annual repairs were more substantial in
scope than those donein order to pass inspections. The out-of-pocket costs
for these activities during annual repairs averaged $141, almost $100 more
than the average out-of-pocket costs for painting and repair activties
undertaken subsequentto failing initial inspection.

The remainder of common annual improvementactivities are fairly
diverse. Repairs to major systems. foundations, roofs, fences, accessory
structures, and porchesconstituted a greater percentage of annual improve-
ments than activities undertaken after failing inspection. In each case,
such activities cost from five to six times more than at the time of inspec-
tion, indicating again that annual repairs were probably more substantial
in nature. Replacements constituted a greater percentage of annual im-
provements than of initial improvements (9 versus 20 percent). In some
cases, these activities were expensive, particularly when they involved
major systems such as the furnace, plumbing, or electrical system. In
contrast, installations, which accounted for 41 percent of initial improve-
ments, are only 13 percent of annual improvements. Overall, the out-of-
pocket costs of improvements done during the year averaged $162 per
improvement, with actions involving installations and replacements
typically exceeding the costs associated with actions which are repairs.

It is also important to note that more than one third of the repairs
made voluntarily by both owners and renters are on the dwelling’s ex-
terior.’® This contrasts with about one fifth of repairs required to qualify
a unit, either initially or after failing an annual inspection. Since external
repairs improve the external appearance of the unit, they affect the views
of others about the condition of the neighborhood and may help produce
the upgrading of other properties.

Improvements per Unit

Another important indicator of ongoing maintenance activity is the
total number of improvements undertaken per unit and the per unit total
costs of the full set of improvements undertaken. In both Supply Experi-
mentsites, as shown in table 8.8, approximately the same percentage of

 

16. Data are for the period January 1976 through June 1977. Special communica-
tion from the Rand Corporation, March 26, 1980. External items include dwelling
roofs, walls, and foundations; and, if present, porches, eaves, gutters, drain spouts,
sidewalks, handrails, steps, garages, accessory structures, fences, site grading, and
accumulations of trash or garbage. Windows and doors are counted as interior items.
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homeowners reported no activities over the course of a year: 27 percent

in Green Bay and 26 percent in South Bend. Of homeowners who under-

took some improvement, the distribution of number of: actions per unit

is roughly similar to the two sites. About one fifth of all homeowners

participating in the Supply Experiment did one, two, and three repairs,

respectively, and approximately one fifth did more than four repairs. The

average number of improvements per dwelling, in dwellings where any

actions were undertaken, was 2.6 at Green Bay and 2.7 at South Bend.

These averages are higher than that reported in table 8.2 for actions under-

taken following initial inspection, when the majority of homeowners

completed one improvementactivity in order to pass the standards.

The cash outlay per unit varies considerably, matching the variation

in the numberof repair actions. Because of this variation, several alterna-

tive statistics—averages, medians, and ranges in percentiles—are presented

in table 8.8. The table indicates that 50 percent of all cases involved

annual cash outlays of $105 or less in Green Bay and $125 or less in

South Bend. As noted above, about one fourth of homeowners report

spending no money at all on annual improvements. On the other hand,

some homeowners obviously undertook major rehabilitation of their

homes over the course of the year, with a maximum of approximately

$10,000 spent by a few homeownersin both sites. The interquartile range

(representing the 50 percent of the cases in the middle of the spectrum)

itself has a considerable range—from $0 to $355 in Green Bay and from

$0 to $412 in South Bend. The average outlays, influenced heavily by

the few cases of major expenditures, are $324 and $347 for Green Bay

and South Bend, respectively.17 Average cash outlay figures for repaired

units only, of course, are higher at both sites than are average figures

which refer to all units, whether they undergo any repair action or not;

total annual out-of-pocket repair expenditures for the former group

averaged $437 in Green Bay and $467 in South Bend.

The overall picture created by these figures is one of wide variation

in annual outlays for improvements to units by homeowners who partici-

pated in the Supply Experiment. Part of the reason for this variation
is that improvement expenditures by an individual household are typically

not constant over time. Some households spend a great deal on repairs and
improvements in one year andlittle in the next. Households may “piggy-

back” several improvementactions together to reduce total costs or because

17. Estimated full costs, including nonpaid labor, for an 18-month period in
1978-1979, averaged $351 and $370 in Green Bay and South Bend. (Communication
from the Rand Corporation, March 26, 1980.) However, since the data in the text are
for 1976-1977, no direct statement about the value of contributed labor is possible.
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Table 8.8

Housing ImprovementActions per Unit, Annual Voluntary Repairs:
Homeowners in Green Bay and South Bend
eee

Percentage of Units

  

Green Bay South Bend

Numberof actions per unit
0 27% 26%
1 21 18
2 20 21
3 15 17
4 8 9
o-+. 9 9

100% 100%
Mean (repaired units only) 2.6 2.7
Cash outlay per unit (all evaluated units)

25th percentile $ 0 $ 0
Oth percentile (median) 105 125
75th percentile 355 412

100th percentile 10,000 10,088

Mean $ 324 $ 347
Cash outlay per unit (repaired units only)

Mean $ 437 $ 467
Median 210 250

OT

eee

Source: McDowell [C61] pp. 45, 49. Based onrepairs reported to the housing
allowance offices between January 1796 and June 1977.

doing several together is more convenient. Clearly, such expenditures are
not like rent or mortgage payment which are evenly distributed during
the year.

Table 8.9 indicates that commercial contractors were used in many
more cases for annual improvements than they were in the case of improve-
ments made following initial inspection. In Green Bay, work on 30 percent
of the units involved contractors, and in South Bend half did so; the
corresponding figures for initial repairs were 13 percent and 19 percent,
respectively. This larger number of contracted jobs is consistent with the
observation that annual repairs were more substantial and more costly

than were initial repairs. Similarly, table 8.10 indicates that, in contrast
to repairs done at the time of inspection, only 2 percent of annual im-
provements were done for no cash outlay; when improvements were under-
taken, they almost always were paid for by the homeowner.
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Table 8.9

Who Performed Annual Improvements on Owner-Occupied Units?

I

Green Bay South Bend

a
Owner 52% 29%

Friend 18 21

Commercial contractor 30 50

Total 100% 100%

Source: McDowell [C57], p. 47.

Table 8.10

Who Paid for Annual Improvements on Owner-Occupied Units?

I

Green Bay South Bend

nn

Owner 95% 95%

Other 3 3

No cash outlay 2 2

Total 100% 100%
a

Source: McDowell [C61], p. 49.

Renter-Reported Improvements

The same type of improvement information collected for homeowners

was collected for renter households in the Supply Experiment, although,

for reasons just cited, renter-provided information is likely to understate

the true extent of repairs on renter-occupied units. In fact, very recent

estimates, based on a special survey of clients’ landlords, indicate that

clients fail to report about half of the total cost on all repairs on their

dwellings, apparently because they lack information about landlord-paid

repairs.*®

The information so far available, however, provides someinsights into

improvements to the rental stock. Table 8.11 provides the breakdown of

renter-reported instances of repair actions undertaken during the year.

Interestingly, the types of actions reported are very similar to those re-

ported by homeownersin table 8.6. In fact, the type of action constituting

the greatest percentage (38 percent) of all renter-reported actions—

painting or repairing ceilings, floors and wall—constituted the largest per-

18. Communication from the Rand Corporation, March 26, 1980.
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Table 8.11

Renter-Reported Annual Repair Actions, Green Bay and South Bend
eee

Percentage ofall Average
Repair Action Improvements Costoii

Paint or repair ceilings, floors, walls 38% $ 53
Repair major systems # 9 87
Install or replace ceilings, floors, walls 6 173
Repair fixtures » 5 24
Repair foundation, roof 4 280
Install or replace appliances © 4 182
Install or replace fixtures 4 78
Paint or repair fence, accessory

Structure, porch 4 69
Repair windows 3 40
Replace or install door 3 74
Replace or install windows 3 125
Other (no category more than 3%) 17 —

All actions 100% $ 106
Total number of actions 2575 1475eee,
Source: Derived from special tabulations Provided by the Rand Corporation.

Includes repairs reported to the housing allowance offices between
January 1976 and June 1977. Cost figures are based on a reduced
set of records because of missing data items.

a. Major systemsinclude the furnace, heating system, plumbing system, and
electrical system. Repairs to major systems include replacement and installa-
tion of electrical fixtures and outlets.

b. Fixtures include bathtubs, showers, sinks, and toilets.
c. Appliances include ranges, refrigerators, water heaters, and room heaters.

centage (30 percent) of actions reported by homeowners, Other actions
high on the renter-reported list, such as repairs to major systems,installa-
tion or replacement ofceilings, floors, and walls, and repairs to founda-
tions and roofs, were also high on the list of homeowner annual repair
items. As with homeowners, renters list a large variety of repairs under-
taken, and other than painting and repairing ceilings, floors, and walls,
no other single action constituted more than 9 percent of all improvements.

Table 8.11 presents the average cost reported by renters for these re-
pairs. In all cases except one—the repair of major systems—the expendi-
ture data reported by renters are below those reported by homeowners
for the same action. In the most frequent category—painting and repair-
ing ceilings, floors, and walls—renter estimates were only one third of'the
estimates by homeowners ($53 compared to $141). This pattern tends
again to make one question relying solely on renter-reported figures.
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Table 8.12

Renter-Reported Annual Repair Actions per Unit, Green Bay and

South Bend

Percentage of Units

 

Green Bay South Bend

I

Numberof actions per unit

0 58% 57%

18 19
2 13 12

3 6 7

4t 5 5

100% 100%

Mean(repaired units only) 2.0 2.0

Cash outlay per unit (all eva/uated units)

25th percentile $ 0 $ 0

50th percentile (median) 0 0

75th percentile 46 65

100th percentile 10,500 20,123

Mean 88 116

Cash outlay per unit (repaired units only)

Mean $ 202 $ 269

Median 65 15
a

Source: See table 8.14.

Table8.13

Who Performed Annual Improvements on Renter-Occupied Units?
Oe

Green Bay South Bend

I

 

 

Tenant 35% 34%

Landlord 35 28

Friend of tenant 7 12

Contractor 23 26

Total 100% 100%
a

Source: See table 8.14.

Further investigation of this issue must await information provided by

landlords.

Despite their limited value, tables 8.12, 8.13, and 8.14 provide break-

downs of information similar to those provided earlier for homeowners.

The average cash outlay per unit estimated by renters is $88 for Green

Bay and $116 for South Bend, compared to the $324 and $347 cited

earlier for homeowners in the respective sites. Lower means and medians
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Table 8.14

Who Paid for Annual Improvements on Renter-Occupied Units?aoe
Green Bay South BendEO

et

Tenant 28% 46%Landlorld 68 48Other 1 3No cash outlay 4 3
Total 100% 100%oe
Source: McDowell [C61] pp. 45, 47, 49. Based on renter-reported repairs pro-

vided to the housing allowance offices between January 1976 andJune 1977.

for renters probably reflect the larger number of cases in which no repair
actions are reported. In the case of renter-reported data, nearly three fifths
of the cases in each site indicated no repair actions per unit. In the case
of homeowners, it will be recalled, fewer than one third of the cases
involved no actions undertaken during the year. Again, these differences
may be due to underreporting by renters rather than lower levels of
investment for renter-occupied units.

Table 8.13 indicates that a substantial proportion of the improvement
actions—about one third—were undertaken by the tenants themselves. In
an additional 7 percent of the cases in Green Bay and 12 percent in
South Bend, tenants were helped by friends in completing the repairs.
In a surprising numberofcases, tenants paid for the annual improvements
themselves. Table 8.14 indicates that this was particularly true for South
Bend, where about 46 percent of the number of annual improvements are
paid for by the tenants.1° It is not clear from the data that are available
whether the program induced a greater percentage of tenant-paid repairs
than normally takes place.

The Impact of the Allowance Program

An important question is whether or not these annual repair data
represent significant changes in the pattern of expenditures which would
have occurred in the absence of the allowance program. Because there
was no control group included in the Supply Experiment and because any
observation is now limited to owner-occupied properties, a precise response
to this question is not possible. To suggest at least an approximate answer

 

19. Less than 5 percent of the repairs were paid for jointly by tenants and land-
lords.

|
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to that question, figure 8.2 compares the expenditures of low-income home-

owners who participated in the Supply Experimentto a sample of all low-

income households residing within standard metropolitan statistical areas

in the North Central Census region of the United States. Only households

with incomes below $7,500 are included in this comparison group, to

approximate the income range of Supply Experiment eligibility.

The figure suggests that Supply Experiment homeowners may in fact

spend more on annual repairs and improvements than do comparable low-

income homeowners generally. For all dwellings evaluated, both mean

expenditures and median expenditures are substantially higher for Green

Bay and South Bend EHAP participants than for this comparison group.

For example, median expenditures of $105 in Green Bay and $125 in

South Bend substantially exceed the regional low-income household median

of $19. The samepattern of higher expenditures within EHAP than in the

comparison group also holds for data on expenditures per repaired

dwelling, presented in the lower half of the figure.

Of course, these data do not prove conclusively that housing allowance

recipients spent more on annual improvements than did other comparable

households. The estimate in the latter case is a regional estimate, and

Green Bay and South Bend households might be higher than the regional

average. In addition, the higher figures for allowance recipients might be

due to some form of self-selection into the program; those households

electing to participate in the allowance program mighthave a higher pref-

erence for housing and thus might spend more on annual improvements

than the average household of the same income.

Despite these possibilities, this simple comparison suggests that allow-

ance payments may have a favorable effect on annual expenditures for

housing repairs and improvements. Further analysis which, it is to be

hoped, will be performed on data from the Supply Experiment, may

eventually refine the conclusion. In particular, analysis is needed to

identify the mechanism by which this improved maintenanceeffect, if it

really exists, is promoted by allowances. Does imposition of housing

quality standards through annualinspections induce homeownersto better

maintain their properties in order to remain eligible for allowance bene-

fits? Alternatively, are the payments themselves the crucial element, pro-

viding the purchasing power low-income households need to perform

repairs that they had wanted to do but previously could not afford? Would

these increased maintenance levels continue indefinitely in a permanent

housing allowance program, or would they cease after a “backlog” of

long-overdue repairs was completed? And,finally, since the only evidence

available to date refers to homeowners, do similar patterns of increased

maintenance apply to landlords’ actions in relation to their rental units?
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Figure 8.2

Cash Outlays for Annual Improvements: Supply Experiment Homeowner
Participants Compared to Low-Income Homeowners in

North Central States
eee

Green Bay South Bend Low-Income HouseholdsHomeowner Homeowner North Central CensusParticipants Participants Region, within SMSAs

 

All Dwellings

$324 $347
$248

$19
PZ

Mean Median Mean Median Mean Median

   

 

Repaired Dwellings Only

$392

  
Mean Median Mean Median Mean Median

 

Sources: HAO records through June 1976 for Green Bay and December 1976
for South Bend. Census tabulations were run on residential altera-
tions and repairs (‘‘C50” data). ‘“‘Low-income households” are
those with incomes under $7500, to approximateeligibility level for
Supply Experiment.
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Analyses done to date for owner-occupants, mostly with data not from

the Supply Experiment, suggest that the incremental income received

through allowance payments would not be sufficient to induce the dif-

ferentials between the Supply Experiment sites and the North Central

Census region of the size reported above.” This in turn implies that in-

spections, or perhaps the belief on the part of participants that allowances

“should be spent on housing,” are the operative mechanisms inducing

greater repair activity. Firm conclusions depend upon further analysis,

some to be done with the full body of data from the Supply Experiment.

CONCLUSIONS

We began this chapter by presenting definitions of terms used to

describe the nature and extent of housing repairs. We saw there that even

such nonambitious terms as “modest rehabilitation” were conventionally

defined to involve expenditures of at least several hundreds of dollars.

Anything of smaller magnitude was referred to as maintenance or minor

repairs, while terms implying substantial efforts, such as “major replace-

ments” or “additions and alterations” typically were reserved for more

extensive undertakings.

Using this as a reference for the initial effects of the housing allowance

program on the units occupied by program recipients, we are clearly led

to characterize these effects as the promotion of maintenance and minor

repairs. We have seen that, in general, the housing units which were

recruited into the program were those which either already met program

quality standards at the time of initial inspection or could meet them

after only minor actions such as installation of a stairway handrail or

prying open a windowthat was painted shut. On average, fewer than two

improvement actions were required to qualify units which failed initial

inspection and subsequently passed, and the median total cash expenditure

involved was about $10. While some of these actions induced bythe allow-

ance program requirements may haveaddedatleast a little to the quality of

housing services enjoyed by the current residents of the units, their

magnitudeis too trivial to indicate any substantial alteration of the current

condition or future longevity of the dwelling unit. They could not be

considered rehabilitation or upgrading of the unit in even their most

modest form.
The effect of the allowance program on the ongoing maintenance of

20. For evidence on this point see Mendelsohn [C69]; Helbers [H57]; Struyk

and Soldo [C107], chapter5.
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housing units over time presents a more hopeful outcome, although the
evidence on which we can base conclusions is incomplete. It appears
fairly certain that housing allowances are associated with a higher level
of annual maintenanceactivities among homeownerrecipients than would
occur in the absence of the program. However, we do not yet know the
exact magnitudeofthis effect, nor the mechanisms by which it occurs, nor
whether it extends to landlords of rental-occupancy units as well as to
homeowners. If further research confirms the reality of this effect, how-
ever, it would indicate one important long-run benefit of an allowance pro-
gram. If housing units currently in the existing stock and in reasonable
condition can be prevented from deteriorating, the supply of housing
available for low-income families may be substantially enhanced at
modestcost.



CHAPTER 9

CommunitywideEffects
of Housing Allowances

Larry J. Ozanne and JamesP.Zais

HE PREMIER communitywide impact anticipated from implementa-

tion of a housing allowance program was inflation in the cost of

housing, caused by a substantial infusion of housing demand from the

subsidy payments. But other far-reaching effects were also thought pos-

sible: if allowances induced substantial upgrading of dwellings occupied

by program participants, this might induce others—both landlords and

homeowners—to undertake improvements and foster a broadrevitalization

of a neighborhood’s physical plant; market intermediaries—among them,

realtors, bankers, and contractors—might act to promote or thwart the

program, depending on how they perceived it; the community at large

might welcome or resist the notion of “welfare payments for housing”

and, finally, there might be mass migrations of allowance recipients within

the metropolitan area which would affect the stability of neighborhoods

and community acceptance.

This chapter reviews the evidence available to date on each of these

communitywide effects. The bulk of the material deals with the issues of

program-induced inflation in the housing sector. After presenting and

explaining these findings, evidence on the other issues is reviewed.

ALLOWANCES, SUPPLIER BEHAVIOR, AND INFLATION

This section addresses the question: Would a housing allowance program

raise housing prices? This possibility was perhaps the major drawback

mentioned for allowances in the preexperimental discussions of allow-

207



208 LANDLORD/MARKET/AGENCY/RESPONSES

ances.’ By now we know from the experiments that programson thescale
of those tested are likely to inflate rents little if at all for recipients and
not at all for others. Early results from the Supply Experiment find that
introduction of the program had no major immediate effect on marketwide
rent inflation and little if any immediate effect on recipients’ rent infla-
tion.” Furthermore, we know from all three experiments that the allow-
ance programs contributed only marginally to existing demands for hous-
ing.” Thus it is extremely unlikely that demand pressures in anysort of
housing allowance program would ever be sufficient to heighten market
rent inflation substantially.

Prior to the experimental findings, the question of price effects was
of relatively great importance because analysis confidently assumed that
allowances would unleash strong demand for housing but were uncertain
about how landlords, builders, and other market participants would re-
spond. If these suppliers responded primarily by raising prices, recipients
would gain little from allowances, other consumers could be made worse
off, and landlords or other suppliers would get most of the subsidy.

For some the concern that suppliers would primarily raise prices in
response to allowances, stemmed from a belief that landlords had
monopolistic or other exploitative powers to charge as much as their
tenants could bear.* The landlords’ power was felt to come from the
isolation of many low-income tenants into narrow submarkets, by virtue
of their race, poverty, welfare status, family composition, and the tenants’
own lack of competence at shopping and negotiating for housing. For
others, the concern was not that individual landlords were monopolists
but that the marketwide supply of housing was so tight that the increased
demand in the short run would lead to a rise in market rent levels that
affected recipients and others alike. Accelerated inflation in medical costs
had begun about the same time Medicare and Medicaid were enacted,
and some feared a similar sequence of events from enactment of an
allowance program.® In the course of a few years, so this view held, the
market could be expected to respond with additional output and the price
pressure would be dissipated. In reaction to the latter view, it was fre-
quently proposed that an allowance program be phased in slowly. How-
ever, a third and final set of concerns focused on more permanent market

I. See President’s Committee on Urban Housing [P66], p. 71-291; U.S. Congress
[P79]; de Leeuw [P12].

2. Barnett and Lowry [C8].
3. See chapters 4 and 6.
4. An expression of this concern appears in Freiden [P22], pp. 11-14
5. The President’s Committee on Housing [P66], pp. 71-72.
6. U.S. Congress [P79], p. 308.
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effects. Some observers felt that higher output of services would lead to

permanently higher prices through higher supply costs, thatis, fromhigher

land costs or production diseconomies.

The variety of these concerns revealed how little was known about

how suppliers of housing respond to the demand for additional housing

services. Only a few general statistics and a handful of studies were

available at that time. For example. it was generally apparent that grow-

ing population and rising incomes from 1940 to 1970 had been accom-

panied by a large increase in suburban housing; the Census showed a

steadily declining incidence of substandard housing over the same period;

and the Consumer Price Index for housing had risen no faster than aver-

age prices. These patterns suggested that, in the long runat least, housing

suppliers do respond flexibly to increases in demand and that price rises

are therefore not inevitable. Supporting the general information, one

research study had shown that the large expansions in new construction

which occurred from year to year in response to changes in demand were

accompanied bylittle effect on prices.’ Optimistic as these pieces of in-

formation were, they dealt only with average national trends in the United

States and focused mostly on the construction of new dwellings. Slum

housing wasstill readily apparent in all metropolitan areas and still ex-

panding in some. Even if new construction did respond well for upper-

and middle-income households, the supply of housing services provided by

landlords for low-income households could respond quite differently.

Knowledge about landlords in low-income neighborhoods was even

scantier than knowledge about new construction and economywidetrends.

Two case studies of such landlords were completed in the 1960s, onefor

housing in Newark and the other in Baltimore.* The landlords in these

studies hardly fit the “slumlord” stereotype, as they struggled with high

costs, short lines of credit, and low rental income. From these studies and

other information, it seemed that most landlords in low-income neighbor-

hoods owned a small fraction of the units in any area and that entry by

others into the business of owning and operating rental properties was easy

and common. The underlying conditions for a competitive market appeared

to besatisfied, and, consequently, monopolyrestrictions on output suggested

by some would not seem possible. On the other hand, two case studies are

hardly definitive, given the diversity among U.S. metropolitan areas.

Furthermore, even if monopoly power is unavailable to landlords, there

may be other sources of market control, such as racial or economicsegre-

gation, lack of tenants’ knowledge or bargaining strength, or, in the case

of allowances, lack of concern about how allowance dollars are spent.

7. Muth [H99].

8. Sternlieb [C102]; Stegman [C101].
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Finally, these studies lacked quantitative estimates of how much landlords
would be able to raise rents in the face of general increased demand.

This limited information available about the behavior of landlords
and other market suppliers presented a major obstacle to full assessment
of housing allowances. Consequently, as interest in allowances grew,
several studies were launched to find out how the supply of housing
responds to increased demand. The Supply Experiment, with its detailed,
metropolitanwide survey of landlords, tenants, howeowners, realtors,
mortgage lenders, and others, is the most ambitious of these studies.
Application of large-scale simulation models which incorporate suppliers’
behavior has been another major effort, and there have also been addi-
tional research papers of the moretraditional econometric type.

In this section, we review much of the research stimulated by the
housing allowance question to summarize what has been learned about
supply-side responses to increased demand. As of 1980, very little precise
quantitative information has yet been established. Studies outside of the
Supply Experiment have found existing data sources unyielding, and the
Supply Experiment has found collection of high quality data much
slower and moretime consuming than originally thought.

Ironically, however, the original question concerning housing allow-
ances has been answered without much information concerning housing
suppliers. In EHAP, the basic assumption that an allowance program
would greatly stimulate housing demand proved to be wrong; little addi-
tional demand was induced. Consequently, because suppliers have not
faced a substantial increase in demand, marketwide housing prices and
outputs have remained largely undisturbed. The original policy concern
about runaway inflation of rents was thus rendered moot in terms of
housing allowances themselves.

In spite of answering this housing allowance question, however,re-
search has not quieted many of the more basic concerns about how sup-
pliers respond to increases in demand were such an increase in demand
to occur. How much would landlords raise prices in the short run? If
prices rose, would the increase be permanent? How fast would addi-
tional housing services be forthcoming? Would prices of land, new
structures, or wages rise because of the higher demand? These questions
remain important because other programs maystill focus sizable demand
Increases on small neighborhoods, because income transfer programs on a
larger scale than those now operating may someday be considered, and
because shifts in population and income themselves frequently cause siz-
able changes in housing demand within metropolitan markets. The fol-
lowing sections review what is known about supplier behavior, examine the
results of the Supply Experiment carefully, and discuss the seeming con-
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tradictions between the conclusions of research and the experimental

findings.

Basic Concepts

In going through studies on supply behavior it will be useful to refer

to a few standardized concepts. The first of these is housing services—the

composite flow of services such as warmth, shelter, and privacy that

tenants normally receive from units operated by landlords. Landlords

produce housing services from buildings, maintenance and management

labor, utilities, and other inputs that they buy in related markets.” Rents,

which represent tenant expenditures for a month’s housing service,

can be thought of as the product of a price per unit of housing service

multiplied by the quantity of services received. A housing allowance pro-

eram that raises rents because it increases the quantity of services would

not be inflationary, but one which raised the price per unit of services

without changing the quantity of services would be.

The second concept is the price elasticity of supply. It 1s defined as

the percentage increase in output of housing services associated with a

1 percent increase in price. When large increases in output are provided

with small increases in price, supply is said to be elastic or responsive.

Whenlarge increases in price yield only small increases in output, then

supply is inelastic or unresponsive. Much of the concern about the price

effects of housing allowances can be expressed as concern about the de-

eree of elasticity or inelasticity of the supply of housing services, and

many researchers have tried to estimate one aspect or another of this

elasticity. Some studies focus on the elasticity from existing individual

dwellings; others look at entire metropolitan markets, which include the

construction of new units. Some studies consider the short run, when there

is insufficient time to build new units or to train additional labor, while

others look at longer periods when both types of change are possible.

Some studies look just at the supply elasticity for new buildings (for

which better data are available), while others try to measure the elasticity

of supply for the services actually exchanged between landlords and

tenants.

Early Studies of Supply Responses

Several of these studies were forthcoming in the early 1970s in direct

response to interest in housing allowances. The studies generally supported

the concern that augmented demand would lead to higher prices, but the

9. Homeowners act as both tenants and landlords providing their own services.



in producing additional dwellings.. Applying these results to allowance
programs, de Leeuw and Ekanem concludedthat an unrestricted allowance
which raised incomes of eligible households by 10 percent would inflate
rents for recipients by between 1 and 4 percent, depending on how well
the market for recipients is integrated with or segmented from therest
of the market.

In a second study, de Leeuw and Ekanem tried to identify the short-
run impacts of increased incomes on rents.! In particular, they wanted
to see if augmented demands were likely to lead to short-run “overreac-
tions” in rents which then would be moderated as supply expanded in
the longer run. They studied the pattern of year to year price changes
from the early 1950s to the late 1960s in the Boston, Detroit, San Fran-
cisco, and Washington metropolitan areas. Their findings were that in-
creased incomesfilter only slowly into increased rents. Households tended
to be slow to translate increased income into expressed demands for
housing, and landlords tended to be slow to raise rents in response to
observed increases in demand. Thus,rents gradually rise to their long-run
level over a few years rather than overshooting initially and then falling
back over time. In tight markets, the pattern would be speeded up, and
in loose markets it would be more protracted, but after about five years
the same long-run position would be reached. If these marketwide findings
were applicable to the moderate income sectors, then de Leeuw and
Ekanem concluded that an unrestricted allowance subsidy would cause
rents to rise gradually to their long-run levels rather than to overreach
in the short run.

A different approach was taken by Bernard Frieden.? Instead of
examining metropolitan housing markets, he used a survey of low- and
moderate-income households across all metropolitan areas. He compared
the housing conditions of welfare recipients to other low-income house-

 

10. de Leeuw and Ekanem [C13].
11. de Leeuw and Ekanem [C14].
12. Frieden [P22], pp. 11-14.
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holds and found over half of the welfare recipients to be in substandard

or overcrowded housing, compared to 34 to 435 percent of the other low-

‘ncome households. Frieden suggested that welfare recipients may get less

adequate housing for their incomes, in part because of monopoly power

on the part of landlords and segregation of welfare recipients into a

limited portion of the market.

These three studies examined different aspects of housing markets but

express the common themethat augmenting housing demand will lead to

higher prices. Thus, initial studies focusing directly on market effects

of housing allowances supported the original concerns. Of course, these

studies were hardly definitive. Only one of them dealt with allowance

transfers to low-income households, and that one lacked a careful linking

to rent effects. Furthermore, all the authors of these papers noted the

limited nature of their finding and urged further study.

EHAP’s Nonexperimental Studies

This brings us to the time, early in the 1970s, when HUD expressly estab-

lished EHAP for a concerted effort to evaluate the housing allowance

approach. The concern aboutrentinflation was reflected most prominently

in the Supply Experiment to which EHAP allocated the majority of its

research budget. But at the same time, EHAP provided separate support

for nonexperimental research on the market effects of housing allow-

ances. A large part of these funds went to support the development of

urban housing market simulation models which held out the possibility

of extending the experimental finding to various markets and different

allowance programs.

The Supply Experiment has been described in detail in chapter 3

of this volume, but the simulation models need a short introduction. The

Urban Institute’s Housing Market Model (HMM) and the National Bureau

of Economic Research’s Urban Simulation Model (USM) both received

support from EHAP and provided simulations of the market effect of

housing allowance programs.’? Both models describe changes over time

in the demand for and supply of housing services within a metropolitan

area. The models specify “model” households to represent the demand

for housing. These model households are characterized by income, race,

family type, and other attributes, and each has explicit preferences for

housing, neighborhood amenities, and nonhousing consumption goods.

When the models are applied to individual metropolitan areas these model

households are specified to represent the incomedistribution, racial com-

13. For a complete description of HMM see de Leeuw and Struyk [C15]; for

USM see Kain et al. [C43, C42]; Ingram et al. [C36].
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position, and preferences of actual households in that city. HMM uses395 to 45 model households to represent a metropolitan population while
USM uses 70 to 80 thousand households. In both models, all households
bid for housing services as though they were renters, although some are
identified as homeowners in USM.

The supply side of metropolitan markets is characterized by model
dwellings representing existing structures and units that could be created
through new construction. Model dwellings are specified by their initial
size, location, and other attributes. Housing services are produced from
existing or new dwellings according to specified technologies for combin-
ing operating inputs (such as fuels or maintenance) and capital improve-
ments. Rents are taken as exogenous to the model dwelling, and the output
of services is set as that which maximizes profits for that dwelling. In
applications to cities, each existing model dwelling represents the same
number of actual dwellings as a model household represents actual house-
holds. For this reason, the number of existing model dwellings is of the
same order of magnitude as the number of model households, and the
difference between them represents population change over the period.
All model dwellings are located in 1 of 4 to 6 geographic zones in HMM
and 1 of 200 zones in USM. These zones are characterized by their ac-
cess to employment, their wealth, and their racial composition, the latter
two of which are determined by the solution procedures of the models
themselves.

Another actor in the simulation models is government. Government

Given sets of model households, existing model dwellings, a new
construction sector, and government, the models solve by determining
which dwelling each household occupies, how much is paid in rent, what
level of services is produced per dwelling, how many new dwellings are
constructed, how big each one is, and how many existing dwellings are
withdrawn from use or are left vacant. The solution procedures represent
each household behaving to maximize its satisfaction and each dwelling
owner behaving to maximize his profits. HMM uses a trial and error
search for its market solution, and USM useslinear programming tech-
niques. Each HMM solution represents changes over a 10-year period;
each USM solution portrays year to year changes but is usually simulated
for 7 consecutive years.

Development of HMM began in 1972, and by 1974 it had been
calibrated for six metropolitan housing markets for the 1960-1970 decade—
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Austin, Chicago, Durham, Pittsburgh, Portland (Oregon), and Washing-

ton, D.C. In 1976,it was calibrated to the two Supply Experimentsites.

These eight sites represent a cross-section of American metropolitan areas

in size, regional location, population growth rate, and racial composition.

That the model has been able accurately to reproduce historic events in

these markets therefore suggests it is a flexible tool for representing the

broad range of U.S. urban housing markets. Development of USM began in

1968, and an early version was calibrated to Detroit. The present version

is calibrated to the Pittsburgh and Chicago metropolitan areas.

Calibration of the models to specific cities includes the setting of

several parameters which describe the behavior of model households,

model dwellings, builders, and so on. Some parameters, particularly

household demand parameters, are obtained by econometric estimation

techniques. Other parameters are obtained by simulating the model with

a variety of parameter values and selecting the values which best describe

actual market outcomes for the city being calibrated. Both models have

been calibrated over the 1960-1970 decade because of the availability

of Census data at the beginning and end of the decade. This is particularly

important for the setting of parameters by repeated simulations, since

actual market outcomesare the criteria used in selecting best values.

For this chapter, the parameters describing suppliers’ pricing and

output decisions are most important. HMM uses repeated simulations to

set the two major parameters describing an existing dwelling’s supply of

services decision. Calibration to the eight metropolitan areas has identified

a range of reasonable values for this pair of parameters. In terms of sup-

ply elasticities, the pair implies values ranging from about 0.4 to 1.1.“

The former implies that output rises a relatively unresponsive 4 percent

when faced with a 10 percent increase in price; the latter implies a

more responsive 1] percent in output for a 10 percent increase in price.

Within this span, HMM find that most parameter values are about equally

good at reproducing actual market outcomes. The divergence of values

does, however, affect simulated predictions of program implementation.

Consequently, in policy simulations HMM uses twosets of supply param-

eters, one describing relatively inelastic or unresponsive output changes,

the other one describing more elastic or responsive output changes.

The supply side of USM is specified in considerably more detail than

that of HMM. For example, landlords’ responses are decomposed into

three separate decisions: one on conversion of the basic structure into

more or fewer dwelling units; one on the level of services to produce in

the present year; and one on the level of maintenance and capital im-

 

14. de Leeuw and Struyk [C15], p. 94.



market effects of housing allowances, Ultimately, EHAP experimental
evidence can be incorporated into the simulation models, but for now,
the simulation models provide independent estimates of the effect of
housing allowance programs.

Housing allowance programs have been simulated with HMM for
the 1960-1970 decadein all eight of the metropolitan areas to which the
model has been calibrated.t® Allowances have also been simulated for the
same decade in four prototypical cities designed to represent the major
categories of all U.S. urban areas in terms of growth rates, racial propor-
tions, household income distribution, and central city-suburban popula-
tion shares.’* Importantly, housing allowances have been simulated for
the 1970-1980 as well as 1960-1970 decade in Green Bay and South
Bend, the two Supply Experiment sites.”

The main allowance program simulated in all the cities has been of
the minimum standard, housing-gap type with about one fifth of the
metropolitan population eligible for the allowance program. Thus, in scale
and in payment formula, it is similar to the main program field-tested
in the EHAP experiments. The minimum housing quality standard has
been represented in the model by a minimum quantity of housing serv-
ices which households must consume in order to receive an allowance,
and the standard was varied by household type to reflect the additional
space required for larger households to meet minimum occupancy stand-
ards. In calibrating the model to actual markets, a majority of the eligible
households appeared to be consuming below the standard in the absence
of the program.

The simulated responses of model households to this program are
remarkably consistent amongall cities and for both decades. Participation
rates are generally 70 percent or higher, except in Durham for 1960-1970
(36 percent) and Green Bay for 1970-1980 (97 percent). Those participat-
ing also tend to spend atleast half of their allowance on increased housing
expenditures. Thus, in the simulations, the allowances program stimulates

 

15. Ozanne [C82]; Marshall [C67]; Vanski [C117].
16. de Leeuw and Struyk [C15].
17. Vanski and Ozanne [C118].
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a substantial additional demand for housing from the lowest income

quintile of urban households.

The simulated supply responses to this demand vary considerably

among markets, but there is a pattern to this variation which follows

underlying market conditions. In slowly growing markets, HMMtypically

finds excess supplies of lower quality dwellings in the absence of an

allowance program. This condition tends to depress rents below their

replacement costs, discourages upgrading, and increases withdrawals

(e.g., abandonments, conversions, demolitions). Introduction of an al-

lowance program stimulates demand in this sector, prices recover, up-

erading now becomes profitable, and fewer dwellings are withdrawn. In

contrast, in rapidly growing markets, HMM usually finds strong demand

for the lower quality stock even in the absence of an allowance program.

Rents remain near their replacement costs throughout the market, most

existing dwellings are upgraded as well as they can be, given upgrading

costs relative to rents in other units, and additional construction is neces-

sary to serve the demand of households even with quite modest incomes.

Introduction of an allowance program does not push prices much higher

under these conditions. Prices are already near replacementcosts, and the

additional demand must besatisfied by households “filtering up” to

better quality units and by pushing more moderate-income households

into additional newly built housing.

Wheninelastic, or unresponsive, supply parameters are used, the slow

growth pattern is intensified in all cities. When elastic parameters are

used, the fast growth patterns are more pronounced in all cities. Numeri-

cally, the 10-year price increases paid by allowance recipients in the

slowly growing cities ranged between a high of 30 percent on average

under the inelastic parameters and 15 percent on average with theelastic

parameters. In the rapidly growing cities, recipients’ prices rise as much

as 15 percent on average with the inelastic parameters and aslittle as

5 percent on average with the elastic parameters. In sum, HMM finds

that rent prices paid by allowance recipients tend to rise 15 to 30 percent

in slowly growing cities and 5 to 15 percent in rapidly growing cities.

Except in rapidly growing cities with elastic supply parameters, price

increases for recipients average at least 15 percent and perhaps as much

as double that percentage.

On the other hand, in the parts of the market which do not include

allowance recipients, HMM simulations show insignificant price increases

for higher-income sectors, including households with incomeclose to the

eligibility limit for the programs. Theprice increases stimulated by the pro-

gram are confined to the lowest-income households who, by andlarge,

participate in the program. Indeed, some low-income households who do
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not participate in the allowance program face price reductions, since low-
income households with allowances move to higher quality sections of
the market leaving an excesss supply of the worst quality housing.

The housing allowance programs simulated with USM have purposely
been larger than those in the experiments and with HMM.Between one
fourth and onethird of all households have been made eligible, and close
to 90 percent of eligible households were designated as participating. The
reason for simulating this large jump in demand has been to highlight
the patterns of supply responses rather than to estimate precisely their
magnitude, and the extensive detail of USM has indeed shown an inter-
esting pattern of responses. Average prices marketwide are scarcely
changed, but this constant average masks an intricate pattern of sub-
stantial price increases in some submarkets and offsetting declines in
others. In Pittsburgh, 20 percent of the dwellings experience simulated
price increases of more than 10 percent while 22 percent experience de-
clines of the same magnitude. The corresponding percentage for the
Chicago allowance simulations are 19 percent and 24 percent, respec-
tively."* USM breaks down this pattern of increases by building type,
apartment sizes, and residential locations. New construction and with-
drawals of existing units are stimulated by the allowance program as well.
New construction rises by 14 percent in Pittsburgh and 23 percent in
Chicago. Thus, USM portrays an allowance program as causing very
substantial shifts in the pattern of housing demand among low-income
households, a pattern which raises prices and stimulates construction of
standard housing of certain types and in certain locations while also
sharply reducing prices and the use of substandard housing in less de-
sirable neighborhoods. This pattern, more than the marketwide price
movement, is what USM identifies as the essential nature of the market’s
response.

Together, HMM and USM provide a substantial advance in the
analysis of the market effects of housing allowances. Prior studies were
either marketwide or national in their focus. Some dealt with new con-
struction rather than rental housing services. Few explicitly modeled the
determinants of rental service prices or dealt separately with low-income
households. The two simulation models represent the low-income sector
of urban housing markets in substantial detail as well as relate this sector
to the rest of the market. Besides addressing price effects, they also show
effects on consumption of housing services, on household location, on
levels of new construction, on dwelling upgrading, and on many other
factors.

In terms of price effects, our primary focus in this chapter, both
models predict that an allowance program which enrolls from one fifth to

 

18. Kain et al. [C42], p.4.
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one third of the population is likely to raise price per unit of service for

recipients by 10 percent or more. Both models also predict price declines

and withdrawals of some dwellings that are too low quality to be profitably

upgraded. Finally, both models predict that the price effects will be

confined to the lower quality sector of the market; middle- and upper-

incomehousingsectorsare largely unaffected. HMM additionally finds that

the magnitude of the price effects depends on the underlying conditions

in a market. Prices are predicted to rise more in markets where they

would otherwise be depressed and rise less where prices would normally

be high enough for new construction.

A major weakness of the two models for evaluating the marketeffects

of housing allowances is that their supply-side parameters lack precision,

‘a defect which must be reflected by lack of precision in predicted price

effects. HMM hasbeen calibrated to enough markets to reveal this limita-

tion and to suggest a range within which the answer should lie. Unfortu-

nately, as reported above, this range is wide. USM lacks sufficient experi-

ence to even suggested an interval around its predictions. Clearly then,

the predictions of both models would benefit greatly from improved esti-

mates of landlords’ responsiveness to shifts in household demands. Inter-

estingly, better estimates of such responses for use in simulation modeling

may be one of the most important long-run benefits from the Supply

Experiment.

Lack of precision in HMM supply-side parameters stimulated two

additional studies. One of these attempted to estimate the responsiveness

of individual suppliers directly.'° This study started from a linked sample

of dwellings observed in both the 1960 and 1970 Census of Housing. It

then tried to relate quality changes in the units over the decade to market

conditions affecting the units. Quality changes recorded in the Census are

major ones, such as adding a bathroom or central air conditioning, and

omit less dramatic changes such as painting, replastering walls, or adding

better appliances. Individual units were found to undergo these major im-

provements infrequently in response to price increases, suggesting that

demands for higher quality would have to raise prices considerably be-

fore such upgrading occurred. The authors, however, felt that their find-

ings were overly pessimistic because of statistical problems in the data

and because less extensive upgrading could not be measured.

The second study tried to estimate marketwide responses to large

shifts in demand to avoid the problems encountered in the first study.”°

This study was essentially an extension of an earlier study, already dis-

cussed, which examines the determinants of rent levels among metropolitan

19. Ozanne and Struyk [C83].

20. Ozanne and Thibodeau [C84].
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areas."’ Extensions to the original model include an analysis of house
prices as well as rents and less reliance on a priori assumptions. It also
used a new data source, the Annual Housing Survey. This study, like the
earlier one, found that markets with higher household incomes have higher
housingprices. Thistime, though, the higher price appeared to result from
the effect of greater demand for housing services on land prices. How-
ever, this study also encountered several empirical problems which created
doubt aboutthe precise magnitudeofits predicted price increase.

The studies just reported, from the earliest work by Muth on new
construction through the simulation models and up to the recent cross-
SMSA model, represent a relatively small body of research evidence.
Furthermore, these studies have been plagued by a large numberofstatis-
tical problems created by weak data. Nonetheless, the majority reach the
conclusion that if a program stimulated the market demand for housing
services, the response would include price increases as well as output
improvements.??

EHAP’s Experimental Evidence

Over the same period that the simulation and related studies were
predicting price increases from allowance stimulated demands, the Supply
Experiment began enrolling households and monitoring market re-
sponses in Green Bay and South Bend. A recent paper summarizes what
has been learned so far about price effects from that experiment.* It re-
ports rent changes over thefirst 33 months of program operation in Green
Bay and 17 months of operation in South Bend.” It also presents prelimi-
nary analysis of program impacts on rent changes.

 

21. The earlier study described above is de Leeuw and Ekanem [C13].
22. The studies considered so far in this chapter have focused primarily on the

responsiveness of the supply of housing service to increases in the demand for output.
Studies of other aspects of housing supply have been carried out, but these are not
easily related to the basic price question being addressed in this chapter. A large num-
ber of studies have focused on the determinants of new construction activity. (See
Fredland and MacRae [C25].) A much smaller body of work has analyzed landlords’
maintenance and investment decision making. (See Mayer [C68].) The new construc-
tion studies generally model the number of new units or value of new construction
rather than housing services and frequently do not have separately identified supply
equation (Follain [C23]). The landlord investment decision models have been
largely theoretical and do not identify supply elasticities. (Mayer [C68] is an excep-
tion.)

23. Barnett and Lowry [C8].
24. Survey records in Green Bay cover 33 months of open enrollment and 6

months immediately preceding open enrollment. Survey records in South Bend cover
17 months of open enrollment plus the 4 preceding months. Program records in Green
Bay cover 24 months of open enrollment and in South Bend cover 19 months. Barnett
and Lowry [C8].
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1973-1977 ?

es
Average Annual Increase in Contract

Rent? (%)

  

Area 1973 1974 1975 1976 1977 °
ee

All U.S. cities 4.9 5.2 5.3 5.5 6.3

North Central cities, by size:

Over 1,400,000 6.8 48 3.7 3.9 5.7

250,000-1,400,000 2.4 3.6 4.5 4.2 6.4

50,000-250,000 2.8 4.6 5.0 7.1 5.3

2,500-50,000 4.1 5.0 5.0 4.4 7.2

asssww

eG

D.CO oosS—S—SwviINw—wS—Seeso

Green Bay 3.7 4.4 4.8

South Bend 3.1

 

Source: Barnett and Lowry [C8], table 8.

a. U.S. Bureau of Labor Statistics,Monthly Labor Review, various issues, and

special tabulations for North Central cities; Green Bay and South Bend entries

are averages of rent changes for each dwelling in a marketwide sample

periodically resurveyed in eachsite.
b. Entries for the U.S. and North Central region are based on the BLS index

of “residential rent,” definitionally equivalent to contract rent. Changes are

calculated from December to December.

c. Increase for December 1976 to September 1977, annualized.

The monitoring of rent changes relied on the periodic surveys of

the occupants of dwellings in the permanent panel of dwellings, described

in Appendix A. The survey records for each unit were linked to make

unit-specific computations possible. The survey instrumentelicited detailed

information on expenditures for rent and for utilities, if paid for sep-

arately. From these data, changes in contract rents and utility payments

were calculated. Moreover, estimates were made of the share of expendi-

tures accounted for by changes in the price of utility services (e.g.,

dollars per kilowatt hour for electricity) and changes in consumption.”°

The allowance program has not caused substantial marketwide rent
inflation in its first years of operation. As shown in table 9.1, market
contract rents rose less in the two experimental sites than did rents na-
tionally or regionally. Furthermore, in both sites rents (exclusive of
utilities) rose less rapidly than maintenance and operating costs, indi-

cating that rental income declined relative to costs.*° Table 9.2 divides
total rents in Green Bay at four points in time between a shelter compo-

25. For a further description of these calculations, see Stucker [C103].
26. Barnett and Lowry [C8], p. 23.
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Table 9.2
Components of Gross Rent Increase for Typical Dwelling: Green Bay,

1974-1977
ae

Date or Shelter Fuel and Gross
Period Rent Utilities Rent$I

eet

Typical Monthly Expense($)
eee
January 1974 128.89 41.11 170.00
January 1975 131.03 49.70 180.73
January 1976 135.40 61.05 196.45
January 1977 141.44 70.69 212.13eee

Change in Expense (%)
SSS

1974-1975 1.7 20.9 6.3
1975-1976 3.3 22.8 8.7
1976-1977 4.5 15.8 8.0
Annual average 3.2 19.8 7.7eee
Source: Barnett and Lowry [C8], table 6.

Note: Estimates are for a 5-room dwelling meeting program standards and
renting for $170 (including fuel and utilities) in January 1974. Gross rent infla-
tion was estimated from survey data for the years indicated: inflation in fuel
and utility expenses was estimated from consumption norms and local rate
schedules. Shelter rent inflation was derived as a residual.

nent and a fuel and utilities component. The figures document the domin-
ance of the fuel and utilities component in determining rental increases
the 1974-1977 period. A similar pattern was found in South Bend.

In the one submarket examined, Central South Bend, where over a
fourth of all renters enrolled in the program, rents rose less rapidly
than did rents in suburban areas; the program did not revive the: gen-
erally more depressed submarket, at least during the first 17 months of
operation. Finally, rents for recipients who stayed in their original units
rose only 3 percent in Green Bay and 1 percent in South Bend.?’ While
this appears to be slightly more than rent increases for the typical non-
mover, it is still minimal, since average operating costs and average rents
in the two sites both rose by more.

Substantial rent increases induced by the program are also unlikely
to appear in future years. This seems to be the case even though the
one study which analyzed market changes found that income changes
probably take three to five years to be fully reflected in rents.?* From this
schedule, one would expect that some of the program adjustments are yet
to occur in South Bend, which has been monitored for only a year and

27. Barnett and Lowry [C8], p.31.
28. de Leeuw and Ekanem [C14].
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a half of program operation. But even in this short a period, some notable

market effects should have occurred if substantial rent increases were 80-

ing to appear.

The clearest explanation for the lack of market rent inflation in the

first years of program operation, and its unlikely later appearance, 1s

that the allowance program itself is causing a very small increase in

marketwide demand for housing. About

a

fifth of all households are esti-

mated to be eligible for allowances in each site. Of these eligibles, 40

to 50 percent were receiving payments as of the second half of 1976.

Furthermore, of these participating households, 76 percent in Green Bay

and 70 percent in South Bend were occupyingtheir preenrollment dwell-

ings. Most of these units required only small improvements to meet

standards, and for those that did, the median cost of meeting the stand-

ards was only $10.2 Even among renters, who are faster to adjust than

homeowners, the net increase in housing demand appears to be very

limited. The small increase in demand for housing seen in the Supply

Experiment is consistent with experience in the rest of EHAP,as reviewed

in chapters 4 to 7.

Given that the allowance programs tested in EHAP provide little

stimulus to the demand for housing, the absence of marked price responses

is hardly surprising. Factors which might lead to price increases in a com-

petitive market will not be operative. (Such inoperative factors include

declines in vacancy rates for standard housing, increasing costs of up-

grading substandard units, and shortages of materials or sites for addi-

tions to standard housing.) Rather, price increases would be forthcoming

only if landlords held some monopolistic or other exploitative powers

over tenants or if tenants treated allowances as less valuable than other

income. The Supply Experiment, as noted earlier, has found no evidence

of significant price increases paid by renter participants. Also, the De-

mand Experiment with its control group and treatment variations has

found that landlords do not exercise such power extensively nor do tenants

generally treat their allowances cavalierly.*° Certainly one would not

expect to find widespread power in the hands of landlords, since even in

Green Bay and South Bend ownership of properties is widely diffused; and

home purchase is a relatively available option even for lower-income

households.

The observation of no substantial rent inflation effects from the pro-

eram in either Green Bay or South Bend, coupled with the unlikelihood of

any future effects, answers the main question addressed by the Supply

29. See Rand [E129], and chapter 9 of this book for more information on repair

activity.

30. Kennedy and Merrill [E71].
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Experiment at its inception: would there be significant price increase in
response to a housing allowance program? The experiment has shown
there will not be significant rent inflation.

What has not been learned from the Supply Experiment, but may
still be observed, is how prices respond to substantial increases in the
demand for housing.*! This is clearly a secondary question for EHAP,
since the allowance-generated demand increase turned out to be small.
But, as noted, it continues to be of interest for other programs. The Sup-
ply Experiment should eventually be able to teach us much about the
answer to this secondary question because the monitoring apparatus is
set up to observe the market rather than the recipient or his landlord.
Many factors contribute to total market demand shift besides the allow-
ance program, so the experiment may yet find sufficient total demand
stimulus during the course of its market monitoring to measure supply
response. If so, the experiment could provide the precise estimates of land-
lord and market supply elasticities that have eluded the other studies dis-
cussed in this chapter.

An example of what can be learned from the Supply Experiment
about the effects of general demand shifts appears in a recent paper by
Rydell.** He observes from preexperimental data that rents in central

 

31. The Supply Experiment has not found out precisely how much of the small
increase in demand has gone into higher prices and how much goes into increased
service. This distinction may never be deduced because the magnitudes are so small
and because there is no experimental control. The analysis of Barnett and Lowry [C8]
illustrates these problems. The paper shows that the shelter component of rents is
rising slower than operating costs in the sites and concludes, “. . . this is not what
one would expect from demand-driven inflation” (p. 23). But rents might have been
rising even more slowly in the absence of the program due to, say, more slowly rising
capital costs. In fact, rents in the whole North Central region were rising less rapidly
than were operating costs. If the gap between rents and Operating costs is narrowing
more slowly in the sites than elsewhere in the region, then this is what would be
expected from greater demand inflation in the sites than elsewhere.

Another example of the difficulty in identifying small program effects occurs in
the interpretation of rent movements over time. Rents in Green Bay are observed to
start from a lower rate of inflation than rents elsewhere and accelerate during pro-
gram years up toward the other rates (p. 26). The authors conclude that such a change
is “a logical result if rent inflation in Brown County was driven by price increases in
national factor markets” (p. 27). Of course, it is just as logical that if national factor
markets are driving rent increases then all cities should show the same inflation rates
throughout the three years observed. It is also just as logical that this minor accelera-
tion in Green Bayis due to the allowance program or even to statistical fluke (such
as a less pronounced tendency for landlords in Green Bay to charge separately for
utility payments than is occurring elsewhere). Given incomplete data and the absence
of proper experiment controls, it is impossible to identify small program effects on
rents.

32. Rydell [C93].
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South Bend are only slightly below those in the rest of the site and in

Green Bay. This is surprising, since central South Bend has been losing

population and has a 13 percent vacancy rate, while the other two areas

are gaining population and have a 6 percent and a 4 percent vacancyrate,

respectively. Simulations with HMM predicted substantial rent discounts

for lower quality South Bend units under these conditions.** The

similarity of rents is especially surprising since rental property values in

central South Bend are observed to be discounted by about a quarter

from the values in the rest of the site and by about 50 percent from the

values in Green Bay. Prompted by these observations, Rydell develops a

theory of the short-run response of housing markets to demand shifts

which is consistent with the observed rents and values. According to this

theory, short-run adjustments in demandarereflected mainly by changes

in vacancy rates rather than in monthly rent levels. Lower vacancy rates

significantly raise landlord’s revenues and profits, even though rents are

largely unchanged; and this produces significant increases in the value

of rental property. Using the preexperimental observations to estimate his

model, Rydell then predicts that a demand increase in central South

Bend allowance programsof 4 percent should raise rents by only 1 percent

but raise rental property values by 20 percent. These predictions (and

others by HMM described below) can be compared to future observations

from the experiment. The work on which they are based definitely helps

to improve our understanding of how markets respond to changes in de-

mand.

The Experiments and the Simulation Models

The simulation models predicted substantial program-inducedprice effects

from an allowance program, but the Supply Experiment showstheseeffects

have not occurred. Clearly the models failed to predict market outcomes

and need revision based on the experimental findings.

It is also clear that the models did not fail because of shortcomings in

their representation of housing supply. As we already have noted, the sup-

ply sides of HMM and USM were thought to be their weakest parts, so

failure there would not have been unexpected. The models failed because

they did not predict the low participation rates or low earmarking effects

of the allowances. That is, they overestimated the demand impact created

by the allowance programs. Both models typically show participation rates

of 70 percent or more, whereas 40 to 50 percent actually occurred. Both

models showed most households needing substantial housing improvements

33. Vanski and Ozanne [C118].
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in order to pass program standards, whereas few were far below standards
in the experiments.*4

Because the models predicted a surge in demand that did not mate-
rialize in the experiments, there still remains a great deal of uncertainty
about how well the models represent supply responses. A conclusive but

models, constraining them to represent the participation and earmarking
rates of the experiments. If the predicted supply responses reflect actual
market outcomes, then the supply sides of the models gain credence. Since
the experimental shift in demand was so small, it would not require a finely
tuned supply side to approximate market responses. Nevertheless, gToss
problems should be apparent.

Just such a test has been carried out with the HMM in simulations of
the Green Bay and South Bend markets over the 1970-1980 decade.*® Par-
ticipation rates in the model were constrained to 43 percent in Green Bay
and 50 percent in South Bend, reasonable approximations of equilibrium
participation rates in the experiments. Program standards in the model
were lowered so that two thirds of the dwellings in Green Bay andthree
fourths in South Bend pass them in the absence of the program. In the
experiments, half passed standards in their preexperimental housing and
another 40 percent passed with minor improvements.

HMMs constrained simulations of market effects appear to be close
to those emerging from the Supply Experiment, but later observations
from South Bend will be needed to certify this. The simulations predict
that Green Bay recipients’ 10-year rent inflation will run 2 to 4 percent
while marketwide average rents will be unaffected.** This is consistent with
the apparent findings reported for the site, that is, 2 to 3 percent increase
for nonmover participants in the first 33 months and no marketwide
effects.*” The simulations for South Bend predict recipients’ prices will rise
9 to 10 percent over a decade, some nonparticipants’ prices will fall, and
marketwide prices will be unaffected.?* Nineteen months of program opera-

34. To some extent USM can be excused for overestimating the size of the allow-
ance program since it consciously attempted to simulate a large program. But it can-
not escape responsibility entirely, since it claimed that its simulations were relevant
to the allowance program. USM would have to simulate a more representative pro-
gram and show that it does reflect experimental outcomes to be entirely absolved of
prediction error.

35. Vanski and Ozanne [C118]. In particular see pp. 47-66.
36. Vanski and Ozanne [C118], p. 62.
37. Barnett and Lowry [C8], pp. 33-34.
38. Vanski and Ozanne [C118], p. 62.
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tion is too short a period to tell if site results will approach these pre-

dicted ones. So far there is an indication of a 1.7 percent effect on rents

for nonmover participants, and there are indications of no effect on rents

marketwide.®? Rydell’s previously mentioned analysis of the site suggests

rents are not discounted much below replacementcosts as predicted by the

model but that house values are. It is possible that these house values could

recover, thereby providing a degree of price increase which has not

occurred in Green Bay.*°

In conclusion, it is the assumptions used in the simulation models

about changes in housing demandthat the experiments have shown to be

inadequate, not the supply sides. In fact the supply side of HMM mayyet

predict supply-side effects in both sites quite accurately. Clearly, the models

can benefit from the lessons of the experiments on household responses to

the allowance program.It should also be clear from the example of Rydell’s

paper that the models should benefit a great deal from future analyses of

the experimental data on how landlords and markets respond to general

shifts in demands. Incorporation of experimental findings into detailed

models like HMM and USM probably represent the best hope of extending

the basic behavioral findings of the experiments to other programs and to

other markets.

OTHER COMMUNITY IMPACTS

So far, this chapter has considered what many believe to be the most im-

portant communitywide impact of housing allowances—potential increases

in the price of housing in the market. The evidence above appears quite

conclusive that the programs administered in the Supply Experiment had

little impact on prices in the two communities in which it wastested.

Neighborhood Effects

Other impacts also deserve attention, and they too stem from fears or

hopes for allowances held by various individuals and groups. This section

considers three areas: (1) neighborhoodeffects, (2) responses by market

intermediaries and indirect suppliers of housing, and (3) responses by

community leaders, both governmental and nongovernmental. The experi-

ences reported hererelate chiefly to the Supply Experimentsites, although

39, Barnett and Lowry [C8], pp. 33-34.

40. HMMand analysis from the Supply Experiment concur that discounting does

not exist in Green Bay.
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information on community reactions to the site selection process in the
other two experiments is also relevant.

One hope for housing allowancesis that they would produce sufficient
housing-related activities to arrest neighborhood deterioration or even to
induce neighborhood upgrading in dilapidated low-income neighborhoods.
In the Demand and Administrative Agency Experiments, such outcomes
would not be expected, since these programshadlimited enrollments repre-
senting only a fraction of households in a market and scattered through-
out very large program areas. Expectations of neighborhood effects from
the Supply Experiment, however, are more reasonable, since enrollment of
households was not limited at these sites, The impact of neighborhoods
here might be felt in two ways. First, through mobility patterns induced
by the program, some neighborhoods might suffer loss of households and
others might gain households at a scale which could measurably change
the character of these neighborhoods. Secondly, through induced repair
and improvementactivities, the physical stock of housing in various neigh-
borhoods might be upgraded both by the improvements madeby allowance-
participating households and by improvements by nonparticipating house-
holds in the neighborhood stimulated by the allowance-induced improve-
ment activities of their neighbors. The evidence from the Supply
Experiment (at least from its early years) is that neither effect was forth-
coming.

For purposes of analysis, Green Bay and South Bend were divided by
Rand Corporation staff into analytic districts of between 2,000 and 4,000
households, using boundaries based on similarity of units and environ-
mental conditions. These districts were aggregates of neighborhoods—108
in Green Bay and 86 in South Bend—which had been defined in a similar
way.** In the first two years of the program, the allowance program may
have induced some moving from deteriorated residential areas to areas
with better housing. In Green Bay, for example, the two most central dis-
tricts lost households to districts further out. Still, the net moves of par-
ticipants over a two-year period did not constitute more than 1.2 percent
of all the households in either the originating district or the district of
destination.*?

In the case of South Bend, most of the enrollment, as well as moving
by participants, has taken place in central South Bend. The area that lost
the most enrollees is called “Core West,” which has the worst housing and
the highest crime rate in the city. Most households moved to adjacent
areas, but it is not clear that any moves by EHAP households were pro-

 

41. See Ellikson [C19] for Green Bay neighborhood designations and Bala [C4]
for South Bend.

42. Rand [E129], p. 129.
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eram-induced. The Core West area was already experiencing decline, and

nearly a sixth of its housing units were demolished without being replaced

between 1970 and 1976.** As bad as conditions were, Core West only lost

53 of its 986 participating households, so the impact on the program for

the area or for adjacent districts where households moved was not sub-

stantial.

Overall, the number of moves in the Supply Experiment has been low,

and as a means of transforming neighborhoods, the program impact

through moves is so small that it defies measurement.** What then of the

impact of program-induced improvements to the housing stock? In chapter

8 it was demonstrated that the repairs undertaken to pass program

standards were small, with a mean cash outlay per unit ranging from $37

to $81, depending on site and tenure. Many small repairs, such as replac-

ing windows or painting porches, could improve the overall exterior ap-

pearance of the dwelling and thus induce neighbors to undertake improve-

ments on their own. It has been estimated, however, that only about 30

percent of these initial repairs affect either the exterior or surrounding

property.*® In part, this is because health and safety considerations are

paramount in the standards used in the Supply Experiment; a unit may

pass the standards despite unattractive exteriors. The following example

demonstratesthis:

A 200-year-old dwelling with a new tar paper roof, plastic sheets in
place of storm windows, a barren yard, and severely peeling paint could

pass (housing allowance office) standards (if children under seven years
of age did not occupy or frequently visit the dwelling). Most building
materials are acceptable so long as they meet specified performance
criteria. There are no building standards that apply to building age or
to sparse landscaping. Peeling paint may reveal underlying structural

damage; but if there is no structural damage, and if children are not

present, paint of any color or condition will meet program standards.*®

Thus, since most of the initial repairs were applied to the kitchen, bath-

room, and other interior rooms, and since these repairs were small, it is

not surprising that major neighborhood impacts were notfelt.

The longer-term effects of repair behavior, however, cannot be easily

dismissed. Expenditures for repairs are higher for participating house-

holds in central South Bend, for example, than they are for the fringe

43. Rand [E129], p. 129.

44. For a discussion of the role of mobility in improving housing conditions for

participants, as opposed to having an impact on neighborhoods, see chapters 4 through

7.

45. McDowell [C61], p.24.

46. McDowell [C61], p.6.
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areas of the city or the suburbs.*? With high participation rates and more
expenditures per household concentrated in a few neighborhoods, thresh-
olds might eventually be approached when nonparticipants will be induced
to fix up their own dwellings in response to the repair behavior undertaken
by participants.

The individuals most directly involved in housing allowance programs are
the households themselves—renters and owners—and, to some extent, land-
lords whorent units to participating households. The program is structured
to place most of the burden of decision making on households seeking
allowance payments. Sometimes, however, these households are dependent
on services provided by market intermediaries and indirect suppliers
of housing such asreal estate brokers, property management firms, rental
agents, mortgage lenders, insurance underwriters, home improvement con-
tractors, and maintenanceservicefirms. The role of such groups in housing
marketsdiffers, but their posture and attitude toward an allowance program
might influence its results. Conversely, the policies of such groups might
undergo changes resulting from the allowance program in their commu-
nities.

In Green Bay and South Bend, it was found that property manage-
ment firms, rental agents, and maintenance firms were not important in
either promoting or hindering the allowance program.*® And given the
lack of substantial rehabilitation associated with the program, home im-
provement contractors appear to have been verylittle affected. Home im-
provement loans were also rare. To the extent that the program has had
an impact, it has been on the real estate brokers and financial institutions
of South Bend. Mortgage banks have financed purchases of homes for
allowance recipients in South Bend (as noted in chapter 6), provided
that the Federal Housing Administration (FHA) insured the loan. Al-
though allowance income was viewed favorably by the FHA, households
with poor credit histories have been a problem.*® In Green Bay, homepur-
chases by allowance clients have been rare, so financial institutions have
not been affected.

In sum, market intermediaries and indirect suppliers have not affected
the program’s operations, nor have they been affected by the program,be-

47. McDowell [C61], p. 68.
48. See White [C121] for a discussion of Green Bay. South Bend market inter-

mediaries and indirect suppliers of housing are discussed in White [C122].
49. Rand [E129], p. 110.
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cause the demand for housing was not greatly altered by the program at

either Supply Experimentsite.

In general, EHAP has found landlords cooperative in their attitude

toward the program. One exception to this pattern occurred at the Jack-

sonville site of the Administrative Agency Experiment. Operating the pro-

gram in this market proved particularly difficult, and unlike other AAE

sites, Jacksonville did not initially come near to meeting its target of en-

rolled households. Indeed, a second enrollment period was required in

order to compensateforthis fact.

A number of program and market factors contributed to the prob-

lem. Jacksonville established what became effectively the most stringent

housing standards in the AAE, adopting the entire city housing code asits

standards and subcontracting enforcement of the standards to city code

enforcers. Furthermore, Jacksonville is highly racially segregated, and its

housing stock contains a high proportion of units which did not meet the

standard; and when standard units were available at rents that enrollees

could afford, landlords resisted the program because of objection to cer-

tain features, including the inspection of units. Landlords of substandard

units felt that insufficient incentives were provided them to upgrade their

units, since under EHAP rents were not guaranteed unless the unit was

occupied by a program participant.

In the second enrollment period, a greater emphasis was placed by

the agency on actively explaining the program to landlords. Although a

higher proportion of enrollees succeeded in becoming recipients during

this period, there is no evidence to suggest that a morepositive attitude of

landlords resulting from the agency’s efforts contributed significantly to

this. Apparently, enrollees in the second periodlived in better housing and

therefore were more likely to succeed.*° Overall, the Jacksonville experi-

ence suggests that particularly severe housing market problems can affect

the operation of housing allowance programs, and special measures may be

needed to compensate for these circumstances.

Community Leaders

The attitudes and actions of community leaders can have an impact on a

housing allowance program in two ways. Because by federal statute opera-

tion of EHAPrequired the approval by the governmentofthe jurisdiction,

community leaders could affect site selection through veto. Secondly, com-

munity leaders might attempt to influence the direction of the program

once it was underway.

 

50. For a discussion of the Jacksonville second enrollment efforts, see Wolfe and

Hamilton [C124].
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is racially homogeneous, agreed to participate in the program. Saginaw,
however, waslost as a site because of the fears of white suburban jurisdic-
tions.°? Ultimately, South Bend, Indiana, was chosen as a “slow-growth,
high percentage black” site for the Supply Experiment, despite the fact
that not all jurisdictions joined the program. Within 18 months of the
program’s beginning, however, opposition lessened and these jurisdictions
voted to participate. By this time, it was clear that allowance subsidies
were not inducing locational changes.

After program operations had begun, community leaders reacted on
the basis of their expectations about what the program would do. Green
Bay and South Bend offer contrasting pictures in this regard. In Green
Bay there are few formal political organizations, and to the extent that
there have been complaints about the program, they have been about the
principle of giving government subsidies to households, not about the im-
pact on special interest groups. South Bend, on the other hand, is a com-

 

ol. It should be noted that, despite the refusal of some jurisdictions to partici-
pate, the eventual EHAP geographic areas at each of the 12 sites succeeded in repre-
senting roughly the housing markets in these sites. For an argument that EHAP ex-
perience in this regard can be transferred to other HUD programs, see Heinberg
[P31], pp. 244-245,

52. See Appendix B for a discussion of the site selection process in each of the
experiments.
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monitored the program’s progress.°* Leaders of minority organizations

have attacked the direction of the program. A local NAACP official, for

example, wanted a more positive desegregation policy tied to the program.

An association of Hungarian immigrants raised the issue of confidentiality

of records, because it did not trust the allowance agency’s pledge in this

regard.** It can safely be said, however, that these are exceptions rather

than the rule. Lack of any persistent opposition on the part of community

leaders seems to be attributable to the program sparking such low levels

of housing-related changes, as discussed throughoutthis book.

53. Ellickson and Kanouse [C21], p. 22.

54. Wiewel [C119], p. 136.





CHAPTER 10

Administering Housing
Allowances

James P. Zais

[* LARGE-SCALEevaluations of public programs, administrative ques-

tions are very often considered of secondary importance, and some-

times they are not explicitly addressed at all. This low-priority attention

is unwise because program administration can have a major impact on

both program outcomes and costs. As seen in chapter 3, the Experi-

mental Housing Allowance Program recognized the importance of admin-

istrative issues by making them the central focus of one of its three major

components—the Administrative Agency Experiment—as well as by con-

sidering administrative issues in the design and research agenda of the

other two experiments. This chapter relies primarily on information from

the AAE, although information from the other two experiments is also

cited where applicable.

The broad questions to be addressed in this chapter are the following:

(1) How feasible are housing allowances to administer? (2) What options

exist for performing the administrative functions needed to implement an
allowance program, and what are the outcomes associated with these

options? (3) What are the administration costs incurred by a housing

allowance program?

Before addressing these, however, it is important to understand the

administrative framework for housing allowances as administered in

EHAP, comparedto other rental housing assistance programs. It is most

efficient to begin by outlining the administrative responsibilities implicit
in housing allowance programs. Allowances, unlike traditional housing

programs, allow considerable independence to participating households to
search for and find their own dwelling units and to handle housing-related

problems. Hence, the administrative duties of the agency in an allowance

235
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program are quite different from those found in many other housing
programs.

Although administrative details vary at the local level, figure 10.1
shows the broad relationships among agencies, landlords, and tenants in
four housing programs, including allowances as structured in EHAP. For

agency, usually a housing authority. The agencyessentially fulfills the role
of the landlord, and tenants make rent payments to the agency according
to agency rules, with tenant contributions rising with income. In the Sec-
tion 23 program, on the other hand, the samelocal agencies lease privately
owned housing units and then sublease them to low-income households.
Two separate contracts are involved: one between the agency andthe land-
lord, another between the agency and the household. The household pays
the agency an amountdetermined by the program formula, and the agency,
in turn, pays the full contract rent to the landlord.

More recently, the Section 8 Lower-Income Rental Assistance Program
for Existing Housing established a new pattern of relationships which
placed more responsibility on the participating household. In this program,
the government neither provides units nor leases them from private own-
ers. Instead, households are expected to search for units themselves. When
a unit has been found andcertified as passing the program’s standards,
the agency enters into a housing assistance payments contract with the

landlord. A lease is required between the tenant and the landlord, and rent
is paid in two separate transactions: the household pays the landlord a
share of the rent, and the agency pays the landlord the difference between
the participant’s contribution and the contract rent.

The allowance programstested at all EHAP sites carry one step fur-
ther the principle of allowing participating households to handle their own
housing matters. Direct subsidy payments are made to households. No
formal relationship exists between the agency and the landlord.? Thus, of
all government housing programs, housing allowances come closest to the

 

1. The Section 23 leased housing program lasted from 1965 until early 1974,
when it was replaced by the “revised Section 23 program,” a program very similar to
the Section 8 Lower Income Rental Assistance Program for Existing Housing. In
1974, Section 8 formally replaced the Section 23 program.

2. A lease between tenant and landlord was required in the Supply and Adminis-
trative Agency Experiments, primarily because Section 23 funds were used to fund
payments to households in these two experiments and a lease was required in Section
23. The housing allowance concept, however, does not necessitate a lease between
landlord and tenant, and none was therefore required in the Demand Experiment, in
which subsidies were financed by research funds.
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Figure 10.1

Contractual Relationships, Payments, and Certification of Eligibility in
Four Housing Programs and in the Private Market
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essential relationship between tenant and landlord in the private market.
The household is basically responsible for its own housing decisions, sub-
ject to meeting the program’s dwelling quality standard.

Given this overall administrative framework, what are the major func-
tions to be performed by agencies implementing allowance programs?
The following discussion considers functions required to bring households
into the program—called “intake” functions—as well as those required to
deal with households once they begin to receive payments—called “main-
tenance” functions. In each case, this chapter reviews what has been
learned from EHAP about the manner in which each function may be per-
formed most effectively and efficiently. In the final section, the costs of
administering a housing allowance are described; the cost associated with
functions unique to housing allowances are separated from those which
would be required under an unconstrained incometransfer.

PERFORMING ADMINISTRATIVE FUNCTIONS

It will be recalled that housing allowances, unlike unconstrained transfer
payments, require that enrollees live in standard housing.? Two functions
discussed next, outreach and enrollment, would be necessary in any trans-
fer program, constrained or not, while inspection of units is part of the
program only because of its special housing focus. Client services, which
in an allowance program help households in their attempts to locate and
occupy standard units, are in some sense discretionary in any program;
but they may beessential for achieving participation of some groups of
households.

Outreach

Outreach is an intake function defined as the group of tasks related to in-
forming the eligible population about the program. Although it is often
called by other names (such as “public information service”), most pro-
grams which bestow benefits to households in the population require that
some information be circulated on the availability of those benefits.

While outreach, at first glance, might be considered nothing more
than a simple task involving advertising the free availability of a desired
product, the function can be quite difficult. How outreach is conducted de-

 

3. As was explained in chapter 3, this rule was imposed on all recipients in the
Supply Experiment and the Administrative Agency Experiment and for households in
the five “housing gap-minimum standards” treatment cells in the Demand Experiment.
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pends, in part, on the nature of the program being administered.* As we

have seen in chapter 3, the public agencies selected to administer the

Administrative Agency Experiment program in each of the AAE’s eight

sites were given a target number of households for participation. Under

such circumstances, agencies had to try to maintain a balancein their out-

reach efforts, encouraging enough households to apply and yet notraising

unreasonably high expectations and frustration in the community. Supply

Experiment administrators, on the other hand, faced the uncertainties im-

plicit in an open enrollment program, in which all income-eligible house-

holds could enroll in the program if they so chose. Outreach efforts in this

case had to be timed carefully so that long waiting lists did not develop.

Whether programs have limited entitlement or open enrollment, agencies

had to gear their outreach to convey sufficient information so that

primarily eligible households applied and large numbers of ineligible

households did not. To the extent that an agency unnecessarily processes

ineligible applications, administrative expenditures will be wasted and

households disappointed.

Given these uncertainties, EHAP experience has confirmed that out-

reach is one of the most difficult administrative functions to plan. Findings

from the experiments, however, narrow the uncertainty about three ele-

ments in an outreach program—the audience to be reached, the media to

be used, and the message to be communicated.

In their limited enrollment programs, AAE agencies were charged

with the task of enrolling groups in approximately the same proportions

as their numbers in the eligible population. Although agencies generally

achieved this goal, they found that some groups were harder to reach

than others, an experience which was repeated in the other EHAP experi-

ments.® In particular, proportionately fewer elderly households applied

than existed in the eligible population.? The Supply Experiment programs

experienced a somewhat more mixed pattern for the elderly. Elderly cou-

ples, both renters and homeowners, were systematically underrepresented

among applicants at both Green Bay and South Bend.’ Thesingle elderly

4. The door-to-door client recruitment procedures of the Demand Experiment were

designed for research purposes only and are not considered typical of outreach in

public programs. Following an initial survey, selected households individually were

offered enrollment in one of the various programs tested in that experiment. Because

this procedure is unlikely to be used in public programs, outreach in the Demand Ex-

periment is not considered in this section.

5. For a comparison of eligibles and enrollees in the Administrative Agency Ex-

periment, see Appendix A.

6. See MacMillan and Hamilton [C63], pp. 20-22.

7. See Rand [E129], p. 52. Higher rates for elderly singles than for elderly cou-

ples also holds true in the AAE, but the differential was smaller. See MacMillan and

Hamilton [C63], p. A-10.
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did muchbetter. In fact, single elderly persons represented one of the two
largest groups of enrollees at both sites, the other group being single par-
ents with children.

Single-headed households (usually female-headed) with children had
the highest rates of enrollment throughout EHAP. When such households
are already receiving other forms of government subsidies—typically pub-
lic assistance or food stamps—theirlikelihoodof enrolling in the allowance
program was even higher.

A second pattern of underrepresentation exists for the “working poor”
—nonelderly households who, although their family income is low, are in
the labor market and are not receiving government grants or welfare in-
come other than housing allowances. Such households are typically intact
families with young children, and Supply Experiment evidence clearly in-
dicates that households of this type are likely to have-lower enrollment
rates.®

A number of factors account for these differential enrollment rates,
and many of them appear to be beyond the ability of agencies to control
with their outreach program. Chapter 4, for example, suggests that the
level of the subsidy offered to individual households is a factor strongly
influencing participation. A special survey conductedat onesite, however,
suggests that part of the explanation for these patterns lies in the impact
of outreach. As indicated in figure 10.2, at the site, elderly households were
both less likely to hear about the program and lesslikely to apply even
after they heard about it. As the figure indicates, less than half as many
elderly as welfare or working poor households heard about the program.
The latter two groups, on the other hand, were about equally aware of the
program, but the welfare recipients applied at a much higher rate than
the working poor. Thus, lower rates for the elderly—at least in Jackson-
ville—can be explained in part by lower levels of awareness. The pattern
for the working poor requires some other explanation, perhaps related to
the media used or the message conveyed in outreach. It might also be ex-
plained by the attitude of this group about accepting “welfare.”

With respect to the types of media used, EHAP administrators at each
of the sites chose a variety of vehicles. Free and paid advertising was used,
including ads ontelevision, on radio, and in newspapers. Pamphlets and
brochures were printed and distributed, special presentations were made to
community groups, and contacts were made with other social service agen-
cies in the community to facilitate referrals. In both the AAE and the
Supply Experiments, outreach efforts began as low-intensity efforts, as the
agencies tried to get a sense of how manyapplications would be generated
by outreach efforts. Almost always these efforts were followed by high-

8. Rand [E129], p. 53.
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Figure 10.2
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campaigns,

Not surprisingly, the information sources cited by enrollees as the waythey learned about the program differed consistently among demographicgroups. Mass media campaigns, for example, were much more importantfor attracting the working poor, whereas welfare recipients most often
found out about the program through referrals from social service agen-9

networks developed by other programs and can be reached in this rela-
tively inexpensive way. As noted, some sites found that attracting the

Te aage ee,elderly population was aparticular problem; andspeciallytargetedap-proaches, such as presentations to elderly groups, were tried. The overallteNR aaeetecst oeEHAP findingsareuncléar, however, concerning whether such targeted
efforts improve the representation of the elderly in a program’s enrolled
population.'°

The question of how the choice of media makes an impact on admin-
istrative costs can also be addressed. but only to a limited extent. The limi-
tations are due to the fact that costs are calculated on a per recipient basis

 

which only imperfectly captures other factors such as differences jn the
demographic composition in the eligible population and the degree of diff-
culty enrollees had in qualifying units for the program. There was con-
siderable variation in the amountpaid for advertising in the various media
across the EHAPsites, but the use of professional advertising agencies or
paid advertising on television and radio appears to have pushed up admin-
istrative costs. Table 10.1 shows the direct costs per recipient for outreach
in each of the eight AAE and the two Supply Experiment sites. Tulsa’s
unusually high costs are a result of the use of a professional agency.
Overall, however, two facts seem clear. One is that there exists consider-
able variation in the direct costs of outreach across sites; and secondly,
the choice of media advertising is a contributing factor to higher costs. A
weakerrelationship exists between the use of paid advertising and its over-
all effectiveness in attracting applicants, as demonstrated by the first and
last columnsin table 10.1.

EHAPalso offers several lessons for the content or “message” of out-
reach. Although it was not always possible, most EHAP agencies strived
to eliminate any possible “welfare image” from their outreach messages.

 

9. MacMillan and Hamilton [C63], p. 26, and Rand [E129], pp. 157-58.
10. MacMillan and Hamilton [C63], pp. 22-25.
11. Jacksonville did not use paid advertising, but its somewhat higher costs than

Bismarck, San Bernardino, and Durham are probably due to special problems encoun-
tered in that site. For a discussion of these problems, see Wolfe et al. [C125].
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Table 10.1

Use of Paid Advertising Campaign, Costs of Outreach, and Effectiveness

of Media in EHAP Outreach

eee
Percentage of

Applicants

Hearing

Direct Use of Paid of Program

Administrative Costs per Advertising through

Agency Experiment Recipient Campaign Media

Tulsa $66 Yes 49%

Springfield 28 Yes 32

Peoria 15 Yes 40

Salem 15 Yes 28

Bismarck 8 No 31

San Bernardino 9 No 32

Jacksonville 15 No 31

Durham 3 No 31

Supply Experiment

Green Bay 21 Yes 49

South Bend 37 Yes 51

a

Sources: U.S. Department of Housing and Urban Development [E164], p. 66;

MacMillan and Hamilton [C63], p. A-20 and B-25; Rand [E127], p. 157.

Note: “Paid advertising campaign” is defined as the use of a professional

advertising agency and/or paid radio and television advertising.

This was particularly the case in the Supply Experiment, and it appears

that difficulties in enrolling the working poor in the Supply Experiment

sites were far less pronounced than in other EHAPsites. Even so, advertis-

ing campaigns which promote programsto “sive away government money”

were criticized by others in the community at the Green Bay Supply Ex-

perimentsite.*”

Through their adjustments of outreach over time, some agencies

learned that they could not get across as much information about the pro-

gram as they would haveliked. In general, simple messages seemed to work

best, and complicated information on eligibility was difficult to transmit

outside of face-to-face enrollment interviews. Agencies, of course, hoped

that more precise information on eligibility would avoid the costs of proc-

essing applicants who were ultimately found ineligible. However, early

campaigns in the Supply Experiment were later modified to project only

the basic features of the program, encouraging those interested to call the

housing allowance office for more information.”

 

12. Ellickson and Kanouse [C21], p. 26.

13. Rand [E127], p. 155.
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Enrollment

Once households were induced to apply to the program, the agency was
faced with a series of additional intake functions known as enrollment.
The exact sequencing of steps involved in enrollment differs across local
agencies in many public programs, and this was also true in EHAP. Some-
times initial eligibility screening was used to eliminate cases of obvious
ineligibility and sometimes not. Some agencies engaged the client in an ex-
tensive face-to-face enrollment interview, while others accepted mail-in
applications. Some agencies elicited detailed information from the appli-
cant on household incomes, while others relied on later verification through
third-party contacts (such as employers, bankers, or welfare agencies).
Whatever way it proceeded, the enrollment process led to one of two
results: (1) the household was declared eligible for program benefits and
a benefit level was established by formula (pending completion of addi-
tional procedures for establishing that the household was occupying pro-
gram-approved housing), or (2) the household was declared ineligible.

The most important enrollment task was the certification of income
and household size. Both determined whether the household was eligible
and what the size of payments would be. In recent years, there has been
much public controversy about high “error rates” in various public assist-
ance programs which haveled to large numbersofineligible households on
the rolls of such programs and inaccurate paymentlevels for many who
are eligible. Many suggestions for remedying this situation have focused
attention on modifying the procedures used for certifying income and
household size."

Table 10.2 lists six general techniques often suggested for improving
the certification of income in transfer programs. They include (1) a gen-
eral increase in the extent to which verification is used; (2) employing
selective case verification; (3) altering the frequency of eliciting informa-
tion from clients or frequency of reverification; (4) altering the form of
elicitation; (5) requiring mandatory agency/client contact; and (6) im-
proving interagency exchanges of information on clients. The table indi-
cates the major EHAP findings concerning the effectiveness of various
certification procedures falling under each of these broad categories of
reform.

The most straightforward of these reforms, and the one most fre-
quently suggested, is the increased use of verification. Some public pro-
grams have accepted theself-declarations of participants or subjected these

14, For a fairly exhaustive compilation of the range of procedures possible re-
garding each element of the certification function, see Zais, Melton, and Berkman
[E180].
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Table 10.2

EHAPFindings concerning the Effectiveness of Alternative Eligibility

Certification Improvement Techniques

a

Technique Findings Experiment

ieee

ee

oo

General increase Third-party contacts and documen- AAE

in extent of tation detect significantly more

income variation income or income changes than

self-declaration. Less substantial

variation observed among verifica-

tion methods than betweenverifica-

tion and self-declaration.

Requiring as much client documen- Supply

tation as possible, with undocu-

mented entries subject to verifica-

tion on sample basis, results in

few income changes.

Selective case Elderly participants less likely to AAE

verification have income changes. No other

demographic group systematically

less likely to have income changes.

Clients with predominantly grant AAE

income less likely to have income Demand

changes than those with earned in- Supply

come. Clients with income from

more than one source more likely

to have income changes. Income

changes closely related to changes

in household size.

Frequency of Elapsed time between elicitation AAE

elicitation, and certification single most im-

reverification portant factor explaining income

changes. Quarterly recertification

found more cost effective than

yearly or monthly recertification.

Form of Relatively small income changes AAE

elicitation when detailed elicitation used. De-

tailed elicitation and

_

verification

can be substituted for each other.

Detailed initial interviews appear to Supply

elicit fairly complete and accurate

information from clients.

Mandatory client No findings None

contact
Interagency infor- No findings None

mation exchange

Sources: Rand [E127]; Tebbets [C109]; Dickson [C16]; Hoaglin and Joseph

[C33]; Zais, Melton, and Berkman [E180].



income information elicited from clients at application than any other
technique. When income wasverified using third-party sources, 65 percent
of the cases incurred a change in income; when documentation was used,
61 percent of the cases resulted in changes. These figures contrast with the
35 percent of cases resulting in income changes when only client-provided
information was used.'®

Thus, the AAE experience established the superior effectiveness of
verification over simply accepting the word of clients. What about the
costs of these procedures? Administrative costs for third-party verification
were estimated at $12 per case; documentary verification was estimated
to cost $10 per case; and self-declaration $6.1° Most often, the information
on a particular client was certified using a combination of these methods;
but in terms of both costs and effectiveness, there were smaller differences
between third-party checks and documentation than between both these
methods and self-declaration.

The Supply Experiment incomecertification procedure is a promis-
ing approach to this function and provides some insight into how docu-
mentation and third-party checks might be successfully used in combina-
tion. Under this approach, clients were responsible for providing as much
documentation as they could. When the enrollment interview was sched-
uled, the client was given a list of the types of documentation to bring
along. In fact, for each income source noted by the applicant, the inter-
viewer requested documentation. If the client was unable to provide it,
he was required to sign a form authorizing third-party checks of that
item. Thus, all undocumented sources were potentially subject to third-
party verification. However, only a sample was actually verified, with the
probability that a particular case would be sampled depending on the
extent to which other sources of income had been documented for that
case. Four sampling categories are shown in table 10.3. The probability
of being verified ranges from 10 percent—generally, when 50 percent or
more of income is documented—to 100 percent—when less than 10 per-
cent is documented. Quality control audit information indicates that this
particular combination of documentation and third-party checks produces
an accurate way to certify income. If the sample of third-party checks
were not done, it is estimated that an average monthly overpayment of

 

15. Hamilton, Budding, and Holshouser [C31], p. 28.
16. Hamilton, Budding, and Holshouser [C31], p. 29,
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Table 10.3

Sampling for Third Party Verification, Supply Experiment

a
Percentage of Clients

Documentation Provided by Client to be Verified

Ecio

eee

IO

1. If client is able to document 50 percent or more 10

of total household income from all sources of

earned income greater than $2,000 per year and

50 percent or more oftotal assets. (If assets are

within $1,000 of asset limit, all must be docu-

mented).

2. If client is able to document 10 percent or more 33%

but less than 50 percent of total household in-

come; other asset requirements same as #1.

3. If client documentation is insufficient to meet 100

4¢1 or 42 specifications.

4. If client documentation is sufficient to meet +1 100

or #2 but interviewer judges that client gave un-

clear or conflicting responses.
I

Source: Tebbets [C109], pp. 13-14.

%7 would have resulted in Green Bay and $18 in South Bend. By employ-

ing third-party verification on a sample basis, $6 of the error was elimi-

nated in Green Bay and $14 in South Bend.”

But are these savings worth the administrative costs involved in

verification? There is no easy answer to this question since the figures

cited only reflect direct savings and ignore the deterrenteffects of verifica-

tion. Restricting attention solely to direct savings, the Supply Experiment’s

system appears to cost more to administer than it saves, by about two

dollars in Green Bay and by about two and one-half dollars in South

Bend per enrollees verified.® Of course, how many deliberate errors

would have been made by clients without the presence of a verification

system can only be speculated.

Besides more extensive verification, reformers have also suggested

selective verification for certain household types. Table 10.2 also indi-

cates the major EHAP findings in this area. Throughout EHAP it was

found that the elderly are less likely to have income changes once certi-

fied. No other group appears to be systematically as likely to have so few

income changes. Additionally, in all three experiments, the composition

of income was likely to influence whether verification would uncover

changes. Clients with predominantly grant income and those with one

17. Tebbets [C109], p. x.

18. Rand [E127], pp. 168-170.
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source of income wereless likely to experience changes than those with
wages or multiple sources of income.

A third general category of reform is to increase the frequency with
which income information is elicited and/or verified. The importance of
this type of reform is seen in the fact that within the AAE,the single most
important variable associated with income changes was the length of
time between application and certification of income.” Thus, if the backlog
of cases awaiting certification can be reduced so that certification can
moreclosely follow the time when enrollees volunteer their initial income
information, income changes can be reduced. The best source of data on

recipients, nearly all households reacted favorably to the monthly verifi-
cation system in response to survey questions.?° Forthcoming analysis
should establish whether monthly reporting is cost effective. In part, of
course, the answer will depend on the extent to which incomes fluctuate
during the course of the year.?1

As table 10.2 indicates, reformers have suggested several other tech-
niques for increasing the accuracy of income verification systems. EHAP
evidence is far less systematic here. Suggestions for improving the form of
elicitation, the amount of mandatory agency/client contact, and the intey-
agency exchange of income information were addressed in EHAP only on
an impressionistic basis. In the variety of procedures used within the AAE,
it did appear that relatively small income changes were produced when
detailed elicitation was used. Thus,it is likely that there is a possibility of
substitution between detailed elicitation and verification, and agencies
can choose to do one or the other. In the experience of Supply Experi-
ment staff, the detailed enrollment interviews just discussed seemed
more reliable than forms completed by the applicants themselves, although
the Supply Experiment did not include systematic variations in these
procedures.

Table 10.4 indicates the relationship between the average costs of
enrollment per recipient and the predominant method of incomecertifica-
tion used. In very broad terms, that is, without controlling for differences
in client characteristics, use of verification techniques was more costly
than participant declaration. However, it is likely that the most cost-

19. Dickson [C16], p. 43.
20. Hoaglin and Joseph [C33], p.s-6.
21. See Jacobson [C37]. For a detailed discussion of the various issues regarding

frequency of elicitation and verification, see Zais, Melton, and Berkman [E180].
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Table 10.4

Costs of Enrollment per Recipient and Predominant Methodof

Income Certification Used

ee
Predominant

Costs of Income

Enrollment Certification

Site per Recipient Method Used

ee

oe

Administrative Agency Experiment

Tulsa $45 Third party

Salem 42 Third party

Durham 40 Third party

Jacksonville 59 Mixed (participant declaration)

San Bernardino 31 Mixed (participant declaration)

Peoria 29 Mixed (third party)

Springfield 2/ Participation declaration

Bismarck 26 Participation declaration

Supply Experiment

Green Bay 57 Mixed (documentation)

South Bend 55 Mixed (documentation)

eeSaaS

soo
o

—-(«—O>amnmma0>mamamamammm

Note: “Third party” or “participant declaration” means that this method was

used in more than 75 percent of cases. “Mixed” indicates that third-party

documentaion or participant declaration was used in 50-75 percent of the cases,

with other methods used in remaining cases. Method in parentheses indicates

majority method used in mixed cases.

efficient system is some combination of accepting client declarations and

verifying. Evidence from the experiments outlined above suggests several

directions for such a system of selective verification.

Inspection

The inspection function is a set of activities involved in determining

whether an enrollee’s housing unit meets the program’s standards. Of the

functions considered so far,it is the first of the “housing-related” functions

administered by the agencies. Outreach and enrollment would be re-

quired for subsidy programs of unconstrained payments and would also

be a part of any other subsidy program which is income-conditioned.

With the exception of several treatment groups in the Demand Ex-

periment, all households in EHAP were subject to a housing unit inspec-

tion.2? The program standards applied differed across experiments as well

 

22. For a description of the exempt treatments, see chapter 3.
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Table 10.5

Median Number of Inspections per Enrollee, AAE and Supply
ExperimentSitesa

Median Number of.
Inspections perExperiment and Site

Enrollee

Ta

eee
Administrative Agency Experiment

Bismarck
1.04

Durham
1.08

Jacksonville
16

Peoria
82

Salem
1.07

San Bernardino 1.11
Springfield

1.08
Tulsa

1.17
Supply Experiment

Green Bay 1.40
South Bend 1.56

Sources: Derived from Rand [E127], p. 172; Budding etal. [C11], p. C-40.

as among the Administrative Agency Experimentsites.2? All of the stand-
ards, however, involved minimum physical and occupancy requirements.

Inspection,like certification of income, is both an intake and a mainte-
nance function. As the former, it follows income-eligibility determination to
establish whether income-eligible households are qualified to receive pay-
ments because they live in standard units. Enrollees could nominate
dwelling units for inspection in two ways: (1) by nominating their cur-
rent dwelling, either before or after repairs to the unit; or, (2) by nomi-
nating another dwelling to which they plan to move. If they chose the
latter, enrollees were encouraged to request an inspection before moving,
although this was not a requirement.

Before EHAP was undertaken, there were a number of fears about
inspection which questioned the feasibility of this method of earmarking
payments for housing. One fear was that enrollees in the program would
nominate numerous dwellings for inspections, driving up administrative
costs. In fact, this fear was not borne out, as demonstrated in table 10.5,
which indicates that the highest median number of inspections per en-
rollee among AAE and Supply Experimentsites was 1.6. The site median
was 1.08 units. Apparently, enrollees did not recklessly nominate a large
number of dwellings for inspection in their attempt to qualify for pay-
ments.

 

23. The standards used in each experiment are described in Appendix C.,
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Besides fear about the number of inspections required, preexper-

mental estimates of the costs of professionally administered inspections

suggested doubts about this approach. These cost estimates varied from

about $30 per inspection to several hundred dollars.** Therefore, Admin-

istrative Agency Experiment agencies were encouraged to experiment with

alternative procedures for inspecting units. The variations actually em-

ployed differed according to who did the inspection. Three types of

inspectors were used: (1) professional code inspectors, (2) trained

housing allowance agency staff, and (3) program participants themselves.

Jacksonville subcontracted for city code inspectors. Durham, Peoria,

Tulsa, and San Bernardino predominantly used trained agency staff.

Springfield, Salem, and Bismarck relied mostly on participant inspections,

frequently accompanied by agency spot checks. Both the Supply and De-

mand Experiments used trained agencystaff.

Tables 10.6 and 10.7 provide information on the relative costs and

effectiveness of these three approaches. Table 10.6 shows the result of an

independent check by the evaluation contractor on the various types of

inspections performed in the Administrative Agency Experiment. As the

table indicates, the use of professional code inspectors was mostlikely to

result in accurate inspections—87 percent of the cases falling into that

category. Trained agency staff had a somewhat lower accuracy of 62

percent, and the independent inspection agreed with participant assess-

ments in only 36 percent of the cases. Thus, the use of participant inspec-

tions greatly increases the chance that unacceptable units will get into the

program.

At the same time, the average cost per inspection by professionals

or agency staff was found to be about $32.*° Training participants to use

checklists for inspecting units and processing the information resulted in

a cost of about $5 per inspection. Given different circumstances faced by

agencies in various sites, however, one would expect the cost per recipient

to vary; this is in fact the case, as shown by the figures in table 10.7. A

definite relationship between choice of procedure and the resulting costs

of administering the inspection function is evident in the table. The cost

of professional code inspectors ranges from 2 to 15 times more than the

use of participant inspections. Still, the outcome for professional or

agency trained inspectors is on the lower end of preexperimental pre-

dictions.

Thus, there appears to be clear advantages to using inspectors rather

24, U.S. Department of Housing and Urban Development [E165], p. 70.

25. This figure is higher than those shownin table 10.7 because it is only for pro-

fessionally made inspections while those in the table for the AAE are mixes of profes-

sionally made and other types of inspections.
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Table 10.6

Accuracy of Various Types of Inspectors, Administrative
Agency Experiment

eee
Percentage of Units

Accurately Average cost
Inspector Type Assessed per inspection$e

EEEeS

Professional code inspector 87% $30
Trained agencystaff 62
Program participant 36 $ 5eee
Source: Budding et al. [C11], p. 13.

Note: “Accurately assessed’? means the inspector approximately identified
units’ deficiencies, as determined by an independent reinspection by the
evaluation contractor in the experiment. Because of the limited number of
cases involved, separate estimates were not available for professional in-
Spectors and trained agencystaff.

Table 10.7

Inspection Costs per Recipient and Predominant Inspection Method Used

  

Direct Costs Predominant Inspection
Experiment and Site per Recipient Method Used

Administrative Agency Experiment
Jacksonville $30 Professional code inspectors
Tulsa 30 Trained agencystaff
Durham 19 Trained agencystaff
Peoria 15 Trained agencystaff
San Bernardino 15 Trained agencystaff
Springfield 8 Program participants
Bismarck 3 Program participants
Salem 2 Program participants

Supply Experiment
Green Bay 24 Trained agencystaff
South Bend 31 Trained agencystaff

 

Sources: U.S. Department of Housing and Urban Development [E165], p. 66;
Budding et al. [C11], pp. B-1 through B-6; Tebbets [C109], chapter4.

than the participants themselves, although the differences between pro-
fessional code enforcers and trained staff are small. Professional inspectors
were found to record more detailed information and seemed to be more
stringent in their inspections than were agency staffers. Comments written

on inspection forms indicated that sometimes participants and agency
staff lacked sufficient technical knowledge to recognize certain types of



Administering Housing Allowances 203

structural, electrical, and plumbing deficiencies. Agency staff also some-

times experienced a conflict in their role, particularly when the same

staff members were used for inspecting units and for helping clients to

qualify for payments. Agency staff were more likely than professional

inspectors to take participant preferences, market conditions, and other

factors into account. To prevent this type of “role conflict,” the orga-

nizational structure of the allowance offices in the Supply Experiment orga-

nized performance of these functions into separate divisions, a solution

which seemsparticularly feasible in a large-scale program.

In sum, the inspection function seems both more feasible and less

costly than originally anticipated. EHAP provides valuable experience for

application to other programs, particularly to the Section 8 Existing hous-

ing program, in which agencies face many of the same administrative

functions found in the experiments.”°

Client Services

A fourth major function in administering housing allowance programs

was provision ofclient services, defined as those activities designed to help

clients to attain standard housing and to keep clients qualified for pay-

ments. As such, it is a function both at intake and during mainte-

nance. As seen in chapter 3, however, the concept of housing allowances

and the provision of client services represent conflicting elements in

program philosophy. Housing allowances embody notions of consumer

freedom for clients to cope in the housing marketplace on their own.

This general concept guided the development of the allowance programs

at all EHAPsites. Yet there existed a feeling that some nonmonetary

assistance needed to be provided, or at least made available for clients

who want it. Equal opportunity assistance, for example, was mandated

by law.

Table 10.8 lists the variety of services offered to enrollees at the

12 EHAPsites; it also gives a rough indication of the extensiveness of

the services provided. The table indicates that the most consistently pro-

vided service took the form of information sessions on program rules,

housing market information, and equal opportunity. All three experiments

provided some of this type of service. In addition, the Administrative

Agency Experiment sites provided a wider range of services, stemming

from the general design feature of that experiment which allowed

agencies to establish their own variations in procedures. Some agencies

26. For a discussion of the application of EHAP findings on inspection to the

Section 8 Existing program, see Glatt [C26].
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helped enrollees to search for housing by providing childcare, transporta-
tion, or escort services to units being considered. In some cases, moving
assistance was also provided by the agency in the form of negotiating with
the landlord, helping with the actual move, or providing a security deposit
to be repaid on an installment basis.

The table shows that some agencies clearly did more than others.
Springfield, for example, developed programs and presentations which
approached a consumer advocacy and consciousness-raising mode. Dur-
ham developed a mode of operation consistent with the social casework
tradition, including helping families with their nonhousing problems. In
the Supply and Demand Experiments, services were more limited and
controlled, restricted to information sessions, responses to inquiries, refer-
rals, and equal opportunity services.

Analysis of the effects of these services proved to be more difficult
than any of the other administrative functions in EHAP. Unlike in-
spection and incomecertification, which were done on a one-time basis,
the interaction between agency andclient involved in the services function
was ongoing. Measurement of services provision proved to be fairly
elusive because staff members found it difficult to record each of these
interactions.

Despite these difficulties, two major studies of the effects of services
have been performed, approaching the issue by using different perspec-
tives on the measurement of services. One grouped the AAE agencies
by the level of “responsive services” provided.?’ These services included
assistance provided to individual households as needed, in contrast to
the more formal services provided to all households, such as information
sessions. The essential results of this analysis are given in table 10.9, with
level of services provision defined at the site level. The percentage of

enrollees succeeding in finding standard units (and qualifying for pay-
ments) was significantly affected by three factors—market conditions, race,
and plans to move orstay in preprogram units.

In looser markets—defined in this analysis as markets with vacancy
rates of more than 7 percent—the table indicates few differences in suc-
cess rates, for movers as well as stayers, regardless of race and regardless
of the level of services provided. The range of success is only 78 to 89 per-

cent. More variation is evident in tighter markets, where the services pro-

vided appear to make a difference. Services appear to be more important

to movers andto help to close the gap among households, bringing black
and white successrates closer. These results suggest that a strategy of selec-
tive provision of services, perhaps based on market conditions and the

27. Holshouseret al. [C35].
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demographic makeup ofthe community, would be morecost effective than
provision of the sameservicesto all clients.

These findings must, however, be tempered by the presence of vast
inconsistencies between agency reports of the services they provided
(which formed the basis of the analysis just discussed) and participant
reports on the amount of services delivered. A second analysis, therefore,
developed various measuresof actual service utilization, including minutes
of agency/client interaction, use of housing lists provided by the agency,
and the like.*® Evidence was compiled from all three experiments on the
effects of services.

In this analysis, information services were found to be used by a high
proportion of those who shopped for a new unit; and, judging from survey
responses, these services were highly valued by these households. In-
formation services also made a difference to key program outcomes. Shop-
pers in Jacksonville, for example, who faced

a

strict housing standard and
a difficult market, were clearly aided by information services. Information
sessions were also found to be helpful to Demand Experiment households.
Demand households were particularly helped when agencies provided in-
formation on where to look for new units within the sites. The hypothesis
that those who used the services consisted mostly of shoppers who would
have succeeded anyway wastested, with negative results. In fact, minority
households who had a more difficult time searching were helped more by
these services than were nonminority households.?°

When the use of problem-responsive services was analyzed, far fewer
households were found to actually use such services than used information
services. In contrast to information services, most utilization of problem-
responsive services was concentrated in a small number of households.
Indeed, some agencies appear to have initiated some of these services in the
absenceof a clear need.*° Furthermore, nothingin the analysis demonstrated
a clear impact of such services on success in qualifying for payments, on
changes in housing quality, or on satisfaction of households with their
dwelling. The preponderance of the evidence, therefore, suggests that en-
rollees both wanted and used information services and held particularly
positive feelings about information supplied by agencies which helped them
find a standard unit. Other services—such as transportation and child
care—appear to be premised on

a

traditional casework approach to pro-
gram administration and often overstated the need to provide such services
to households.

28. Bernsten [H13].
29. Bernsten [H13], p. 174.

30. Bernsten [H13], p. 217.
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Table 10.10

Intensity of Client Service Delivery and Costs per Recipient

en

. Direct

Services Costs per Recipient
Intensity Index ene

Site (Rank) Dollars Rank
Oe

Durham 1 $40 4

Springfield 2 64 1

Jacksonville 3 59 2

Tulsa 4 45 3

San Bernardino 5 31 5

Bismarck 6.5 24 6

Salem 6.5 17 7

Peoria 8 10 8

South Bend 9 8 9

Green Bay 10 1 10

Spearman’s rho (correlation between ranks) = .92

 

Sources: Services intensity index is calculated by summing information pro-

vided in table 10.8, with values of 1, 2, or 3 depending on intensity

of services. Costs per recipient is from U.S, Department of Housing

and Urban Development [E165], p. 66.

Not surprisingly, the variation in administrative costs associated with

client services was considerable across the EHAPsites. Table 10.10 shows

the calculated direct costs per recipient of providing intake services, rang-

ing from a low of $1 in Green Bay, which provided verylittle assistance

beyond subsidy payments, to $64 in Springfield, which provided a wide

range of services, as just discussed. For purposes of displaying the rela-

tionship between these cost figures and the intensity of services provision,

an index was formed using the information provided in table 10.8. This

index simply assigned ordinal values to each item in the table and summed

the results. Sites were then ranked according to their services intensity

index, and a rank order correlation between this index and the site

ranking on cost wascalculated to be .92.

In sum, the EHAP research on the effects of services can assist in

the development of policy alternatives for administering housing allow-

ance programs. Theresults suggest that services might best be provided

in markets where households face real difficulties in finding standard units,

such as markets with low vacancyrates. In addition, services which provide

information on the market—especially where households might look for

program-eligible units—appear to be more productive than other services

which try to respond to a myriad of other household needs.
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OVERALL ADMINISTRATIVE COSTS

The preceding section considered the four major administrative functions
in housing allowance programs in terms of the costs and effectiveness
of alternative procedures. EHAP experience has clearly narrowed the
range of reasonable procedures for use in operating a program. For ex-
ample, the evidence is quite clear that some form of professional in-
spection should be used for ascertaining whether dwellings pass program
standards if program standards are to be reasonably effective. Likewise,
it is clear that errors in income determination are far more likely where
participant declarations are accepted withoutverification; and EHAPsug-
gests some selective ways to verify incomesshort of the costly approach of
verifying all items.

Besides providing information on individual procedures, EHAP has
produced important data on total administrative costs. Table 10.11, which
uses roughly comparable cost definitions for all the experiments, demon-
strates that overall costs varied considerably across EHAP sites. The
coefficient of variation given for each function (in the final row of figures)
provides an indication of cost variation across sites. Because of problems
of allocating indirect costs to specific functions, the figures for individual
functions include only direct costs; the total dollar figures for intake,
maintenance,andall costs include both direct and indirect costs.

The figures indicate that costs were more likely to vary for outreach
and client services than for enrollment, inspections, and payment opera-
tions.* These differences reflect the basic characteristics of the functions:
enrollment, inspection, and payments operations can be highly routinized,
and clearly defined goals can be specified for them. Outreach and services
appear to be more open-ended and discretionary. On the basis of these |
observations, it may be reasonable for federal regulations to establish more
detailed procedures for the administration of certification of income and
inspection but to give local agencies wider discretion in the other func-
tional areas. Another possibility is that for functions which may be cost
effective in certain circumstances but not so in others (such as perhapsis
true for the provision of client services), HUD would permit expenditure
of funds when local agency established the need for them.

With respect to intake functions, enrollment consumed the greatest
percentage of direct costs. At the AAEsites, a median of 41 percent was
spent on enrollment. However, even though the coefficient of variation for
this function is lower than any other intake function, the percentagestill

31. Payment operations included activities involved in calculating payments and
sending out payments to households. Because agencies’ procedures did not vary sys-
tematically in this function, this function is not analyzed here.
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varied from 21 to 55 percent. Enrollmentalso constituted the greatest per-

centage of intake costs in the Supply Experiment. The major difference

between the two experiments in intake was in the services function, which

constituted a median of 33 percent in the AAE but only 4 percent in the

Supply Experiment.

There were also major divergences amongsites in the costs of mainte-

nance functions. Again, the Supply Experiment spent very little on services,

while this function constituted 48 percent of the AAE’s direct cost of

maintenance. The Supply Experiment’s semiannual income recertification

affected its cost for this function, with a median of 59 percent of all

maintenance outlays going for recertification, compared to a median of

22, percent in the AAE, which recertified income only on an annual basis.

Total intake and maintenance costs, shown in columns (5) and (10)

in table 10.11, include both direct costs and indirect costs. Combining

these to establish the total administrative costs per recipient year requires

some amortization of intake costs over the period participants stay in the

program. The computations in the final column of table 10.11 assume that

participants average two years in the program. Thus, total administrative

costs per recipient year are equal to one half of the intake costs per new

recipient added to the total maintenance costs per recipient year.** When

computed this way, total annual administrative costs are seen to vary

a great deal, from a high of $589 in the Jacksonville AAE site to a low

of $209 in the Green Bay Supply Experiment site. The Supply Experiment

median of $220 is $100 less than the AAE median, probably indicating a

combination of the economies of scale that are possible by implementing

a larger program over a longer period of time and the great attention

given to efficient administration at the sites.

CONCLUSIONS ON ADMINISTRATIVE FEASIBILITY

As EHAP was launched, two questions about administrative feasibility

were especially prominent: whether local agencies whose past activities

had not involved housing to a large degree, as well as housing authorities,

could successfully carry out all of the functions required to operate a

housing allowance program, and whether, in particular, a physical housing

32. The estimate of two years average participation per recipient household is

based on about five years of experience in South Bend. The cumulative total of house-

holds authorized for payments divided by the number terminated is .46. Owners stay

in the program slightly longer than renters (.41 compared to .51). On the basis of

these numbers, the two years assumption was used. See Housing Allowance Office, Inc.

[E59].
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from EHAPprovides a strong alfirmative response to both questions. All
of the agencies, regardless of past experience, successfully implemented
the program.As for inspections, the fears of a large numberof units need-
ing to be inspected for each enrollee and of the
high proved unfounded. Ultimately of course, the general feasibility
of the program was proven by the launching of the Section 8 Existing
program, which is administered by thousands oflocal agencies; and the
lessons learned in EHAP were used in designing its administration.







CHAPTER 11

Policy Implications:
Moving from Research
to Programs

Morton L. Isler

THE Experimental Housing Allowance Program provides much more

than a test of a freestanding housing allowance. Many programswill

benefit from the knowledge derived from EHAP. Consequently, the reader

is forewarned that this chapter does not provide any simple or single policy

prescription. The problems confronting urban and rural America are too

complex for any single approach, and the rich set of EHAP results pro-

vides important insights for building a comprehensive approach to meet-

ing housing and community development goals.

THE MULTIFACETED PROGRAM WORLD

In the United States today, individuals and localities are affected by nu-

merous public programs. What implications do the results of the Experi-

mental Housing Allowance Program have for these individuals and their

communities?

Clearly, ongoing housing subsidy programs should benefit by the

knowledge derived from EHAP; but other programs can benefit as well,

especially programs concerned with community development. Housing in-

vestment is often a primary objective of local community developmentac-

tivities, and the Community Development Block Grant program has a

large housing component. Indeed, the housing rehabilitation carried out

under block grants now dwarfs that carried out with explicit housing ap-

propriations.

267
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Furthermore, perhaps over a third of the expenditures of the nation’s
public assistance and Social Security systems are spent in housing mar-
kets. EHAP findings can help those concerned with welfare reform to link
public assistance and housing programs. The goals of welfare reform and
of “decent housing in a suitable environment” are not mutually exclusive.
In fact, they can be mutually supportive. Through a strategic combination
of income support and housing and community developmentassistance,
the nation can equitably distribute aid for those households in need and,
at the same time, help conserve and develop our communities.

While governmental policies and programs have an effect on every
community, the type of effect is not always the same because communities
differ. Those formulating national housing and community development
policies are increasingly cognizant of important differences among commu-
nities and housing markets. The price of housing available to lower-income
groups may be less in one market than in another; decent housing may be
in surplus in one market and in short supply in others. Such fundamental
differences in housing market conditions should lead to a different mix of
housing actions in different markets.?

Public policies and programsare also characterized by multiple goals.
Rather than go through litany of the numerous goals enunciated in the
legislative process or promulgated by the executive branch, we would
simply assert that these goals reflect concern with one or more of the
following three types of benefits :?

1. Benefits to individuals. Public policies are concerned with the stand-
ard of living and the quality of life obtained by individuals. To some,
this may simply be a question of the distribution of income; if the
distribution were more equal, everyone would be able to afford a rea-
sonable set of goods and services, including housing. Others are con-
cerned with specific goods and services that the poor consumesuch as
food, housing, and medical care. Both views include a concern with
questions of equity and equality of opportunity in how a program
treats individuals.

2. Benefits to the community. Other goals of public policy encompass
benefits that are generally distributed throughout the community, or
at least that are enjoyed by individuals other than the direct bene-
ficiaries of a program. In housing programs, the improvement of a
dwelling should not only benefit the occupant but the neighbors as
well. Examples may be found in neighborhoods where programsof
upgrading dwellings bolster the value of adjoining homes that remain

1. See Struyk, Marshall, and Ozanne [P78] for an analysis of how different pro-
gram mixesfit various housing market conditions.

2. See Weicher [P87]; Levine [P46] for discussions of housing rationales and
goals.
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unimproved. Moreover, housing stock improvements should benefit

future generations as well as current occupants.

3. Benefits to the Housing Sector. Political interest in the housing sector

of the economy is exemplified by two concerns. First, smoothing out

the fluctuations in new housing production is the concern of some who

believe these cycles cause inefficiency in the homebuilding industry

and lead to higher housing costs. Second, others wish to reduce hous-

ing market imperfections thought caused by the biased behavior of

actors in local housing markets (realtors, landlords, repair contrac-

tors, etc.) in dealing with the poor. Concern with the housing sector

is important in the nation’s political processes, and EHAP findings

should be reviewed from this perspective.

This chapter employs these three perspectives of benefits as a frame-

work and suggests how findings from EHAP maybeuseful in policy mak-

ing. The second section examines the outcomes of EHAP from the perspec-

tive of individual benefits and compares housing allowances with other

housing programs. The relationship with income maintenance programs is

also discussed in this section.

The third section treats the community benefits of housing allowances

as observed in EHAP. Because EHAP has producedlittle information re-

garding community benefits at this point (pending completion of the

Supply Experiment) and even less knowledge exists for other housing

programs, interprogram comparisons of community benefits cannot be

made. The third section also discusses the current laxity in housing code

enforcement and suggests that a stepped-up program of housing code en-

forcement could drastically alter the effects of housing allowances.

This chapter’s fourth section touches on the apparently small benefits

to the housing sector of the allowance program. This section also com-

pares the costs and production efficiency of new construction with pro-

grams using the existing stock.

Finally, the fifth section of the chapter brings these perspectives to-

gether and, given the findings of EHAP, describes how housing allowances

fit in a mix of housing and community development programs. This sec-

tion develops the logic for coordinating the Section 8 Existing housing

program with community development activities and reviews EHAP find-

ings as they pertain to the critical issue of extending eligibility for the

Section 8 Existing housing program to homeowners.

BENEFITS TO INDIVIDUALS

Even though EHAPprovides a rich set of data regarding benefits to

individuals, relating these findings to government policies and programs
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o
proper role of government. For example, while there is surely widespread
belief in “equal opportunity,” individuals disagree on how equal oppor-
tunity should be defined. Should we be concerned with the equality of
opportunity for participating in an educational program, for example, or
should we be concerned with equality of outcomes? The same question
can be raised as to what constitutes “equity.”

Equitable treatment for individuals is a primary goal of public pro-
grams. The basic objectives of equity are to treat households in like cir-
cumstances alike and to provide greater benefits to households with fewer
resources of their own. Probably nothing in this world is perfectly equita-
ble, so it is more appropriate to speak of the relative equity of the out-
comes of one action versus another rather than to expect perfect equity.

If one is concerned with equity of outcomes, the gateway to equitable
treatment is program participation. As shown in chapter 4, about one
third of the eligible households participated in the Demand Experiment’s
housing allowance programs. The participation rates for the unconstrained
subsidies were about twice that of a housing constrained program. There-
fore, from the viewpoint of the proportion of eligibles receiving benefits,
the outcome of the housing-constrained allowance program was clearly
less equitable than that of the unconstrained program.

On the other hand, the results might not look so bad to those con-
cerned with equitable opportunity rather than equitable outcome, especially
if they were sure that the lower participation rate of a housing-constrained
program simply reflects the preferences of eligible households with respect
to meeting the program’s housing standard. Unfortunately, EHAPresults
to date are less than clear on the degree to which decisions not to partici-
pate reflected household choices or were promoted by the program’s design
or by supply conditions that constrained freedom of choice.

For example, large households (of seven or more persons) hada rela-
tively low participation rate compared to smaller households. Besides a
household preference not to participate in a government program, there
are two explanations for this low participation rate. First, the benefits of
participating may have been relatively smaller for large households than
for smaller ones, given the amount each was offered. By not participating
under this condition, the large households were only acting in their best
interests: the benefits of participation did not outweigh the costs. In such
a case, a change in the program’s design, such as increasing the subsidy
for that group relative to other groups, could make the program more
equitable.

Second, large households face problems in the housing market that
other households do not face—such as landlord discrimination or an abso-
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lute shortage of large dwellings. So, large households would require much

larger increases in housing allowance benefits to overcome these problems.

In this case, a program that deals directly with conditions of housing sup-

ply might treat large households more equitably. This suggests the im-

portance of comparing housing allowances and other housing programs.

Housing Quality

The housing allowance Demand Experiment contrasted the quality of the

housing occupied by individuals participating in its minimum standards

treatment groups to the quality of housing in three other housing subsidy

programs: Section 23 leased housing, conventional public housing, and

Section 236 with rent supplements.* In 1975, a sample of participants in

these programs in Pittsburgh and Phoenix were surveyed to obtain data

comparable to that available for housing allowance recipients and for the

EHAPcontrol group who received no subsidies, referred to in this chapter

as the “no program”group.
One yardstick of housing quality only includes measures of the dwell-

ing’s physical condition consideredessential to the health and safety of the

occupants or to the well-being of their neighbors. Two such measures are

employed in table 11.1: the Demand Experiment’s own minimum standards

of housing quality and a more stringent version of these standards termed
“high” minimum standards.*

The table shows the percentage of dwellings passing each standard for

households participating in each of the four housing programs and for

households receiving no assistance. Three results of these comparisons are

especially significant. First, in every one of the four housing programs, a

greater proportion of the participants lived in housing that met minimum

standards than did households who were not in a program. However,
differences were relatively slight between the proportions of Section 23
participants meeting standards and those not in a program, especially in
Pittsburgh. The small quality differences between Section 23 and the “no

3. The study is reported in full in Mayo et al. [P53] and Mayoet al. [P54]. Both
the conventional public housing and the Section 236 rent supplement units were newly
constructed. All of the Section 236 projects and approximately one third of the Sec-
tion 236 units within the projects sampled also involved additional rent supplements;
hence the appellation “Section 236 with rent supplements.”

4. The Demand Experiment’s standards are described in Appendix C. Definitions
for the set of high standards are given in Mayoet al. [P53]. “High” minimum stand-

ards are more stringent in the required condition of windows, ceilings, walls, floors,

and roofs. While the Demand Experiment’s minimum standards would fail these build-
ing components only when they needed replacement, the high minimum standards

would fail them even if they only needed repair.
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Table 11.1

Housing Unit Quality for Recipients of Housing Allowances: Selected
HUD Programsand Households without Assistance, 1975eee

Percentage of Percentage of
Units Meeting Units Meeting

Demand Experiment’s “High” Minimum
Minimum Standards Standardsee

Phoenix Pittsburgh Phoenix Pittsburgh

 

Housing allowance
(minimum standards) 86.5% 14.2% 43.8% 10.1%
Section 23-leased
housing 48.3 33.0 30.3 6.4
Public housing 74.6 62.7 50.2 50.2
Section 236 with
rent supplements 63.2 62.3 46.0 46.6
No program 35.8 28.7 20.1 10.7eee
Source: Mayo et al. [P53], pp. 126-127. Housing allowance households are

those under the housing gap-minimum standards treatment who were
active and receiving full payments at two years after enrollment in the
Demand Experiment. Households in other programs constituted a
sample of those participating in public housing, Section 23, and Sec-
tion 236 in Allegheny (Pittsburgh) and Maricopa (Phoenix) counties.
The public housing sample wasrestricted to those in two subprograms
—conventional and turnkey | programs. The Section 23 sample was
restricted to those in units otherwise unsubsidized. The Section 236
sample was limited to projects which contained at least some rent
supplement units. “No program” households included contro! house-
holds in the Demand Experiment active after two years of enrollment.
These households received a nominal paymentfor reporting the same
information as allowance households, although they receive no subsidy.

program” group mayreflect either this program’s standards or the way
the standards were enforced. This latter possibility underlines the impor-
tance of administrative practices such as those discussed in chapter 10
and suggests that the quality results obtained in EHAP could differ from
those obtained by agencies typically operating a national program. Of the
four programs, housing allowances performed best in terms of the mini-
mum standards of quality which, of course, were the program’s own
standards.

Second, the quality of dwellings for all four programs and for the
“no program” group declines when judged according to the “high mini-
mum”standards, andthis decline is proportionately greatest for the hous-
ing allowance program. This finding supports the observation, made in
chapter 6 of this book, that allowance payments did induce changes in
housing consumption consistent with the program standards but that the
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allowances did not significantly increase consumption of housing services

in general.

Third, in most comparisons of the outcomes in the two sites shown in

table 11.1, a higher proportion of Phoenix households than Pittsburgh

households met the standards. The differences in the percentage of housing

allowance recipients meeting the high minimum standards in the twocities

is particularly striking. These outcomes probably reflect important differ-

ences between the two areas in housing market conditions—for example,

dwelling quality, vacancy rates, and average rates of household mobility.

Finally, there are some caveats. Remember that the Demand Experi-

ment quality standards do not address the total set of services provided

by some housing programs. Public housing, for example, often provides

recreation or social services not typically included in the housing package

provided by the private market. Furthermore, housing quality and other

attributes of housing programs vary amongcities according to the quality

of administration, and the programs in Pittsburgh and Phoenix may or

may not be representative.

Neighborhood Quality: Income and Minority Concentration

In addition to concern about housing quality, public policy has been char-

acterized by concern about the quality of neighborhoods in which recipi-

ents of housing assistance programslive. Table 11.2 provides some of the

Demand Experiment’s indicators of the neighborhood conditions of recip1-

ents under the four housing programs and the “no program” group. The

indicators include physical condition of the buildings andstreets in the

neighborhood (as indicated by abandoned buildings or litter) ; quality of

public services in the neighborhood; absence of crime; convenienceof the

location of schools, shopping, public services, and medicalfacilities; and

proximity to places of employment.°

According to the indicators presented in the table, housing allowance

participants did relatively well compared to the three other programs and

the “no program” households.

Differences in metropolitan conditions show up in the neighborhood

quality indicators, as they did in the housing quality measures. The market

differences between Phoenix and Pittsburgh are clearest in the neighbor-

hood conditions of the three comparison programs. Especially with regard

to problems of abandoned buildings andlitter, participants in Phoenix

experienced better neighborhood conditions.

 

5. See Mayo et al. [P53] for the full results incorporating a larger number of

measures and additional analyses. The measures presented in table 11.2 were chosen

to reflect the general nature of Mayo’s findings.
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Also striking in table 11.2 is that, on 17 of 24 comparisons,°® house-
holds living in public housing or Section 236 with rent supplements fared
worse than those in no programsat all. This finding probably reflects two
disadvantages of the new construction programs: (a) their fixed invest-
ment in a location which may suffer neighborhood. decline after the project
is completed, and (b) the difficulties of acquiring sites in better neighbor-
hoods. In particular, many public housing projects were poorly located
during the 1950s and 1960s, when there were substantial pressures on
public housing for relocation that would help urban renewal.

Mayo andhis colleagues also studied the degree to which participants
in the four programs and the “no program” group were located in neigh-
borhoodsof low-income or minority concentration." They found a “perhaps
surprising degree of spatial dispersion under each program.”’® Of the four
programs, only public housing seemed to increase the low-income concen-
tration of participants. Housing allowance dwellings did tend to be more
outside of areas of minority concentration than did dwellings in the three
comparison programs in Pittsburgh and the public housing program in
Phoenix. But these differences seemed to reflect the location of projects
and the preparticipation location of participants in each program: “par-
ticipants tended to be drawn from households that lived in or were likely
to live in similar neighborhoods anyway.” ®

Rememberthat findings on neighborhood quality and on income and
minority concentration contain implications not only for benefits to indi-
viduals but also for benefits to communities. For example, providing sub-
sidies to households to move to a different neighborhood may conflict with
a goal of stimulating neighborhood preservation by encouraging house-
holds to invest in their current residences.

Housing the ‘‘Neediest”

Another concern that characterizes housing programs is distributing bene-
fits to particular groups, for example, the handicapped or the elderly with
physical or mental impairments. EHAP did not make

a

special attempt to
bring these groups into the experiments. On the other hand, new construc-
tion programsoften include dwellings that are specially built or modified
to meet the requirements of these households. Other population subgroups
are often cited in studies of housing “need” as requiring special attention
because of their high incidence of housing problems. These subgroupsin-

 

6. Twenty-four comparisons result from two programs being compared in two
cities on six indicators.

7. Mayo et al. [P53], chapter5.
8. Mayoet al. [P53], p. 188.
9. Ibid., p. 225.
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clude households living in poverty, large households, and members of

minority groups.

Table 11.3 presents data on how well the four housing programs, as

administered in Phoenix and Pittsburgh, succeeded in serving these “spe-

cial” groups. These data indicate that the Section 23 program seemsrela-

tively effective in reaching these groups, while Section 236 with some units

having rent supplements performs least well; housing allowances and

public housing occupy an intermediate position. In interpreting these re-

sults, keep in mind that within a broad housingstrategy, different pro-

grams might well be targeted to different groups in the population; and

when the treatment of each group is considered in the aggregate, each

group might be fairly served.

Implications of EHAP for Other Public Programs:

Income Maintenance

In this section, EHAP has been comparedto other housing programssolely

from the standpoint of benefits to individual households. In the next sec-

tion we will examine EHAP’s possible implications for developing commu-

nities and for benefiting the housingsector. Butfirst, the program’s broader

implications for benefiting individual households are examined.

Findings presented earlier show housing allowance treatments were

only moderately effective in encouraging recipients to use the allowance to

consume more housing. To put it another way, allowances were used prin-

cipally to reduce rent burdens. Reasoning which argues for housing allow-

ances in terms of reducing rent burdens to recipient households must

contend with the logical extrapolation of this idea—namely, that a sys-

tem of cash benefits to these same households would provide even

more effective general assistance to these persons in need than housing

allowances would provide. The extra administrative costs of a special hous-

ing allowance program could be avoided and distributed as benefits in-

stead. At the same time, a cash program would transfer income more

equitably by avoiding the housing allowance’s failure to serve many of the

poorest households occupying the worst housing units. Unless there are

benefits to the community or housing sector from housing allowances, the

nation mightbe better off reallocating the resources that would be used for

an allowance program to cash incomeassistance instead.

For the past 15 years, succeeding administrations have sought and

failed to profoundly alter the welfare system. Arguments against cash in-

come assistance to individuals tend to be political and administrative

rather than economic;!° and today even the staunchest advocates of an

10. See Isler [P35].
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improved welfare system seek incremental change rather than wholesale

reform. Yet proposed changes in the system, advanced in 1978 (which did

not pass Congress), wouldstill have fallen far short of providing recipients

with enough income to meet the cost of adequate housing (defined by

EHAP-like standards) and still have money for basic necessities.** But

ironically, the same years which have witnessed repeated defeat in Con-

eress of proposals for expansion or “reform” of cash welfare programs

have also witnessed explosive growth in the Food Stamp program,creation

of new programs which provide supplemental nutrition to mothers and in-

fants, and even creation of a program to assist the poor with fuel bills.”

Creation of a carefully designed welfare-housing allowance system

might be the most equitable, economic way to assist individuals needing

housing and other basic necessities. Since housing costs have a larger im-

pact on regional differences in the cost of living than any other component,

a jointly designed welfare-housing allowance system would be more effi-

cient than welfare reform without regional cost differences. Housing sub-

sidies could be set differently from place to place to reflect fair market

rents, thereby adjusting the total set of income transfers to the local cost

of living. Recent improvements in estimating local housing costs, such as

fair market rents in the Section 8 program, support this possibility. The

options for simultaneously administering housing and welfare programs

range from completely separate administration to joint administration by

a single agency—presumably the welfare agency. Greater administrative

efficiency is the principal argument for joint administration; the principal

argumentagainstit is that housing goals might not be achieved under joint

administration.'*> Whichever approach is chosen, the linkages between

housing and welfare programs (e.g., how income from one program is

treated in the other) must be designed carefully."

BENEFITS TO THE COMMUNITY

In the introductory sections of chapter 8 and this chapter, we outlined

some of the expectations of benefits to communities that might be derived

11. Khadduri, Lyall, and Struyk [P42]. Debate regarding this proposal did bring

into focus how the benefit levels and program coverage of other incometransfers re-

late to housing programs. It is obvious that monitoring of the interactions of housing

programs with welfare should be established on a continuing basis.

12. See Bendick [P7].

13. This result depends on exactly how joint administration would be handled.

For five different models of joint administration, see Zais and Trutko [E181] chapter 4.

14, Khadduri, Lyall, and Struyk [P42]; Lurie [P49]; Heinberg et al. [P32, P33].
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Community benefits are not, however, to be regarded as something
apart from people. The perspective of community benefits reflects just as
much a concern for people as does the perspective of individual bene-
fits. But, as pointed out earlier, analyses of a program’s direct benefits to
individuals do not incorporate the program’s value to others in the neigh-
borhood, nor do they encompass the program’s impact on the stream of

two important aspects of community benefits: neighborhood effects and
potential benefits to future residents as represented by stock improvements.

Improving Neighborhoods

Of the three field operations, only the Supply Experiment provides direct
information regarding neighborhoodeffects, and that analysis is still under
way at this time (1980). Even if these findings were currently available,
they could not be directly compared to the neighborhood effects of other
housing programs, as was done for individual benefits. A comprehensive
and methodologically sound analysis of the neighborhoodeffects of current
housing programsdoes not exist.

Consequently, we can only speculate about the neighborhoodeffects of
housing allowances from bits and pieces of what we have learned so far
from EHAP. Only gross generalizations are possible about the probable
size of neighborhood effects (i.e., large or small), their location ( wide-
spread or local), and the kind of physical actions undertaken (improve-
ment or maintenance).

The most important clue about the potential of neighborhood effects
derives from the level of improvement of the dwellings occupied by recipi-
ents of housing allowances. Clearly, the greater the improvement of par-
ticipants’ dwellings, the more likely there will be spillover effects. Little

 

15. Some program evaluations are now under way, but they are of neighborhood
(neighborhood housing services) or community (community development block
grants) programs that involve housing activities, not of housing programs per se. The
closest approximation to a community-benefits evaluation of a housing program is the
ongoing analysis of the small Urban Homesteading program.
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upgrading of participants’ housing took place, however, although many

maintenance and minorrepair actions were undertaken on dwellings.

Manyaspects of EHAPfindings fit the pattern of behaviors related to

low levels of housing improvement. Fundamental among them are the

higher participation rates of households whose dwellings already met stand-

ards at time of enrollment as contrasted to households whose dwellings

failed. In the Demand Experiment, those renters whose units failed were

more likely to meet housing standards by moving rather than by upgrad-

ing. Homeownersin the Supply Experiment, on the other hand, werelikely

to upgrade their houses in order to participate; but the homeowners par-

ticipated at a much lowerrate than renters.

Chapter 8 describes the pattern of repair and maintenanceactivities

by participants in EHAP. Noteworthy are the small number of actions

initially undertaken and these were almost always limited to those neces-

sary to meet housing requirements; the relatively minor nature of these

actions; and the concentration of repairs in housing with relatively few

deficiencies. Equally interesting is the continuing record of repair and

majntenance activities for homeowners that is now emerging from later

years of Supply Experiment data. These annual data suggest that a long-

term allowance program would have a growing maintenance effect on the

dwellings of participants compared to those of nonparticipants.

A second majorclue to the possibility of neighborhoodeffects is the

quality of the neighborhoods in which repaired dwellings are located. We

would expect fewer spillover effects of repair activities in neighborhoods

in the poorest condition, up to some threshold level of investment. In this

regard, the Supply Experiment is showing that the poorest neighborhoods

had the highest proportion of eligible households and the highest partici-

pation rates.1® Because of these higher participation rates and because

more repairs are required, repair expenditures in poor quality neighbor-

hoods are higher.’ If the repair activity attains some critical mass, spill-

overs will be achieved; otherwise, the only effect will be the improvement

of individual units.

As a third clue, cumulative data from the two Supply sites show that

repairs were extensive: a large percentage (50 percent in Green Bay) of

substandard rental dwellings were improved at some time during the ex-

periment. As a final clue, about a third of the expenditures for housing

repairs and maintenance were spent on the exterior of the houses, an en-

couraging sign for neighborhoodeffects.

How do these somewhat conflicting clues add up? Pending analysis

of the Supply Experiment data, our qualitative judgmentis that large-scale

 

16. McDowell [C61] and Bala [C4].

17. McDowell [C61].
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and clearly visible neighborhood effects are unlikely. The rather wide-
spread undertaking of repairs in the rental stock, however, can be expected
to improve the general level of housing maintenance in a number of neigh-
borhoods in Green Bay and South Bend.

Improving the Housing Stock

improvements than we could for neighborhoodeffects, we lack the knowl-
edge to make comparisons of housing stock improvements with other hous-
ing programs. Clearly, new construction and rehabilitation programs build
or improve dwellings; but their net addition to the housing stock has never
been accurately gauged. To some extent, new subsidized housing substitutes
for dwellings that would have been built anyway—albeit in different neigh-
borhoods for different households—and to some extent it substitutes for
the maintenance and improvement of existing stock. The limited research
available suggests that these substitution effects do exist and that they may
be substantial.

The first step in reviewing the effect of housing allowances on the
housing stock is to take another look at participation. In many neighbor.
hoods and for many dwellings, the level of housing expenditures is insufh-
cient to support the maintenance and improvement of the housing stock.
To a large extent the low expenditures are tied to the low incomes of resi-
dents. In this respect housing allowances were expected to help, and the
relatively low overall participation rates observed in EHAPare a disap-
pointment.

The second step in examining potential effects on housing stock is to
determine whether participating households used allowances to increase
housing consumption or to reduce rent burden. As chapter 6 describes,
findings on this subject must be broken in two, depending on whether
eligible households met quality standards at enrollment or whether they
were required to move or upgrade dwellings before participating. For
households who met the program’s standards, allowances reducedtheir rent
burden without an immediate increase in their consumption. Since they
were already spending 43 to 51 percent of their income to acquire standard
housing,this is not surprising.

For households who did not meet quality standards at enrollment but
who eventually met standards in order to participate, the story is mixed.
In both Phoenix and Pittsburgh, their housing expenditures increased sig-
nificantly, but when the level of housing services that they received is
examined,the results differed. In Phoenix the level of housing services im-
proved significantly ; in Pittsburgh they did not. Apparently, the Pittsburgh
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The final step in analyzing the effect of the experiment on the housing
stock is to examine the housing improvements, as described in chapter
8, that were made in response to the program’s standards. Those improve-
ments madeinitially to qualify units were generally minor, but those made
in later years—at least for homeowners—appearsignificantly greater than
what would have taken place otherwise (although final estimates of their
extent must await future results from the Supply Experiment). As a result,
the housing allowances may have a major effect of preventing deterioration,
even though they do not restore buildings already deteriorated.

In summary, allowances alone will probably neither revive neighbor-
hoods already in substantial decline nor cause large-scale improvement of
deteriorated dwellings. Allowances, though, will certainly slow housing
stock deterioration, and even though housing allowances will not provide
all the community benefits sought in national policies, allowances can be
beneficial in a “mix” of housing and community development programs.

Connections with Housing Code Enforcement

Since housing standards were a primary means of earmarking subsidies in
the Experimental Housing Allowance Program,it is quite appropriate to
explore the connections between housing allowances and enforcement of
housing codes. Specific EHAP standards were based on housing codes, the
same codes that most U.S. municipalities already have on their books. Yet,
EHAP found that a majority of eligible households live in substandard,
and therefore presumably illegal, housing. Clearly, housing codes are not
being enforced.

Lax code enforcementis a characteristic of most U.S. cities. Housing
codes are not comprehensively enforced for a combination of political,
economic, and fiscal reasons. The political reasons have to do with the
complaints of affected landlords and homeowners and the opposition of
those who disagree with the principles of housing codes. The economic
reason for lack of enforcement is equally important: where housing is
occupied by the poor, stringent code enforcement would require spending
more money than the poor (whether owners or renters) can afford and
could lead to abandonmentof low-cost dwellings.

With the introduction of housing allowances, stepped up enforcement
of housing codes is a strong possibility. Control of enforcementis a local
responsibility, not a federal one; and the availability of federal funds for
housing allowances might be an opportunity for municipal officials to in-
crease code enforcement. Indeed, advocates for the poor might even de-
mand more stringent enforcement.
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The housing allowance experiments did not test an allowance in an

environment of widespread housing code enforcement. Eligible households

could refuse to participate and continue to live in housing not meeting

code standards. Owners who were not participants in the program were not

required to meet standards. These options would be lost with the simul-

taneous introduction of entitlement allowances and programsof systematic

enforcement of housing codes. In that circumstance, the principal EHAP

findings could change substantially. Participation would be likely to in-

crease, and with it, aggregate program costs. Changes in the housing

stock, both improvement and abandonment, would probably become more

dramatic. Price inflation might occur. On the other hand, per unit admin-

istrative costs of allowances should decrease because the enforcement of

standards as part of the allowance program could beeliminated.

In addition to pointing out possible shifts in the outcomes of a uni-

versal housing allowance program coupled with code enforcement, consid-

eration of independent housing code enforcement suggests two additional

policy implications. First, when accompanied by general code enforcement,

a housing allowance program loses its most significant source of distinc-

tion from general income maintenance. Putting it another way, the com-

munity benefits of a housing allowance might be achieved equally well by

a general program of income maintenance accompanied by a comprehen-

sive program of housing code enforcement. Second any “income ap-

proach” to housing and other problems of low income must take housing

code enforcement into account. To some extent, additional transfer pay-

ments associated with “welfare reform” could be directed into the housing

market by local enforcement of housing codes. Of course, whatever the

benefits to the community, benefits to individuals might decline with the

loss of freedom that consumers haveto live in housing below code stand-

ards. How much housing code enforcement is in the public interest de-

pends partly on just how much each housing standard does benefit indi-

viduals and communities.

BENEFITS TO THE HOUSING SECTOR

The vitality and stability of the homebuilding industry has long been a

concern in the formation of national economic policy. Housing subsidy

programsare expected as well to contribute to the well-being of institutions

of housing finance and market intermediaries (real estate brokers, home

improvement contractors). In the following paragraphs, EHAP’s findings

in regard to the homebuilding industry are discussed.
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Costs and Efficiency

Would the additional housing demand generated by the introduction of

housing allowances, directly or indirectly, result in new construction or

major housing rehabilitation? While no one expected large new construc-

tion effects from EHAP’s experimental programs, some policy makers

hoped that major rehabilitation would occur. To date, there has been a

negligible construction effect. However, the cumulative repair process

emerging from the Supply Experiment may be large enough to befelt by

the industry.

In examining a housing allowance, it is also logical to ask how its

costs and efficiency comparedto that of subsidy programsthat directly in-

volve new construction. This analysis was undertaken for Phoenix and

Pittsburgh as part of the program comparisons study of the Demand Ex-

periment. Two important measures of this aspect of the programs are

provided in table 11.4.

The first pair of columns in the table compares the total mean annual

cost for a two-bedroom unit provided through each of four programs in

1975. Total costs include those borne by the federal government, by local

government, and by tenants themselves.’* These cost figures do not stand-

ardize for differences in the level of services provided under the programs

other than for dwelling unit size. The data show that a unit provided

through either the public housing program or the Section 236 program

with rent supplements is considerably more expensive than comparable

units provided through either a housing allowance program or a Section

23 leased housing program. Units under the former two programs were 50

percent more expensive in Phoenix and more than 120 percent more costly

in Pittsburgh than were units under housing allowances. The main reason

for this cost difference is, of course, that both housing allowances and

Section 23 operate by utilizing rental units from the existing stock of pri-

vately owned housing. They therefore avoid the expense of constructing

new housing units which is inherent in both the public housing program

and the Section 236 rent supplement program.

While the first set of columns in table 11.4 comparesthe cost of pro-

viding a two-bedroom unit under all four programs, the second set

addresses the question of how “efficiently” each program provides housing

services.!® It presents the ratio of the total cost of providing the average

housing unit and related services in a program to the estimated market

18. For a detailed description of how the comparisons were calculated, see Mayo

et al. [P54].

19. The aspect of a program’s efficiency is referred to by economists as “produc-

tion efficiency.”
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Table 11.4

Cost and Efficiency of Housing Allowances and Other HUD Subsidy
Programs, 1975
Ee

Mean Total Ratio of Mean Total
Annual Cost for a Cost to Estimated
Two-Bedroom Unit Market Value

Phoenix Pittsburgh Phoenix Pittsburgh

Housing allowances
(minimum standards) $2,361 $1,869 1.09 1.15
Section 23-leased 2,083 2,528 1.11 1.67
Public housing } 3,561 4,155 1.79 2.20
Section 236 } 3,571 4,136 1.47 2.01

 

Source: Mayo et. al., [P54], pp. 46, 136.
1. These costs are for new additions to the stock, i.e., the estimated costs

Of dwellings built in 1975.

rent of standard quality units of the same unit-size mix as that of the
actual program. A ratio of 1.0 indicates that a program is efficient, in the
sense of paying no more for services than they are worth in the open
market.”°

Of the four programs examined in table 11.4, housing allowances,
with ratios of 1.09 in Phoenix and 1.15 in Pittsburgh, come closest to the
1.0 benchmark. Furthermore, virtually the entire difference between these
ratios and 1.0 can be accounted for by the administrative costs of the
housing allowance program itself;*' actual program expenditures to rent
units consistently stayed at or below the market value of the units being
rented.

Both the public housing program and the Section 236 rent supple-
ment program incurred costs that substantially exceeded their estimated
market value. The ratios for these two programs range from 1.47 (for Sec-
tion 236 in Phoenix) to 2.20 (for public housing in Pittsburgh), indicat-
ing total expenditures from one and onehalf to more than twice what the
housing was worth in the open market. Hence, housing allowances appear
largely to fulfill the aspirations held prior to the experiments: housing
allowances seem both significantly cheaper and more efficient than new
construction. .

20. The market values of units are estimated with the statistical technique of
hedonic indexes; see Mayo et al. [P54], Appendix VI.

21. As discussed in chapter 10, administrative costs per participating household
averaged about $275 per year in EHAP overall; in the Demand Experiment, whose
data are used in the present calculations, they averaged $294.



Policy Implications 287

This general conclusion should, however, be tempered by examining

differences among housing markets. Table 11.4 shows that the relative in-

eficiency of the Section 236 rent supplement and public housing programs,

compared to housing allowances, is substantially greater in Pittsburgh

than in Phoenix. This result arises both from higher construction costs in

Pittsburgh than in Phoenix and higher market rents in Phoenix than in

Pittsburgh. Moreover, we only have data for two areas; in other housing

markets, the relative cost and efficiency advantage of housing allowances
over new construction may differ substantially.

Furthermore, just as comparative program performance may vary
from market to market, so they may vary over time. The pattern of infla-
tion experienced in the United States during the late 1970s has tended to
reduce the cost effectiveness of new construction housing programs com-
pared to programs which utilize the existing housing stock because the
costs of new construction have inflated faster than rents. With the slow-
down in the rate of new construction of multifamily housing in the last
years of the 1970s and the erosion of tax advantages in rental housing,
higher rents should be forthcoming. Hence the pendulum may swingto a
position more favorable to new construction than is nowthecase.

Finally, the social science methods that were used in making these
comparisonsarestill evolving. While these methods represent a substantial
advance over what was available a decade ago, aspects of our current
methods remain open to debate and future improvement. Whatever the un-
certainty in methodology, however, the very large amountof the differences
between the new and existing subsidy programs requires that these results
be taken seriously.

Differences in costs and production efficiency have to be balanced
against each program’s benefits. Earlier, we compared housing allowances
and new construction programs in terms of their direct benefits to individ-
uals, and the differences did not support the new construction programs.
Consequently, arguments for new construction have to be supported by the
probability of benefits to the community and to the housing sector. Pro-
ponents of newproduction programs point to many such benefits; among
them are positive neighborhood effects, the future value of the improve-
ment of the housing stock, the importance of new construction as a symbol
of community revitalization, alleviation of unemploymentin the construc-
tion trades, and maintenanceof an efficient homebuilding industry. But
the size of these benefits to the community and the housing sector must be
substantial in order to balance the large cost and production efficiency
differentials observed in EHAP.

Defining benefits to the community and the housing sector derived
from new construction programs will not be easy. Community and housing
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sector benefits are harder to measure than individual benefits, and a multi-
city, multiyear analysis is required. The task must be undertaken, how-
ever, if the nation is to have a clear assessment of its various housing sub-
sidy programs.

Effects on Market Intermediaries

As described in chapter 9, EHAP has caused little change in the role
of real estate brokers, property managementfirms, rental agents, mortgage
lenders, insurance underwriters, home improvement firms, and other
market intermediaries to date. (The Supply Experiment may have more
information on the subject in future reports.) Low mobility of recipients
and absence of major improvements in the housing stock seem to be some
reasons why changesin the roles of market intermediaries have not oc-
curred.

FINDING THE PROGRAM MIX

This chapter has shown some linkages between the empirical results of
EHAP and public policy. EHAP’s implications regarding benefits to
individuals, to community development, and to the housing sector have
been described. Important differences in outcomes among programs and

across housing markets were also noted. With regard to equity, for exam-

ple, the housing allowance program tested must be given relatively higher
FOeeneere

caret Seteen

marks compared--te—ether—housing”programs andrelativelyTower marks
i. eee cn anteORENCNraeaOTNHee spam nceSPREENEAS CERetAREE

compared:te-incorfie maintenance. Intwocitiés; new construction-rélated
subsidiesTow-incomehouseholds provide somewhat higher quality

housing to recipients than do allowances, but the differences in direct

benefits do not appear large enough to justify the higher costs of new

construction. Perhaps this finding is a result of inadequate measurement

of the housing services provided; that remains to be seen.

Comparisons of various programs’ benefits to community develop-

ment and to the housing sector cannot be made based on existing data.

So far, benefits to communities derived from the use of housing allowances

have been limited to a stock maintenance effect, the magnitude of which

must still be precisely defined in the Supply Experiment. The currently

unmeasured community and housing sector benefits of new construction
and major rehabilitation programs may be larger, but these benefits

would have to be much larger than the benefits from allowances to justify

their higher costs.
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These findings must be tempered by a recognition of the differences

among housing markets. EHAP clearly demonstrated that program bene-

fits vary among markets.

EHAP AND SECTION 8

Finally, it is possible to take the concept of a housing allowance as

tested in EHAP anddetermine the usefulness of EHAP’s results for a con-

temporary public program—the Section 8 Existing housing program.

Section 8 is the contemporary housing program that is most similar to the

Experimental Housing Allowance Program.”? Findings from EHAP are

applied to two questions: (1) What are the ties between Section 8

Existing and community development activities? (2) Should eligibility for

Section 8 Existing be extended to homeowners?

First, in applying EHAP findings to the Section 8 program, we

assume no major change in the 1980s in the general condition of the

economy, the levels of employment and income, the amount of new hous-

ing construction, and the size of regional population shifts—the vital

determinants of housing market conditions. Second, we assume a large

expansion of public assistance is not in the offing. Of course, a vast -

‘ncrease in welfare benefits would modify the requirements for housing

subsidy programs, both in size and type.

Third, we assume continuation of the Section 8 program and more

specifically, the Existing program.If the future annual funding of Section

8 Existing increases substantially, the findings of EHAP suggest one

strategy for the use of these funds; if it remains at the currentlevel or

shrinks, a different strategy is suggested. Stepped-up funding for Section 8

Existing means less conflict and more progress toward simultaneous at-

tainment of benefits both to individual households and to community

development. Research on the Section 8 program and EHAP findings

indicate that in many cities, if not most, recipients are located in many

different neighborhoods. This pattern is consistent with the concept of

freedom of choice for the individual; ** however a pattern of widely

dispersed recipients is less likely to generate desirable neighborhood

effects. We cannot state with precision how much the incremental funding

of Section 8 Existing would have to be increased to achieve sufficient en-

 

99. Differences between Section 8 Existing and the allowance concept are de-

scribed in chapters 2 and 10 and in Zais, Goedert, and Trutko [P95].

23. There is anecdotal evidence that in somecities this pattern of dispersion is

also a result of local political pressures to spread the benefits “fairly” to different

constituencies. See “Fostering Community Development.”
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rollment to create improved neighborhoods. In chapter 1, we estimated
that 6 million households would participate in an open enrollment program
of the type underway in the Supply Experiment sites. At current funding
levels of only 100 to 200 thousand units a year for Section 8 Existing, the
nation will remain far from achieving “universal” entitlement during the
1980s.

Fostering Community Development

If universal entitlement will not be achieved, EHAP findings suggest that
stronger linkages are needed between housing and community develop-
ment programs in order to foster greater benefits to communities from
housing subsidies. The challenge is to forge these links and yet minimize
loss of consumer freedom and individual benefits.

If tradition were followed, housing subsidies and community de-
velopment would betied together directly by restricting the use of Section
8 Existing subsidies to households residing in defined areas. This targeting
of the subsidy would be combined with intensive enforcement of housing
codes in the neighborhood and with rehabilitation subsidies for dwellings |
that must be upgraded to meet standards. This approachis in the tradition
of a series of programs created to concentrate resources in decaying
neighborhoods. During the 1950s, such an approach developed as one
componentof the urban renewal programs; concentrated code enforcement
(FACE) was created in the mid-1960s, the Model Cities program (whose

roots, at least, were at the neighborhood level) in the late 1960s, and
more recently, neighborhood strategy areas as part of the Community
Development Block Grant (CDBG) program. Each initiative promised
substantial neighborhood concentration of public resources with the ex-
pectation that private investment would follow.?4

In the past this approach has not led to upgrading when local gov-
ernments focused on neighborhoods holdinglittle attraction for city resi-
dents. To avoid this problem, an option would let the mobility patterns
of the Section 8 Existing program recipients and the investment patterns
of their landlords decide on the target areas by restricting the use of the
housing subsidies to areas where occupant subsidies seem to be having a
neighborhood effect.?> But although an improvement, this approach could

24. Many other programs and demonstrations involving lower levels of public in-

vestment could be mentioned. The principal example is the Neighborhood Housing
Services program, now underthe aegis of the Neighborhood Reinvestment Corporation,

which provides a loan purchase pool, grants, and technical assistance to neighbor-
hoods where a high private/public investment ratio appears feasible.

25. This strategy would have to take into account the participant selection proce-

dures in the city to insure that locational decisions of recipients reflect their prefer-

ences and not racial, ethnic, or other forms of discrimination.
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still allow bureaucratic misjudgmentor political mischief to thwart indi-

vidual freedom.

A better way out of the dilemma is to continue allowing complete

freedom of choice for Section 8 Existing participants but to provide

additional incentives to maintain and to attract households with high

housing preferences to marginal but sound neighborhoods. Grants could

be made in these neighborhoods, for example, to improve basic features

of dwellings so that dwellings will meet standards imposed by housing

codes. Community development block grants are now used in this way in

some communities. Code enforcement could also be concentrated in these

localities. To meet the impact of code enforcement, existing lower-income

residents in the neighborhood could be given priority for Section 8 Exist-

ing without any stipulation, however, that the household must remain

in the neighborhood.

Numerous EHAP findings support targeting additional incentives to

particular neighborhoods where spillover effects might occur. Most im-

portant, EHAP shows that many low-income households have a high

preference for housing but must spend a high proportion of their income

to exercise that preference. Furthermore, EHAP showsthat eligibles have

a strong attachment to dwellings and neighborhoods. Finally, the benefits

to community development of a housing allowance(still to be confirmed

in the Supply Experiment) will probably be greatest in areas where

maintenance, rather than extensive improvement, of the housing stock is

appropriate; and these are areas with a concentration of high-housing-

preference households who spend a high proportion of their income for

housing. Setting and subsidizing a high housing standard in specific

neighborhoodsallows individuals to exercise and maintain a high housing

preference.

In sum, EHAP findings suggest a strategy of targeting subsidies may

be a good way to help individual households as well as neighborhoods.

Targeting provides additional incentives to individuals who are already

investing in their neighborhoods’ housing *° and attracts movers, who are

looking for a better place to live, to these neighborhoods.

Making HomeownersEligible for Section 8

One incentive for neighborhood improvement in conjunction with a de-

mand-side subsidy might be a grant to the building owner to make im-

26. One might argue that either of these options will hinder integration, but we be-

lieve it can be shown that more economic and potentially racial integration would

occur in the targeted neighborhoods than would occur without housing and commu-

nity development assistance. This is an appropriate subject for further analysis of

EHAPdata.
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provements to meet code standards. This “supply-side” action might be
even more attractive if the owner were also the subsidy recipient, that is,
an eligible homeowner. Present homowners are not eligible for Section 8
Existing subsidies although the possibility of making them eligible is con-
tinually debated.

The eligibility of homeowners for housing allowances was examined
early in EHAP *’ and fortunately resulted in homeowners being deemed
eligible to participate in the Supply Experiment.?® EHAP’s comparisons of
the behavior of homeowners and landlords in housing programs futher
bolsters the case for including homeowners in Section 8. For example, al-
though data arestill incomplete, participating homeowners seem to create
more housing improvements than do landlords of participating renters.
(See chapter8.)

National data from the Annual Housing Survey and analysis of data
from the Supply Experiment demonstrate that homeowners comprise nearly
one half of households eligible for housing allowances.?® Yet in EHAPthe
participation rate for homeowners was only two thirds of that for renters.
In order to favorably affect neighborhoods, ways to increase that rate of
participation must be found. On the other hand, participating homeowners
tend to move less often than renters and tend to stay longer in the pro-
gram, suggesting less fluctuation in income and more household stability.
Such findings augur well for community development. Many homeowner
eligibles are elderly, and the inclusion of homeowners would shift the
mix of participating households toward the elderly.

Findings from EHAP make it possible to estimate benefits (as well
as costs) that would occur by extendingeligibility for Section 8 Existing to
low-income elderly homeowners.*°

Additionally, if homeowners were not excluded from Section 8, the

program could beused to help low-income renters to purchase homes and
fortify themselves against inflation. Even though from a total of 20,000
participants (in the Supply Experiment sites, as of September 1978)
only 260 renters receiving housing allowances became homeowners,?!
such a result is not surprising given the level of housing allowance payment
and the requirement for homeownership down payments. But, how many
more renters would have become homeowners underalternate policies:

27. Druryet al. [P17].
28. Zais et al. [P95].

29. Zais et al. [P95]; Helbers [H57].
30. Struyk and Soldo [C107]. The plan they advance would base payments on

operating costs (i.e., excluding mortgage costs) and would, therefore, be relatively

cheap per household served.

31. Rand [E130].
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higher payments, entitlement mortgage insurance, down payment subsidy,

and so forth?

The twin questions of enabling low-income renters to become home-

owners and enabling existing low-income homeowners to maintain their

homes makethe eligibility of homeowners to participate a critical issue.

If community development is an important objective of housing programs,

and if we are to provide incentives to concentrate demand and achieve

neighborhoodeffects, then homeowners as well as renters in a community

may have to be madeeligible for housing subsidies.

FUTURE APPLICATIONS OF EHAP RESULTS

The foregoing section provides two examples of how linkages may be

created between EHAP data and ongoing policy questions. These and

many other applications are possible because KHAPrepresents a vast

amount of primary data for use directly in policy and program analysis.

HUD’s Office of the Assistant Secretary ef Policy Development and

Research is already making these data more accessible. Such data can help

to build effective responses to pressing issues in housing and community

development.

The policy and program relevance of the results is limited severely

by the lack of information regarding community and housing sector bene-

fits of various housing programs. To some extent, this deficiency will be

ameliorated by the forthcoming Supply Experiment results, but that ex-

periment was not designed to evaluate new construction, major rehabilita-

tion, and other housing programs. Analysis of the Experimental Housing

Allowance Program demonstrates once again the critical need for measur-

ing and understanding all the expected benefits of housing programs.

Until the nation has comprehensive evaluations of housing programs—

examining the programs’ potentials for simultaneously meeting goals of

community development, strengthening of individual households, and

contributing to the vitality of the housing sector—public housing programs

will be sorely tried in an increasingly analytical world.





CHAPTER 12

Social Experimentation
and Policy Research

Raymond J. Struyk

6 OCIAL experiments, carried out on a large scale with thousands of
households and several years of observation, are a relatively new

addition to the array of tools for social science research. The Experimental
Housing Allowance Program was not the first of these experiments, hav-
ing been preceded or paralleled by several studies of “negative income
taxes,” national health insurance, performance contracting for educa-
tional services, and supported work for the hard-to-employ.t But EHAP
was the largest and, in many ways, the most complex. This chapter places
EHAP within the context of some aspects of other social experiments and
evaluates KHAPas an investmentof social science research resources.

The following statement by Ferber and Hirsch from their survey of
experiments defines a social experiment:

[Social experimentation] seeks to measure the effects of changes in
policy variables by applying these changes to human populations under
conditions of controlled experimentation similar to that used in the
physical and biological sciences. While controlled experiments in the
physical sciences are usually designed to test the validity of an existing
or proposed theory, social experiments seek to measure effects of new or
potential social programs. Theorystill plays a key role, particularly in
the economic experiments, as the conceptual framework for the measure-
ment of effects.”

Controlled experimentation requires a “normal” state against which to
measure changes caused byaltering the policy variables. By this criterion,
as noted in chapter 2, only the Demand Experiment in EHAP meets

1. For an extensive list of social experiments, see Boruch [E22] and Ferber and
Hirsch [E45].

2. Ferber and Hirsch [E45], pp. 1379-1380.

295
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the definition; the Supply and Administrative Agency Experiments are
more correctly classified as demonstrations. Economic theory especially
guided the design of the Demand and Supply Experiments to insure that
the data collected would be suitable for the planned empirical analysis.
Previous empirical estimates provided a guide to expected outcomes and
a base from whichto evaluate outcomes. Further, each of the elements in
EHAPcentainly introduced policy changes into the existing environments.
Overall, EHAP was conceived and executed as a social experiment, within
the constraints imposed by its budget and by the types of issues being
addressed.

By several measures—the number of participants, cost, and time
of execution—EHAP was massive. Over 30,000 households received sub-
sidy payments at the 12 sites in the course of the experiments. Table
12.1 catalogues the monetary resources invested by HUD in EHAP. They
total $158 million, of which approximately $31 million were devoted to
the Demand Experiment, $99 million went to the Supply Experiment,
and $22 million were used for the Administrative Agency Experiment.
Half of the total funds were for research. Eleven years will have elapsed
between the 1970 congressional mandate to conduct the experiment and
the scheduled 1981 completion of analysis for the Supply Experiment
(the only remaining component of EHAP). By contrast, the first large-
scale social experiment, the study of the effects of implementing a nega-
tive income tax welfare subsidy system in New Jersey and Pennsylvania,
initially enrolled 1,216 families, cost $8 million, and was executed over
a six-year period.’ All four of the income maintenance experiments com-
bined cost about $110 million, with 70 percent of the funds devoted to
research.

The remainder of this chapter treats three aspects of EHAP as a
social experiment. The first section examines two questions of great con-
temporary policy interest which were not thoroughly addressed in EHAP.
Since these questions were also being discussed during the design of
EHAP, we ask if the experiments could have done better in providing
information on them. Secondly, lessons for designing future social ex-
periments are drawn from the housing allowance experiments as_ they
evolved. The last section addresses the question: Was EHAP worth the
cost? Direct and indirect benefits of EHAP are considered along with
some idea of the opportunity cost of the research funds involved.

ISSUES NOT ADDRESSED

Policy makers and analysts in the housing field are intensely inter-
3. Skidmore [E148].
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nearby units and hence preserve neighborhoods? (4) Will the number of

units withdrawn from the stock significantly decrease because of the

operation of an open-enrollment allowance program in a market? Con-

ceivably, the Supply Experiment could have been designed to address the

first three questions.

What information was needed to address these three issues? For the

questions about maintenance effects on units occupied by program par-

ticipants (1 and 2), a panel of dwellings would have to be monitored

over time. Careful records of expenditures for routine operations and in-

vestments would be essential, as would a full accounting of the tenancy,

especially whether or not tenants were participants in an allowance pro-

eram. The sample would haveto be constructed to insure adequate samples

of units occupied by participants for various lengths of time as well as

those never occupied by participants. Tenant characteristics as well as

their length of tenure would be important. It would be necessary to acquire

detailed knowledge of how revenues and costs were effected, and as much

information as possible on producer expectations and attitudes, which are

key elements in the investment decision. Further, experimental payments

would need to continue and the panel of units would have to be monitored

over a very long time, perhaps 10-15 years, to determine long-term stock

preservation effects.

To address the “contagion”effects of allowances (question 3), the sam-

ple just described would also have to be spatially specified. Two spatial

samplingrelations would be necessary. To capture the immediate contagion

effect, units without participants must be sampled with varying proximity

to units with participants. Furthermore, the spatial variation in the loca-

tion of eligible households would have to be considered in drawing the

design; neighborhoods with high eligibility rates could be, for example,

sampled at a lower rate than others.

In somerespects, the design of the Supply Experiment, as originally

conceived, could with moderate changes have addressed the maintenance

questions. Capturing the contagion effects would have required more funda-

mental restructuring. As noted in Appendix A,the strategy actually adopted

was to sample structures and to follow a permanent panel of structures

over time. Structures were sampled from 16 strata defined on the basis of

tenure, placement in the rent or house value distribution, and urban

versus rural location. The criterion chosen in designing the sample was

the sampling reliability of estimates of the price elasticity of the supply

of housing services, the parameter of primary interest in the Supply

Experiment. It was envisioned that the sample of structures chosen would

also yield the desired sample of households, that is, households occupying

the dwelling in the structures. In fact, it was believed at the design stage



sampling strata.

If the design had required careful monitoring of the presence or
absence of the program’s participants in “permanent panel” dwellings,it
could have addressed the questions concerning long-term maintenance
effects and depreciation trajectory. However, this monitoring of partici-
pants was not included in the design, since landlords’ responsiveness to
price signals was the focus of the analysis. Furthermore, when participa-
tion rates turned out to be only about one third of those assumed
in the sample design, the number of permanent panel structures occupied
by participants was so small that it endangered analysis of these ques-
tions, following the original design.

As noted, to address the contagion question the design would have
required an extremely complex sampling procedure and a massive expan-
sion in the sample’s size and in the Supply Experiment’s cost. These ex-
pansions would undoubtedly have been refused by HUD, which was trying
hard in the designstage to limit the size of the originally proposed sample.°
In a revised design, a broad sampling strategy would probably have
initially involved the permanent panel of units as originally conceived.
Had design assumptions about participation proven correct, the permanent
panel would have been supplemented by sampling units proximate to
permanent panel units occupied by participants. If the low number of
participants in permanent panel units that actually occurred had been
detected quickly enough, the panel could have been augmented with units
occupied by participants and their attendant “proximity units.” The lag
in discovering the low number of panel units with participants precluded
taking this remedial action quickly enough, given the length of the moni-
toring period.

What are the possibilities today? The fourth wave of surveys of the
permanent panel dwellings in Green Bay (conducted after three program
years) found 217 dwellings occupied by households then receiving allow-
ance payments. This is a number large enough to support some types of
analysis; but as noted, to do the longitudinal analysis of primary interest
one must have a continuoushistory of dwelling occupancy by participants
over as long a period as possible. Although a longitudinal analysis of

 

8. Massell [E103], table 3, p. 13.
9. Massell [E103].
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this type was not originally envisioned, this can be doneby linking records

from the administering agency (the housing allowance office in each city)

on the location of program participants with the permanent panel dwelling

records. This procedure establishes the long-term record and overcomes

the problem of only having “snapshots” that occurs if permanent panel

periodic survey records are relied upon exclusively. Depending on the

exact spatial distribution of permanent panel dwellings not occupied by

participants, limited analysis of contagion effects may also be possible.

All of these analyses will certainly yield less information than if the

experimental design had originally encompassed them, but valuable in-

formation may yet be forthcoming.

DESIGN LESSONS FOR FUTURE EXPERIMENTS

Design problems and corresponding corrective actions for new experi-

mental enterprises have been gleaned from several ongoing and com-

pleted social experiments. Two additions to this growing body of knowl-

edge are offered here: one having to do with contingency designs and

the other focusing on the need for better estimates of the expected size

of the shock being introduced into the system.'° Interestingly, as mani-

fested in EHAP, both these lessons stem from the experience with pro-

gram participation.

The idea of a “contingency design” is simply that when designers are

confronted with invincible ignorance about a key design parameter, the

overall design should be so constructed so as to be able to shift the moni-

toring process if the best guess for this critical parameter turns out to be

incorrect.!! The design of the Supply Experiment, for example, was based

on an assumption of high participation rates, rates approaching those of

AFDC.In some ways, this was simply prudent. To be assured of adequate

funds to operate the program, high estimates were warranted. But the

monitoring apparatus was set up under the assumption of high participa-

tion rates and a high incomeelasticity of demand for housing services.

The kind of monitoring desired changed as the program unfolded. One

example of a possible shift was already noted, that is, adding participant-

10. Both of these points are anticipated to some degree in Hollister’s excellent

paper [E58].

11. Rivlin [E137] makes a related point in the context of experiments like the

Supply Experiment, when she discusses the tension between researchers who seek to

hold to an initial design and hence to avoid “contamination” and policy makers who

want to extract as much information on as many key questions as possible (p. 351).

The argument in the text is that the tension might be sharply reduced through ad-

vanced design of alternatives.
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occupied units and, possibly, “proximate” units to the permanent panel.
In fact, adjustments were made in monitoring program effects, mainly byeliminating some survey waves.

Ideally, primary and secondary research objectives would be defined
at the outset in such cases. The initial design would be focused on the
primary objectives, premised on the “best estimate” of the unknown key
parameter; but it would be possible to shift to the secondary objectives
with modest changes in the monitoring proceduresif this estimate proved
badly inaccurate.

Aside from having primary and secondary objectives that are suf-
ficiently complementary, is it possible to be certain of the error in predict-
ing the gross value of the key parameter quickly enough to permit
shifting objectives? In the Supply Experiment, something approaching
steady-state enrollment levels were not achieved until after two years of
program operation. Allowing 6 months for confirmation, most of the
monitoring period would have been lost. On the other hand, evidence of
lower than expected rates was at hand within 12-18 months. But a shift
in monitoring would still have been risky. If the monitoring period were 7
to 10 years, the shift would have made sense; and much additional in-
formation might have been derived from the experiment.

Another approach is to begin monitoring on a broad front to pursue
both primary and secondary objectives. As the key parameter value be-
comesclear, part of the monitoring could be dropped. With this approach,
it would not be necessary to delay beginning to achieve secondary objec-
tives until after the parameter is identified. A disadvantage is high initial
monitoring costs.

The case for such contingency designs, then, would seem stronger
for experiments characterized by (a) gross uncertainty about one or two
key parameters, (b) primary and secondary experimental goals having
reasonably complementary data needs for analysis, and (c) an extended
monitoring period. Given the massive costs of fielding many social experi-
ments, it seems prudent to design them to maximize the amount of infor.
mation they can yield with modest adjustments in the monitoring pro-
cedures.

The second “lesson” concerns better estimates of the net value of
the inducement to households to join the experimental program.In the De-
mand Experiment of EHAP, this specifically meant defining the net value
to the household of an allowance payment guaranteed for three years. For
some households the cost of participating was simply that of signing up.
For others, it entailed moving, possibly to a different neighborhood, to a
dwelling which passed the program’s housing standards; and, if the house-
hold felt uncertain of its ability to support higher rent payments after the
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conclusion of the experiment, costs of a second move (appropriately, dis-

counted) must be added. Furthermore, the bulk of the benefits—an in-

creased flow of housing services and more cash to spend on other goods

and services—are received in future months or years.””

More generally, a low rate of participation is anticipated in any pro-

gram that imposes a sizable cost on eligible households to participate,

strings out the receipt of benefits over an extended and perhaps limited

period, or offers a benefit that is modest in relation to base income.

This phenomenon was probably notas thoroughly addressed at the design

stage in EHAPas it could have been. This was partly because designers

drew heavily on the experience of programs and experimental programs

such as the income maintenance experiment, in which some important

characteristics are the opposite of ones in EHAP.

Income maintenance is not the only example of a low entry cost and

high benefit level program. An experimental housing program which

required verylittle effort by the participant was the Prospective Insurance

Payments (PIP) program under which HUD made mortgage payments

to financial institutions for those mortgagors of HUD-insured homes who

were experiencing what were judged as temporary reductions in incomes.

The main cost to the household—repayment of the advances—was folded

into a recast first mortgage and was spread manyyears into the future.

High participation rates were found for mortgagors determined to be pro-

gram eligible and who remained delinquent long enough to join the pro-

gram.**

On the other hand, tax credits to owners of single-family homes for

energy retrofitting may be less attractive to the household since it incurs

the cost of installing insulation and/or storm doors and windows im-

mediately but receives the majority of the benefits, reduced energy bills,

in the future. Of course, the payback period depends on a large number

of factors, especially the initial weatherization of the structures. Crude

participation figures are consistent with the expected pattern in that

proportionately fewer low-income households used the tax credit in 1978

than did those with incomes of over $10,000; about 8 percent of tax-

return-filing households with incomes of $10,000 to $15,000 used the credit,

compared with 3 percent of those with incomes under $10,000.** For lower-

12. This is discussed more completely in chapter 5.

13. On the other hand, very few delinquent mortgagors among those in the initial

sample were found to be eligible for the program. And even among this small num-

ber, many who received a letter discussing possible “government assistance” were

frightened or otherwise motivated into bringing their mortgages current. Hence, the

overall impression is of low participation; but this is not the case.

14. These participation rates are for both homeowners andrenters, although for

practical purposes the program is only for homeowners. Since tax returns do not in-
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compared to higher-income households, the cost of participation as a
fraction of total resources is probably higher on average, and the rate
at which they discount energy savings could also be higher; and this ap-
parently more than offsets expected shorter payback periods in less well-
weatherized units.

Yet another example is the Special Supplemental Food Program for
Women,Infants, and Children (WIC), a nutrition supplementation activity
for low-income pregnant and nursing mothers and young children. Under
its provisions, persons judged to be “at nutritional risk” by medical or
nutritional professionals due to low income and inadequate nutrition are
eligible to receive free each month about $20 worth of high-protein, high-
mineral, and high-vitamin foods. In addition, most participants receive
routine medical care under the program. The value of perceived benefits
may vary widely according to the understanding of the long-term health
gains associated with the package of services. Nevertheless, there are real
costs of participation in the form of visits to clinics. Sometimes such
visits are necessary to pick up food packages; some agencies, however,
deliver the food or provide vouchers usable at grocery stores. A modest
evaluation of the program reached the conclusion that participation was
sensitive to such costs:

WIC participants—particularly those with lowest incomes—are
sometimes prevented from participating by such barriers as lack of
transportation, clinic hours during business hours only, and lack of
child care.15

The broad point is clear: households rationally and carefully deter-
mine their net gains from participation before Joining various programs.
The experience with dozens of programs, demonstrations, and experiments
fortifies this conclusion.’® Still, the current structure of some of these

15. Bendick et al. [P8], p. 61; see also Bendick [P7, P12].
16. Rossi and Lyall [P67], p. 185, make this point explicitly in their review of

the income maintenance experiment where they state that the adjustments households
make in response to the policy change “are much smaller and more complex than
researchers are generally inclined to think.”
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WAS EHAP WORTH THE COST?

The response to this question is in two parts, concerning (1) EHAP’s

success in responding to the issues that caused its implementation and

(2) indirect benefits generated from the data or analyses developed by

EHAP for questions outside its mandate. The benefits must be weighted

against the opportunity cost of the research funds involved. These areas

are now explored.

Direct Benefits

In assessing the “success” of the New Jersey Income Maintenance

Experiment, Michael Barth and his colleagues use the following criteria

which appear serviceable for judging EHAP as well:

® The central hypothesis should have compelling policy importance at the

time the experiment was designed, with good reason to believe that

this would continue.

@ At the time of the experiment’s design, there should be no cheaper or

simpler way of obtaining the desired information.

@ The experiment should be competently and honestly managed—includ-

ing, of course, the analysis.

® The tracks of the experiment should allow other social scientists, in

principle, to replicate the operations and other analysts, in fact, to

replicate the econometrics.

@ The results, however complex, should speak directly to the initial

hypothesis.*”

While on an overall basis EHAP gets high marks when judged by these

criteria, some specific commentsare in order.

The compelling and continuing policy importance of testing the mar-

ket effects of an entitlement housing allowance program might be ques-

tioned. Was a universal program ever a real possibility? Even if it was,

did it remain so after the Supply Experiment had been in the field for a

year or two? While the possibility of an entitlement housing program was

certainly soporific during the Carter Administration, it should not be

counted out. In light of the continuing administration and congressional

machinations about welfare reform and the relation between incometrans-

fers and housing, an entitlement program may again be advanced. More-

over, the willingness of the federal government to annually devote addi-

tional resources to the Section 8 Existing program in recent years—cumu-

 

17. Barth, Orr, and Palmer [P6], pp. 214-215.
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only because of the lack of allowance-induced inflation experienced in the
Supply Experimentsites.

Were there cheaper ways to obtain the information? The answer is a
convincing “no.” Although other less expensive approaches were avail-
able for estimating the incomeelasticity of the demand for housing, these
procedures would have provided no information on the effects of earmark-
ing on the housing consumptionofparticipants or on rates of participation.
As for market effects, no substitute was available. Indeed, the limitations
of econometric and simulation models, reviewed in chapter 10, attest to
this, as does the continuing skepticism of a few policy makers about the
fact that the program did notcauseinflation.

On the other hand, it seems that data acquisition was excessive; the
instruments contained many questions which were ignoredentirely orlittle
used in the analysis. These tumid instruments, with their accordant greater
interviewing, coding, key punching, and verification requirements, signifi-
cantly increased costs and delayed analyses.

Howclear trail is being left by the experimenters? Our answeris
conditional because of the modest extent of secondary data analysis com-
pleted as of this report. Supplemental analysis with data from the Demand
Experiment by Cronin and by Quigley and Hanushek suggest these data
are in good shape.'* No data from the Supply Experiment have yet been
available for such analysis. However, documentation of the data sets from
the Supply Experiment which have been sent to HUD has been excellent.
All of the EHAP data sets are to be widely disseminated by HUD,in part
through a data bank which HUDis subsidizing.

Finally, have the results of EHAP spoken directly to the initial hy-
potheses? The answers listed in chapter 1 to the questions initially asked
of EHAP indicate that the experiment “remained on target.” Some doubt
can occur about the robustness of some of the answers developed and
whetherall the results are definitive, especially concerning long-term effects
of allowances on housing consumption. But the original issues certainly
were addressed in depth; few extraneous issues received significant atten-
tion.

Indirect Benefits

EHAP has been credited by Aaron with producing “serendipitous find-
ings,” valuable findings outside of the experiment’s original research ob-
jectives. Aaron summarizesthe efficiency gains for housing programs based
on EHAPasfollows:

18. See Cronin [H22] to [H27]; Cronin [H29] to [H31]. Hanushek and Quigley
[H51, H52, H55].
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The housing allowance experiments havealso produced information

that has or can reduce administrative costs or incorrect payments sufh-

ciently to pay for the experiments. At present, the elderly are recertified

for eligibility biennially under existing programs. Based on experience

from the housing experiments, it is estimated that annual recertification

could save $12 million per year. Most of the savings comes from taking

account of annual increases in social security payments one year sooner

than occurs under present practices. From data developed in the experi-

ments, it is estimated that payment of a credit to recipients of section 8

assistance equal to a fraction of the amount that actual rents are below

estimated “fair market rents’—the highest rent that can be paid by

tenants eligible for section 8 assistance—would save more than $50 mil-

lion per year. HUD officials assert that data from the Administrative

Agencies Experiment (AAE) induced them toset fees paid to local hous-

ing authorities for administering section 8 existing housing at 81 per-

cent of fair market rents rather than 10 percent or more that they would

have paid based on data from other sources. Relative to a 10 percent

fee, the 814 percent fee reduces payments by HUD for administrative

costs by $25 million per year. Again based on results from the AAE,

HUDhasintroducedstricter methods than heretofore used in the section

8 program for thecertification of tenant income. These methods are ex-

pected to reduce program costs 515 million per year.”

If all of the savings just enumerated wererealized, the research component

of EHAP would be financed with less than a year’s savings.

Because the housing allowance program used in EHAPis similar but

not identical in structure to the Section 8 Existing program, it has been

possible to use EHAPfindings to confront numerous aspects of Section 8

Existing. Questions about the Section 8 program debated within HUD

using, in part, EHAPfindings and data include the desirability of increas-

ing the amount of housing improvement by making program participation

contingent on living initially in substandard housing or on the household

moving to another unit; alternative administrative practices to promote

residential racial integration by participants; the gain in housing consump-

tion achievable with removal of the fair market rent as the maximum rent

the household can pay andstill participate (a program feature not in EHAP

allowance programs); and the need for and scope of an allowance type

program with a somewhat higher rental schedule that would require a

moderate amount of investment in a dwelling as a condition for a unit

being used in the program.*°

Besides these specific applications, the vast amount of information on

basic behavioral relationships coming from EHAP can be widely applied.

19. Aaron [P1], pp. 48-49.

20. See Khadduri and Struyk [P43] ; Olsen, Rasmussen, and Dick [P61].
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EHAPfindings on the differences in housing consumption induced by un-
constrained cash grants compared with earmarked allowance payments
were a critical element in the welfare reform debate in the summer of
1977.*" The structure of some of HUD’s initiatives to encourage racial in-
tegration has been loosely based on EHAPfindings on differences in search
probability and methods of black and white households. Yet another ex-
ample is the confirmatory evidence on the modesty of household response
to moderate changes in incomes orthe price of certain goods.

Beyond these findings, the general level of understanding about the
functioning of housing markets has been significantly raised. One example
is the importance of using vacancy durations in addition to vacancy rates
in judging market conditions. Another is the knowledge about the opera-
tion of the rental market: how many properties landlords own and manage,
the way in which units are marketed, and the size of profit margins in
various segments of the market.

Opportunity Cost

To discuss the opportunity cost of the $83 million of research fundsre-
quires that EHAP beplaced in the context of HUD’s research program of
the past 10-12 years. The program cameinto its own during the tenure of
Secretary George Romney,with the launching of Operation Breakthrough.
Breakthrough, essentially a large-scale demonstration (about $100 million
of federal funds) to apply advanced industrial methods to the residential
construction industry to lower housing costs, catapulted the annual research
budget from $10 million to $40 million. As Breakthrough wound down,
EHAP funding requirements helped keep the research budget at high
levels. With the conclusion of EHAP, the budget has settled back to about
a $50 million level during the 1979-1981 fiscal years, a level about 2.2
times its level 12 years earlier after adjusting for inflation. It appears that
EHAPresulted in a temporary expansion of the research budget, but there
was certainly no tight relationship between EHAP and thetotal budget.
Thus, there would likely have been some additional research monies avail-
able in the absence of EHAP.

Besides Breakthrough and EHAP there was another very large proj-
ect undertaken by the research office in the 1970s, the Public Housing
Management Improvement Program (PHMIP). This was also a demonstra-
tion, costing $25 million.*? Both Breakthrough and PHMIP devoted only
small shares of the available resources to evaluation. Hence, EHAP stands

in contrast to the other very large research enterprises funded by HUD in

21. Khadduri, Lyall, and Struyk [P42].

22. For a description see Struyk [C106], chapter8.
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the extent of the evaluation carried out; in fact, almost all of payments to

households in EHAP were from housing program appropriations.

The remainder of the HUDresearch budgetfalls into three categories:

data acquisition, evaluation and demonstration/evaluation projects, and

research studies. Data acquisition, including fielding the Annual Housing

Survey, has been taking 20-30 percent of the total budget in recent years.

Projects in the other two categories are typically small, averaging around

$150,000 and taking 18 months to 2 years to complete. Sometimes these

individual studies are part of a “research program,” for example, lead base

paint poisoning prevention; but these have generally been labels for a loose

collection of activities rather than for a fully structured program. The ex-

ceptions are a handful of carefully structured evaluations and demonstra-

tions with evaluations begun after 1975; prime examples are the demon-

strations andevaluations of Neighborhood Housing Services and Urban

Homesteading and evaluations of the CDBG and Section 8 programs.”

These efforts are producing results used to improve program administra-

tion and to provide basic data for policy debates within the administration.

EHAPis unique in HUD’s research program because of the size of

data base it has generated for analysis of specific housing issues and in

the long-term, high-level analytic resources concentrated on fundamental

housing issues. The sustained nature of the intellectual effort seems key.

Viewed in this light, EHAP can be credited with providing the basis for

raising the quality of debate about many housing policy questions. Until

the past few years, the opportunity cost of the funds was low; more re-

cently, however, the cost has increased sharply for the marginal funds that

would have been available in the absence of EHAP.

Summary

The potential exploitation of the EHAP findings and of the data based for

secondary analysis is just beginning to be realized. With the use of the

knowledge already acquired—to address both the specific objectives of

EHAP andother policy questions—and with the prospect of even greater

future use, the inescapable conclusion to us is that EHAP was a goodin-

vestment yielding a high return onits cost.

23. This description fails to convey the real scope and diversity of the activities

funded under the HUD research budget. The reader is encouraged to examine the

documents sent to the Congress in support of the appropriations request for a more

complete description. See, for example, the section on the Office of Policy Development

and Research in U.S. Department of Housing and Urban Development [P83].
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Data Collection in
the Three Experiments

Chapter 3 described each of the three housing allowance experiments
as operating programs, that is, as they were implemented by operating
agencies and participated in by households. In contrast, this appendix de-
scribes these same experiments from the researcher’s point of view, ex-
plaining how data were gathered on which the empirical findings presented
throughout this book are based.

THE DEMAND EXPERIMENT

Figure A.1 provides a summary of the multiple sources from which re-
search data were drawn in the Demand Experiment. Information was de-
rived both from administrative records created in the course of program
operations and from surveys conducted specifically for research purposes.

Household Data

Because household behavior was the primary focus in the Demand Experi-
ment, most data collection centered there. The process began with a short,
widely administered “screener survey” which was used to identify house-
holds to be included in the structured “baseline” survey interview. This
second survey was administered to each allowance household prior to pro-
gram enrollment. Topics covered included past housing occupancy; search
and mobility behavior; program experience; current housing needs; and
household demographic characteristics, employment experience, and in-
come. This same interview, except the part covering past history and with

Norte: Further information on data gathering and analysis in the Demand Experi-
ment can be obtained from Abt Associates Inc. [E3, E9], pp. 5-20; [E38, E39, E40,
E16].

dll
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Figure A.l

Data Collection in the Demand Experiment
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more detailed questions on mobility and search behavior added, was
periodically repeated for households who went on to become program re-
cipients, after 6 months, after 12 months, and after 24 months of receiving

subsidy payments. A short exit interview was also administered to a sample

of households whose enrollment terminated, including both those who had

become recipients and those who never attained recipient status.
To receive each month’s subsidy check, recipient households werere-

quired to submit monthly household report forms giving current informa-
tion on household composition and income. While agencies used these
forms to calculate the correct subsidy amount, these reports also formed

records for research purposes. Similar dual roles were played by agency-
required annual supplementary reports on households’ incomes and assets
and by special supplementary reports filed by self-employed households or

those claiming large medical expenses on their income forms.
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Households in the Demand Experiment’s control group were also sub-
jected to the same interviews and also were required to file monthly and
other reports. To obtain their continuing cooperation, they were paid $25
for each periodic interview completed and $10 for each monthly report
form filed. Households receiving allowance benefits were not paid for
interviews.

Housing Unit Data

Information on the housing units occupied by program households—both
recipients of benefits and control households—was also vital to Demand
Experiment research. Each housing unit was inspected by a trained mem-
ber of the Demand Experiment’sstaff, using a housing evaluation form
containing over 100 items. This inspection was done for all allowance
households on the same schedule as the household interviews. For house:
holds in housing gap-minimum standards treatment groups, these inspec-
tions served not only to gather data for research purposes but also to
certify compliance with the program’s minimum housing quality standards
and therefore their eligibility for allowance benefits. For households in the
minimum standards treatment group, an additional inspection was per-
formed whenever the household moved or the household reapplied for a
unit which had previously failed inspection and had subsequently been
repaired.

Sample Size and Representativeness

In a study of household behavior, one important question is whether the
households in the study sample accurately represent the general popula-
tion to which the study’s results are supposed to be relevant—in this case,
those low-income households potentially involved in housing subsidy pro-
grams. Many factors affect this representativeness, including the method
by which the sampleis initially selected, the rates at which households once
selected refuse to cooperate, and the “rate of attrition” at which house-
holds who cooperate with initial interviews become lost from the sample
for subsequent interviews.

Tables A.1 and A.2 provide data with which we can examine such
questions for the Demand Experiment in each of the two sites. Using a
simple t-test to determine significant differences in proportions, two com-
parisons of representativeness have been made by contrasting the charac-

 

1. In the case of the Demand Experiment, another question of representativeness
arises in considering how well households in Phoenix and Pittsburgh represent the set
of households nationwide. This question is addressed in Appendix B.
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Table A.l

Total Number and Demographic Characteristics of Household Sample,

Phoenix
a

Population
Income-

Eligible for

Allowances, Baseline Active at Active at

1970' Sample One Year Two Years

Numberof

Households 42,300 4073 1610 635

Race of Head

of Household

% Minority 21% 33% 38% 37%

% Nonminority 79 67 62 63

Total 100% 100% 100% 100%

Age of Head of
Household

Elderly (=65) 25% 15% 22% 25%

Nonelderly 75 85 78 75

Total 100% 100% 100% 100%

Sex of Head of

Household

Female 29% 35% 43% 44%

Male 71 65 57 56

Total 100% 100% 100% 100%

Number of Persons

in Household

1 18% 12% 15% N.A.

2 28 27 25 N.A.

3-4 33 40 36 N.A.

5 or more 21 22 24 N.A.

Total 100% 101% 100% —

Gross Annual

Household Income

<$2,000 19% 12% 7% N.A.

$2-2,999 11 12 16 N.A.

$3-4,999 27 22 29 N.A.

$5-6,999 23 21 27 N.A.

$7-9,999 18 22 13 N.A.

$10,000 or more 3 2 7 N.A.

Total 101% 101% 99% —

 

 

  

 

  

 

    

 

      

Source: Wallace [H127], p. A129; Abt Associates, Inc. [E11], p. 36; Friedman

and Weinberg [H38], p. A15.

1. Estimated using data from the 1970 Census of Population 1-in-100 user’s

tape.
2. N.A. = not available.
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Table A.2

Total Number and Demographic Characteristics of Household Sample,
Pittsburgh
OT

Population

Income-
Eligible for
Allowances, Baseline Active at Active at

1970? Sample One Year Two YearsI
Number of

     

 
  

   
 

Households 56,900 4318 1635 525
Race of Head of
Household
% Minority 25% 23% 25% 23%
% Nonminority 75 7 75 77

Total 100% 100% 100% 100%
Age of Head of Household

Elderly (=65) 40% * 22% 26% 24%
Nonelderly 60 78 74 76

Total 100% 100% 100% 100%
Sex of Head of Household

Female 47% 50% 61% 57%
Male 53 50 39 43

Total 100% 100% 100% 100%
Number of Persons
in Household

   

   

1 30% * 16% 18% N.A. ?
2 28 27 26 N.A.
3-4 26 37 37 N.A.
5 or more 17 20 19 N.A.

Total 101% 100% 100% —
Gross Annual
Household Income

<$2,000 28% 9% 3% N.A.
$2-2,999 17 18 17 N.A.
$3-4,999 29 30 42 N.A.
$5-6,999 22 20 23 NLA.
$7-9,999 4 17 12 N.A.
$10,000 or more 0 6 3 N.A.

Total 100% 100% 100% —

Source: Wallace [H127], p. A-128; Abt Associates, Inc. [E11], p. 36; Friedman
and Weinberg [H38], [H39], p. A15.

1. Estimated using data from the 1970 Census of Population 1-in-100 user’s
tape.

2. N.A. = not available.
“ Significant difference between the eligible population and baseline sample,

at .05 level or higher.
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teristics of (a) those in the baseline sample versus those in the income-

eligible population, and (b) those in the baseline sample versus thoseinitial

participants who werestill participants at the end of the second year. No

significant differences were found in Phoenix. In Pittsburgh, by contrast,

the eligible population and baseline sample were found to differ in terms of

household size distribution and the age of the head of household (elderly

vs. nonelderly) ; but no differences were detected between baseline house-

holds and those active at the end of year two.”

Program Comparison Interviews

One of the special studies conducted within the Demand Experiment com-

pared housing allowances against three other federal low-income housing

subsidy programs: public housing (constructed since 1952), Section 23

leased housing, and Section 236 multifamily rental housing.’ To support

this research, interviews were conducted with over 1,200 households (491

‘n Phoenix and 722 in Pittsburgh) receiving benefits under one of the

three comparison programs. These interviews involved questions drawn

from the Demand Experiment’s baseline and periodic household surveys

and were conducted at approximately the same time as the Demand Experi-

ment’s third periodic survey. At the same time, the Demand Experiment’s

housing inspectors, using the experiment’s housing evaluation form, eval-

uated a sample of the housing units occupied by interviewed households.

These survey data were supplemented by cost data and other program

materials obtained from HUDoffices.

THE SUPPLY EXPERIMENT*

Because the primary research mandate in the Supply Experiment was to

observe the effects of housing allowances on the housing market and the

housing stock, the major research data base in the experiment tracked a

sample of housing units over time, rather than a sample of households.

Figure A. 2 indicates the sources from which information on these housing

units and on other objects of research in the experiment were gathered.

The figure refers specifically to Green Bay; data collection and program

2. Because of inflation, the test was not applied to incomes. Also note that the

sample sizes for the Census data were used in making the t-tests, not the population

sizes shown in the tables.

3. For further discussion of the methodology employed in this program compari-

son study, see Mayo et al. [P54], Appendix I andII.

4. Further information on data gathering and analysis in the Supply Experiment

can be obtained from Levitt [E74, E75, E76].
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operations in South Bend proceeded in a parallel fashion, but they started
about six monthslater in South Bend than in Green Bay.

The Permanent Panel of Housing Units

Green Bay and South Bend was based on a probability sample of all resi-
dential properties at each site, as compiled from property tax records.
Each property in the sample was assigned to one of 18 strata, based on
whether it was a rental unit or owner-occupied, whether it was in a rural
or urbanlocation, its rent level or market value, the numberof units in its
building, and whether or not it was a rooming house or mobile home.
Dwelling units were then sampled from these strata at differentrates.

Once a unit wasselected for inclusion in this panel, a chronological]
file of data was built for it by drawing information from two sources. The
more important source was structured interviews (including unit evalua-
tions) conducted with the owner of the unit, whether owner-occupant or
landlord. In the case of rental units, a sample of interviews was also done
with renters currently occupying the units. These interviews were first con-
ducted prior to introduction of the allowance program atthesite and then
repeated annually for four years thereafter. They yielded information on
the demographic, employment, housing histories, and income characteris-
tics of current tenants; unit and building characteristics; residents’ satis-
faction with their unit, building, neighborhood, and landlords; and, for
renters, the rent and utilities expenditures, or, for owners, cost data on
operations, maintenance, mortgage, and insurance.

The second source of information was annual visual inspections of the
exterior of units performed by agency staff. These inspections yielded in-
formation on major changesin property use and on the general condition
of the building. Visual survey inspections were also conducted annually for
each neighborhood to determine changesin land-use patterns, the type and
condition of residential buildings, the availability of public facilities and
services, and the general socioeconomic characteristics of the area.®

Tables A.3 and A.4 indicate the number of units, households, and
landlords interviewed at baseline, permanently empaneled, and completing
various waves of recurrent surveys during the first four years over which
research data were collected at the two sites. There is no indication of the
samples not being representative of the underlying populations.

 

They each consisted of between 1,000 and 3,000 households and generally conformed
to census tracts defined in the 1970 Census.
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Figure A.2

Data Collection in the Supply Experiment, Green Bay

1973 1974 1975

MONTHS ; 5 3 4 5 6 7 8 9 1011 1213 14 18 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 36 36

AGENCY OPERATIONS

START-UP

ENROLLMENT &

CERTIFICATION

INSPECTIONS

PAYMENTS

 

RECERTIFICATION

PERMANENT PANEL

Household Data

e Screening survey of

unit occupancy eee

e@ Survey of tenants

& homeowners eee0e8

Landlord Data

@ Property tax record

search e

e Landlord survey eooee eeee00800

@ Survey of owners of

nonresidential property ee

e@ Survey of owners of

seasonal property

e@ Supplemental land-

lord survey

Unit Data

@ Survey of residen-

tial buildings

Neighborhood Data

® Neighborhod survey

of street segments

MARKET DATA

@ Market intermediar-

ies & indirect

suppliers survey

 

Source: Rand [E124].

Data on Recipient Households and Their Housing

The panel of dwelling units just described was selected to represent all

housing units in Green Bay and South Bend, not simply those participating

in the allowance program.For units occupied by allowance recipients, more

extensive unit condition information was available from detailed inspec-

tions done to determineeligibility for allowance payments; these inspec-

tions were performed at the time of enrollment, at the time of a move or

repair after failing inspection, and annually thereafter.

In addition to information on the units occupied by allowance recipi-
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    Payments
. CONtinued

db June 1984

ents, data on the households themselves were provided by three major
types of agency operating records: enrollment records, semiannual income
recertification forms, and payment disbursement records. When merged,
these sources provide extensive information on household income, demo-
graphic characteristics, housing choices, and the condition of their housing
units. However, a serious problem arose because the overlap has been small
between units in the longitudinal panel and units occupied by allowance
program participants. In order to secure complete data on investments
made to rental units occupied by allowance recipients, a supplemental
survey of landlords concerning investments made in 1978 was undertaken
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to complement repair information gathered from tenants. (Homeowner

recipients report for themselves.) Because the household data comes from

agency operating records, they cover only households who enroll in the

allowance program; no comparable informationis generally available on

households who did not enroll in the program.

To overcome this lack of data on nonparticipating households, two

steps were taken. First, at the outset of the experiment a “comparability

sample” of households to be followed longitudinally at both sites was

drawn. These data were to be used by The Urban Institute in performing

some analyses similar to those ongoing in the Demand Experiment. (To

date little use has been made of these data.) Second, in 1978 the Supply

Experiment commissioned a special study of nonparticipating households

in the experimental communities. These were households who had at some

point enrolled in the program but for some reason left the program before

beginning to receive payments.

Other Information Sources

Structured surveys were also conducted by research staff on two parts of

the housing supplier community: local mortgage lending institutions and

property insurance companies.

Rand also maintained research employees at each site to serve as on-

site observers. Their products included detailed narrative descriptions of

agency operations, as well as monitoring of press coverage of the allow-

ance program.

THE ADMINISTRATIVE AGENCY EXPERIMENT°

Because agency operations were the central research interest in the Admin-

istrative Agency Experiment, the AAE collected more detailed information

on agency staff, operations, and organization than did either of the other

experiments. However, some information was also gathered on households

and their dwellings, both through agency records and through special sur-

veys. Figure A.3 presents a summary of data sources in the experiment.

Oneresearch technique which within EHAP was used most extensively

in the AAE wasthat of on-site observers. These observers, members of the

Abt staff with training in anthropological “participant observer” tech-

niques, spent approximately one year in residence at each site. Their mis-

sion was to capture holistic aspects of the housing allowance experience

 

6. Further information on data gathering and analysis in the AAEcan be obtained

in Abt Associates, Inc. [E8, E13]; Comptroller General [E27].
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Sources: Abt [E10]; Temple etal. [E150]; Benson and Kelly [E20]; Salem
Housing Authority [E141].
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which might belost in the more formal statistical analyses which were the

main methodology applied in all three experiments.’ One major responsi-

bility of these researchers was to write narrative descriptions and day-to-

day “function logs” of program operations at the agency office. Another

was to select several enrollee households as ‘“‘case studies” and to follow

their reactions to allowances over time through in-depth, unstructured in-

terviews.® A third responsibility was to track general events in the commu-

nities in which allowances were operating.

Data on Agency Operations

Each of the eight operating agencies was required to submit monthly finan-

cial reporting forms to Abt Associates, detailing actual monthly adminis-

trative costs, estimated upcoming monthly costs, and actual contributed

services and materials costs. These reporting forms were designed by Abt

Associates to minimize the amountof additional reporting burdens on the

agencies by incorporating the same cost categories required in other HUD

reporting forms. In addition, agencies were required to submit monthly

time reports which detailed the number of man-hours expended bystaff

members on each program function.

Abt also collected attitudinal and demographic data from staff mem-

bers. Demographic data were collected at the beginning of the experiment

from staff background forms. Attitudinal surveys were self-administered.

Staff were asked to describe their jobs within the agency, to evaluate spe-

cific program functions and procedures,to describe staffing networks, and

to characterize the attitudes toward program recipients held by themselves

and their coworkers.

Data on Households and Their Dwelling Units

While households and their housing were not the central focus of the AAE,

some data were nevertheless collected on them. As in the other two experi-

ments, the twin sources of these data were agency operating records and

special research surveys.

Eight agency operating forms were used to gather information about

households. The application, certification, enrollment, and recertification

forms contained demographic and occupancy data required to verify house-

hold eligibility for participation in the program. Initial payment and pay-

 

7. The on-site observer at the Bismarck AAE site reported his experiences in a

book; see Trend [E152].

8. Appendix D to this book presents edited versions of four household narra-

tives written by these observers.
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ment change forms documented the amount of subsidy payments given a
particular household and the type of unit occupied. Pre- and postpayment
termination forms monitored household reasons for leaving the program
prior to its completion.

Housing units were inspected at least twice during the program: at
enrollment and during the recertification process. If a household moved
after joining the program, the new unit also received an inspection. How-
ever, as chapter 3 describes, each of the eight agencies in the AAE
selected both its own standards of housing quality and its own inspection
methods. Therefore, the outcomes of these inspections are not strictly com-
parable acrosssites.

To supplement agency operations data in a standardized procedure
across sites, Abt Associates conducted a numberof structured surveys of
households participating in the allowance program. Households were sur-
veyed three times: at enrollment, about 6 months after enrollment, and
finally about 16 months after enrollment. Additionally, for households
leaving the program prior to its termination, exit interviews were con-
ducted to assess the reasons for departure.

One group of households of special interest in the AAE were elderly
households; a special survey of the elderly and special evaluation of their
housing were conducted atall sites.°

Finally, we turn to the question of the representativeness of the house-
holds involved in the AAE compared with the population of eligible house-
holds. A goal from the outset of the experiment was to achieve a reason-
able match between program applicants and the eligible population, and
outreach efforts were designed with this objective in mind.'° The data in
table A.5 show the extent to which the goal was achieved acrossall eight
sites combined. Several disparities between the two groups are recorded:
the elderly and working poor are underrepresented compared to welfare
recipients, and households headed by a nonminority person were under-
represented compared to those headed by a member of a minority. On the
other hand, the two groups were similar in terms of the sex of the head of
the household, household size, and household income.

CONCLUSIONS

Chapter 3 showed that each of the three experiments operated in sig-
nificantly different ways from each other. Data collected to monitor pro-

9. The special report on the elderly’s experience in the AAE is Wolfe et al.
[C125].

10. The outreach efforts are outlined in chapter 10.
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Table A.5

Representativeness of Applicants—Comparison of Selected Demographic

Characteristics of the Eligible and Applicant Populations (AAE) *
I

Eligible Eligible

Demographic Characteristics Applicants Population

Household Type
Elderly 12% 32%»

Working poor 33 54>

Welfare recipients 55 14>

Head of House

Male 33 45

Female 67 55

Minority Status of Household Head

Minority 38 25°

Nonminority 62 75°

Income

$0-1,999 | 24 33

$2,000-3,999 44 38

$4,000-5,999 24 24

$6,000+ 8 5

Household Size
1 16 23

2 25 29

3-4 36 30

SL 22 18

Number of cases 14,404 81,743

 

Source: Macmillan and Hamilton et al. [C63], table A3-1.

a. Percentages may not add to 100 due to rounding.

b. Proportions differ significantly between applicants and the eligible popu-

lation at 5 percent level or greater.

gram operations and their outcomes, as described in this appendix, were

collected in quite different ways as well. These differences both in program

operations and data gathering procedures were motivated by differences in

the research goals of the three experiments, and they were functional in

promoting those goals. Nevertheless, awareness of these differences should

caution the reader in comparing specific findings from the three expert-

ments. Even apparently comparable numbers (e.g., “participation rates”)

reflect different situations and are measured in different ways. Therefore,

what should be expected from the three experiments are consistent general

findings but not identical, detailed numbers.
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The Representativeness
ot EHAPSites

Manyof the conclusions in this report are stated in universal terms—that
housing allowances dothis or that, regardless of context. But recent hous-
ing research has clarified the diversity of housing market conditions from
place to place in the nation and the strong influence which market condi-
tions exercise on the effects of housing programs.' To what extent can
EHAP results—based on 12 particular cities in the three experiments—

This appendix discusses two topics relevantto assessing the degree to
which EHAP findings can be generalized to other settings. The criteria
and process used in selecting EHAPsites are discussed first. A discussion
follows. of how well these sites represent the housing marketsituation of
the nation. The appendix concludes that while the 12 sites are not repre-
sentative of the nation as a whole in

a

strict statistical sense, they do col-
lectively represent a wide range of the circumstances in which housing
allowances might have to operate. The only important exception is that the
sites are predominantly middle-size cities and offer little opportunity to
observe housing allowances in operation in either rural areas or in the
nation’s largestcities.

THESITE SELECTION PROCESS 2

Sites that offered widely varying circumstances on factors thought to
have strong effects on housing allowance program outcomes were chosen
for the experiments. Because the outcomes to be observed differed among
the three experiments, the factors used in site selection also varied.

 

1. See Struyk [P77].
2. For further details concerning the site selection process, including references

to documents from each experiment component, see Goedert [E49].
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Demand Experiment

Because the primary focus of the Demand Experiment was the behavior of

households, Demand Experimentsites were selected to meet criteria con-

cerning population and market conditions considered to have the greatest

influence on household responses. Standard Metropolitan Statistical Areas

(SMSAs) were used in the selection process.

Certain types of SMSAs were excluded; for example, SMSAs with

populations under 500,000 were eliminated because in small markets the

additional demand for housing by allowance recipients might affect the

cost of housing and thereby confound observation of household responses.

SMSAsoverlapping more than one state were excluded because of the ad-

ministrative problems they would present. SMSAs lacking federal housing

programs (recently completed public housing, Section 23 leased housing,

and Section 236 projects) were excluded because part of the analysis pro-

posed for the Demand Experiment involved comparing housing allowances

with these programs. Finally, SMSAs with another major federal demon-

stration project or social experiment were eliminated because of potential

interference between the studies.

After excluding these SMSAs, 31 potential sites remained. Thesesites

were then examined to identify two sites with sufficient vacancies to insure

that no inflationary impacts would be engendered by the experiment and

which offered contrasting values on several key parameters. The most 1m-

portant of these parameters, and the corresponding values for the selected

sites, Phoenix and Pittsburgh, are presented in table B.1. Phoenix repre-

sents a typical “new” Western city with rapid growth and a substantial

Hispanic population. In contrast, Pittsburghis a larger, older Northeastern

city with a declining population and a substantial black community.

Supply Experiment

SMSAswere used as the unit of analysis in selecting the two Supply Ex-

periment sites, and candidate SMSAs were eliminated in a multistage

screening process.

The first stage examined two variables—the growth rate of the central

city between 1960 and 1970 (an indicator of housing market conditions)

and the percentageof blacks in the central city population (a factor viewed

by the designers of the Supply Experiment as the most powerful sociocul-

tural distinction in U.S. housing markets). This stage eliminated all SMSAs

except those that were either “slow-growth, high percentage black” or

“fast-growth, low percentage black,” as judged by comparison of each site
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to the median values of these variables for the 231 SMSAs underconsidera-

tion.

In the second stage, sites with any of several undesirable character-

-ctics were eliminated. Potential sites were limited to those with populations

under 250,000 because of the cost of conducting an open-enrollmentallow-

ance program in a larger SMSA. On the other hand, SMSAs with popula-

tions under 100,000 were excluded because these sites would not be large

enough to permit analysis of submarkets. SMSAswith central cities whose

erowth between 1960 and 1970 was attributed primarily to annexation

were excluded because increases in land area would not have the same

effect on the demand for housing as would increases due to in-migration

or births. SMSAswith interstate housing markets or without local housing

authorities’ were eliminated because of administrative problems in operat-

ing an experiment under those conditions. This process reduced this set of

candidate metropolitan areas to 23.

For these candidate sites, a “suitability score” was computed based on

four central city characteristics: population crowth rate, percentage black

population, percentage rental units in the housing stock, and rental vacancy

rate. Mean values were calculated separately for the set of 63 slow-growth,

high percentage black SMSAsand forthe set of 64 fast-growth, low per-

centage black SMSAs. Each of the 23 SMSAs was given a score based on

how well its central city represented the typical (as described by the

mean) situation in its SMSAtype.

Of the 23 SMSAs which reached the stage of having a suitability score

computed, 17 were subsequently eliminated for a variety of reasons such

as a shortage of suitable housing units, an inadequate local housing author-

ity, or a large university or military population. Following extensive eval-

uation of the final list of six sites, Green Bay, Wisconsin was proposed as

the fast-growth, low percentage black site, and Saginaw, Michigan was

proposed as the slow-growth, high percentage black site.

While all local governments at the Green Baysite readily agreed to

participate in the program, serious delay occurred in negotiations with

some local jurisdictions surrounding the city of Saginaw. This delay was

due principally to fear on the part of local officials that the program would

promote black and other minority movement from the central city into

their primarily white suburban jurisdictions.” Therefore, the site selection

process was reopened to find an alternative slow-growth, high percentage

 

3. Since the Supply Experiment utilized Section 23 funds, all monies were chan-

neled through the local housing authority. Although the AAE also was funded through

Section 23, HUD contracted directly with the eight administrating agencies.

4. See Lowry and Repnau [E96].



list of sites that reached the final screening, it had

a

relatively low suitabil-
ity score.” Table B.2 showsthe values of Green Bay and South Bend for the
two primary criteria evaluated in selecting the Supply Experiment sites
and for the other variables that formed the basis for the suitability scores.

While the two cities differ substantially in growth rate and presence
of minorities, they share in common that they are in the upper Midwest
region andthatthey are cities with extensive single-family owner-occupancy
such as is more typical of small cities than of the central cities of the na-
tion’s major urbanareas.

Administrative Agency Experiment

Since the AAE was designed primarily to provide information on different
approachesto administering a housing allowance program, major emphasis
in selecting the eight AAE sites was on agency characteristics. Four types
of agencies were sought: local housing authorities, metropolitan area or
County government agencies, state community development agencies, and
county or state welfare agencies.

The selection process in the AAE was less structured than was the
process for the other two experiments and relied as much on judgment and
site visits as on quantitative indicators such as Census data. Each agency
had to have a jurisdiction sufficiently large to encompass a local housing
market. Other criteria included the interest of the agency and of local gov-
ernment bodies in participating in the program, the agency’s demonstrated
ability to operate housing programs, and an assessmentofthe overall feasi-
bility of operating the AAE in the site. It was also considered important
to provide a diverse groupofsites. Geographical dispersion of sites across
the nation was desired, as well as variation in total population size and in
population and housing market characteristics such as racial composition,
degree of urbanization, and the average quality of the housing stock. While
variation in vacancy rates was also sought, sites with extremely high or
low vacancy rates were considered less desirable.
eee

5. Compared to the slow-growth, high percentage black SMSAs that reached theoriginal final screening, South Bend had the second smallest percentage black andthe smallest percentage of rental units in 1970. South Bend’s growth raté and rentalvacancy rate, however, fell within desirable limits.
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Table B.3 presents information on the location and setting for each of
the eight AAEsites.

WHAT DO THESE SITES REPRESENT?

As illustrated in the previous section, neither the sites within any of the
three experiments nor the site of all three experiments combined were
chosen as representative of the population of U.S. housing markets. Simi-
larly, as chapter 3 indicates, individual households chosen for the
allowance program within sites were not selected to generate a representa-
tive sample of the population of low-income U.S. households. Furthermore,
even though 12sites are large in a social experiment, that numberisstill
small compared to the total number of U.S. housing markets. Therefore,
there is no straightforwardstatistical basis for assessing the applicability
of EHAP findingsto other settings.®

Although the representativeness of the sites cannot be determined in a
strict statistical sense, the 12 EHAPsites considered together do represent
a wide variety of settings. The sites were scattered over nearly the entire
country. Both declining older cities and dynamic youngcities are included.
EHAP was conducted in areas with high minority concentrations and
segregated housing patterns as well as in areas with virtually no minorities.
The sites include cities with both tight and loose housing markets, and the
sites offer an opportunity to observe the effects of a housing allowance
program in a widevariety of circumstances favorable and unfavorable to
the effectiveness of allowance programs.

areas. Otherwise, EHAP is an “urban” experiment and offers little direct
information on theeffects of a housing allowance program in small towns
and rural areas. Similarly, the sites cannot be said to represent directly
the very largest urban areas of the country. Pittsburgh, the largest EHAP
city, had an SMSA population in 1970 of 2.4 million and ranked eleventh
in size among U.S. urbanized areas. However, in the Supply Experiment,
where marketwideeffects are the central issue, both sites are medium-sized
cities in the same region of the country, and the larger site, South Bend,
ranked only 120th in size among the nation’s SMSA’s in 1970. We have
no direct evidence that EHAP findings, particularly those concerning mar-

Goedert [E49].



Ta
bl
e
B.
3

Se
le
ct
ed

Ch
ar
ac
te
ri
st
ic
s
of

Ad
mi
ni
st
ra
ti
ve

A
g
e
n
c
y
Ex
pe
ri
me
nt

Si
te
s

n
g

P
e
r
c
e
n
t
-

P
e
r
c
e
n
t
-

P
e
r
c
e
n
t
-

a
g
e

of

a
g
e

of
a
g
e

of
Pe
rc
en
t-

H
o
u
s
i
n
g

R
e
n
t
a
l

F
a
m
i
l
i
e
s

P
o
p
u
l
a
-

a
g
e
of

S
t
o
c
k

V
a
c
a
n
c
y

P
o
p
u
l
a
t
i
o
n

in
P
o
v
e
r
t
y

ti
on

H
o
u
s
i
n
g

L
a
c
k
i
n
g

R
a
t
e

C
e
n
s
u
s

of
P
r
o
g
r
a
m

A
r
e
a

(
C
e
n
s
u
s

Wh
ic
h
i
s

S
t
o
c
k
W
h
i
c
h

C
o
m
p
l
e
t
e

(
p
e
r
c
e
n
t
-

Si
te

Di
vi
si
on

A
r
e
a

D
e
s
c
r
i
p
t
i
o
n

de
fi
ni
ti
on
)

M
i
n
o
r
i
t
y

is
R
e
n
t
a
l

P
l
u
m
b
i
n
g

a
g
e
)

B
i
s
m
a
r
c
k
,

W
e
s
t
N
o
r
t
h

1
0
4
,
1
8
7

S
m
a
l
l

ci
ti
es

a
n
d

N
o
r
t
h
D
a
k
o
t
a

Ce
nt
ra
l

t
o
w
n
s

wi
th

su
r-

1
1
.
8
%

8
%

3
1
.
4
%

5
.
9
%

8
.
1
%

r
o
u
n
d
i
n
g

a
r
e
a
s

D
u
r
h
a
m
,

No
rt
h

S
o
u
t
h

13
2,
68
1

M
e
d
i
u
m
-
s
i
z
e
d

ci
ty

14
.0

37
.6

53
.0

2.
9

6.
0

C
a
r
o
l
i
n
a

At
la
nt
ic

wi
th

a
d
j
a
c
e
n
t

ru
ra
l

a
r
e
a
s

Ja
ck
so
nv
il
le
,

S
o
u
t
h

54
5,
90
0

L
a
r
g
e

me
tr
op
ol
i-

14
.0

22
.9

32
.7

4.
4

4.
0

Fl
or
id
a

At
la
nt
ic

ta
n

a
r
e
a

Pe
or
ia
,

E
a
s
t
N
o
r
t
h

1
9
6
,
8
6
5

M
e
d
i
u
m
-
s
i
z
e
d

ci
ty

Il
in
oi
s

Ce
nt
ra
l

wi
th

n
e
a
r
b
y

5.
9

6.
3

30
.9

3.
0

4.
5

ru
ra
l!

a
r
e
a
s

336 APPENDIX B



S
a
l
e
m
,
O
r
e
g
o
n

Pa
ci
fi
c

1
8
6
,
6
5
8

M
e
d
i
u
m
-
s
i
z
e
d

ci
ty

wi
th

a
d
j
a
c
e
n
t

g
r
o
w
t
h

a
r
e
a

7.
9

1.
7

3
7
.
3

1.
5

7.
2

S
a
n

B
e
r
n
a
r
-

Pa
ci
fi
c

5
4
7
,
2
5
8

A
r
e
a

of
mu
lt
ip
le

di
no
,

Ca
li
fo
rn
ia

m
e
d
i
u
m
-
s
i
z
e
d

Ci
ti
es

9.
8

23
.0

3
6
.
4

9
12
.0

Sp
ri
ng
fi
el
d,

N
e
w

E
n
g
l
a
n
d

4
7
2
,
9
1
7

A
r
e
a

of
mu
lt
ip
le

M
a
s
s
a
c
h
u
s
e
t
t
s

m
e
d
i
u
m
-
s
i
z
e
d

ci
ti
es

a
n
d

t
o
w
n
s

6
.
6

5
.
0

4
1
.
5

2
.
7

6
.
2

Tu
ls
a,

W
e
s
t
S
o
u
t
h

3
2
4
,
0
0
0

L
a
r
g
e

me
tr
op
ol
i-

O
k
l
a
h
o
m
a

Ce
nt
ra
l

ta
n

a
r
e
a

9.
0

12
.5

33
.0

 

Representativeness of EHAP Sites
337



338
APPENDIX B

ket reactions to an allowance program, would be repeated in large, decay-

ing urban centers such as Detroit or Newark, which are the focus of much

public policy concern.’

Thus, while the EHAP sites represent many types of urban areas, they

offer findings for very large metropolitan areas only by extrapolation. In

1970, approximately 45 percent of the U.S. population residing in the

urbanized portions of metropolitan areas lived in urbanized areas in the

size range covered by the 11 largest EHAPsites (excluding Bismarck);

only 5 percent of this population lived in urbanized areas smaller in popu-

lation than Durham, the smallest of these 11 sites, with a population of

about 100,000. Hence, about halt of the population residing in urbanized

areas lived in those larger than Pittsburgh.

‘nclusion of the nonurbanized portions of some metropolitan areas in all

of the experiments. The extent of coverage here is unclear. About one

third of the rural population lives within metropolitan areas, but no analy-

sis has been done of the extent to which households within SMSA rural

areas included in the experiments are similar toall such households. Fur-

thermore, the Bismarck site alone clearly provides only minimal repre-

sentation of the rich variation in rural housing markets.®

Finally, the strict site representativeness question must ultimately be

considered in light of the extent of the sensitivity of the results of the ex-

periments to market conditions, includingsize. Theless sensitive the results,

the less emphasis need be placed on this question. As shown in chapters A,

through 10, the principal findings are remarkable robust.

eT

7. As noted in chapter 2, EHAP’s lack of direct observation of marketeffects in

a major urban area was criticized by the U.S. General Accounting Office; see Comp-

troller General [E27].

8. See Drury et al. [P18].



» no firm conclusions can be stated about the relativestringency of those two experiments’ requirements in co
the standards in the Administrative Agency Experiment
housing codes, existing local codes, or ongoing

mparison to either
or those in model

federal housing programs.

PHYSICAL HOUSING STANDARDS

Demand Experiment

g Maintenance and Occupancy Ordinance ofthe American Public Health Association (APHA), as revised in 1971, andThe Urban Institute’s modifications of it, served as the basic model forphysical housing standards in the Demand Experiment.
standards are identical to APHA’s in some cases;
specify that for a room to have adequate light,a

1. As chapter 3 discussed, every household in the SupplyAdministrative Agency Experiment ha ini

The experiment’s
for instance, they both
the window area must

Experiment and the
d to meet minimum housing requirements as a

requirements.

2. See American Public Health Association [C3] and Sherer et al. [E147].
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equal at least 10 percent of the floor area. Other standards are modifica-

Hons of the APHA requirements. For example, the APHA code requires

inspection of how well plumbingfacilities are installed, while the Demand

Experiment’s less stringent standards rate only the presence and working

condition of plumbing.

The Demand Experiment’s physical housing requirements involve

the following components.

hot and cold running water, and a washbasin with hot and cold

running water must be present and in working condition.

3. Kitchen facilities. A cooking stove or range, 4 refrigerator, and

a kitchen sink with hot and cold running water must be present and

in working condition.

4. Light Fixtures and Outlets. A ceiling or wall-type fixture must be

present and working in the bathroom and kitchen. At least one

electric outlet must be present and operable in the living room and

kitchen. A working wall switch, pull-chain light switch, or additional

electrical outlet must be present in the living room.

5. Fire exits. In buildings with three or more units, at least two exits

from the dwelling unit must lead to safe and open space at ground

level.®

6. Heating equipment. Adequate heating must be present. Unvented

room heaters which burn gas, oil, or kerosene or heat provided

mainly with portable electric room heaters are unacceptable.

7. Room structure and surface. In any room, ceiling or wall struc-

ture or surfaces which require replacement (such as those with

severe bulging or leaning) are unacceptable.

8 Floor structure and surface. For all rooms, floor structure and sur-

faces requiring replacement (such as those with large holes or miss-

ing parts) are unacceptable.

9. Roof structure. Infirm roofstructure is unacceptable (applied only to

sections of the roof which are visible).

10. Exterior walls. Exterior wall structure or exterior wall surfaces

needing replacement are unacceptable.

 

3. This requirement was modified in November 1973 to accept units judged safe

even though they lacked a second exit. First-floor units then failed this requirement

only if all their windows were barred or permanently shut, and upper floor units with

one exit were acceptable if located in “fire-proof” buildings.
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Il. Ceiling height. For living room, bathroom, and kitchen, the ceilingmust be seven feet or higher in a t least one half the room area.

Supply Experiment

The housing requirements of the Supply
the Demand Experiment standards and reli
tional model code, the Building

4. See Lowry [E99], pp. 13-16.



342

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

APPENDIX C

Exits. One exit from the unit and at least two safe exits from the

building to the exterior are required.

Room structure and surface. Severe buckling, major holes or miss-

ing sections, or evidence of persistent moisture, dry rot, or insect

damagein ceilings, floors, or walls are unacceptable.

Floor structure and surface. Severe buckling, noticeable movement

under stress, major holes or missing sections, or evidence of per-

sistent moisture, dry rot, or insect damage are unacceptable.

Bathroom facilities. A working flush toilet, a shower or tub with

hot and cold running water, and a washbasin with hot and cold run-

ning water must be present and in working condition. Severely

damaged fixtures or major leaks are unacceptable. The bathroom

must have a permanent source of heat. The toilet and the bathtub

or shower must have some form of enclosure to insure privacy.

Kitchen facilities. A cooking range with at least one burner and

oven, a refrigerator, and a sink with hot and cold running water

must be present and in working condition. Severely damaged

facilities are unacceptable.

Light fixtures and outlets. The kitchen must have two properly in-

stalled electrical outlets or one outlet and a ceiling or wall light fix-

ture with a switching device. The bathroom must have one outlet

or a ceiling or wall fixture.

Water Heater. A functioning water heater and adequate hot water

must be present. For the water heater, the following are unaccept-

able: gas leakage, danger of flooding, breaks or damage, a vent

pipe seriously cracked or broken, improper venting for exhaust

gases, or lack of a temperature and pressure valve.

Plumbing System. A plumbing system must be present and free of

any condition in which clean water and waste are not distributed

effectively between all fixtures in the unit to a public system or other

disposal mechanism. Majorcracks or broken pipes, improperly sealed

joints, and deficiencies causing leakage are unacceptable.

Heating System. An acceptable primary source of heat must be

present and free of any breakage or damage to the source of heat,

ducts, or fixtures. A vent pipe seriously cracked or broken and

unvented room heaters that burn gas, oil, or other flammable

liquids are unacceptable.

Electrical System. An electrical system must be present and free

of exposed, noninsulated, or frayed wires; improper connections,

insulation, or grounding for any component of the system; over-

loading of capacity; and wires in or near standing water or other

unsafe places.
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2l. Ceiling Height. The ceiling of the room in which the kitchen facili-ties are located must be at least 6’6” high over at least 35 squarefeet of room area.

24. Lead-Based Paint Hazards.’ Cracking, scaling, chipping, peeling, orloose paint on interior and exterior surfaces which possibly containdangerouslead content are unacceptable if children under seven yearsof age reside in or frequently visit the dwelling.

Administrative Agency Experiment

In the Administrative Agency Experiment, responsibility for developinghousing standards was delegated to the existing public agency whichoperated the program at each of the eight sites. The only provision was

o. This requirement was imposedstarting in January 1977.
6. See Abt Associates, Inc. [E5], pp. 4-95,
7. For a complete set of the agencies’ inspection forms, see Budding et al. [C11].
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iled items covering

Between four and seven agencies specified deta
ndows, kitchen ap-

such aspects as building structure, floors, doors, wl

pliances, plumbing facilities, hot water heaters,

Items mentioned on three or

the yard and neighborhood, gutters,

i water heaters, drain-

access, kitchen counters, pressure

orage, electrical fixtures,

closet space, and the presence ©age pipes, oil st
basement condition, presence of

rats or insects,
{ such amenities as dish-

washers or full carpeting.

As table C.1 also indicates,

length. At some sites, related items were i

ired that the same attribute

the checklists varied consider

ncluded in a single question,

while other checklists require
s be evaluated sep-

arately. For example, the Bismarck checklist required only a summary

evaluation of the entire structure of the unit, including the floors, walls,

roof, and foundation. In contrast, the Springfield form had 17 different

questions about the exterior and interior structure and surfaces.

ministrative Agency

The physical housing standards applied by the Ad
Unlike the Demand

Experiment agencies also tended to vary over time.

and Supply Experiments, where research contractors paid close attention

to maintaining consistency in how standards were applied, standards in

the AAEtended to change through the cumulative effect of judgments and

decisions made by ‘ndividual agency staff members. Furthermore, in six

of the eight AAE agencies, the agencies themselves made conscious policy

isi
- Both the conscious decisions

weaken the

ements of the minimum size of ah

Occupancy standards are stal
by a household with a certain

unit which is acceptable for occupancy

size and composition.

In the Demand Experiment, only households whose units had to pass

the physical standards had to satisfy the occupancy standards. The basic

standard was that there could be no more than two persons

“adequate” bedroom in the unit. A bedroom was considered adequate if

it met four physical requirements:

and floor in the room

1. The structure and surface of walls, ceilings,

must not need replacement.

ee

8. See Buddingetal. [C11], pp. A-13 to A-29.
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2. The window area in the room had to equal at least 10 percent of

floor area, and at least one openable window or a working air con-

ditioner had to be present.

3. The ceiling had to be at least seven feet in height across at least

one half of the room’s area.

4. Two or more workingelectrical outlets or one outlet and one wall

or pull-chain switch for overhead light had to be present and

working.

Households with more than seven persons were only required to occupy

units with at least four bedrooms.

The Supply Experiment also required that there be no more than

two persons per bedroom, and like the Demand Experiment, each bedroom

was subjected to physical standards:

1. Seventy square feet or more of floor area.

2. Ceiling height of at least 66” over at least 35 square feet of floor

area.

3. Natural light from at least one window facing directly outdoors or

onto a well-lighted sunporch.

4. Adequate ventilation from at least one openable window or mechani-

cal device.

5. At ieast one properly installed and working electric convenience

outlet.

6. Adequate heat from a source other than a portable electric heater.

7. Absence of special adaptations for use as a kitchen, bathroom, or

utility room.

8. Rigid walls, secured in position from floor to ceiling, including a

doorway with a door, curtain, or other screening device.

Seven of the eight agencies in the Administrative Agency Expert-

ment specified an occupancy requirement. Table C.2 lists the types of

occupancy requirements used at AAEsites. As the table indicates, a variety

of standards were used, including various density and space requirements.

It is important to note that household size was rarely verified by agencies

in the AAE,? so the actual impact of these requirements is unknown.

EFFECTIVE STRINGENCY OF THE STANDARDS

Thus far, this appendix has described written standards. To assess the

effective impact of such standards on participation, however, information

9. See Dickson [C16], Appendix C.
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is required on the actual implementation of the standards. Written stand-

ards and their implementation together determine how stringent these

facets that should be compared. One is how the standards compare if im-

plemented in conformance with agency cuidelines. The other is the extent

to which application of the standard within an agency varied from agency

euidelines, that is, quality control. Clearly, if within-agency variance is

great enough, the first implementation comparison will be meaningless.

These two topics are discussed in the following paragraphs. |

Differences among Standardsin the Three Experiments

A direct test was conducted in EHAP to compare the stringency of the

standards in the Demand and Supply Experiments.’? Teams of evaluators

were formed consisting of one evaluator from a Demand Experiment

site and one evaluator from a Supply Experiment site. These teams then

assessed a common sample of housing units in each of the foursites of the

Demand and Supply Experiments, with each unit being separately evalu-

ated by both members of the teams and each evaluator applying the stand-

ards of his experiment. Three hundred and sixty-three units from the four

sites were sampled.

It was found that 75 percent of the housing units failed the Demand

Experiment standards as applied by Demand Experiment inspectors, com-

pared to 60 percent that failed Supply Experiment standards as applied by

Supply Experiment staff. When physical standards were examined sepa-

rately from occupancy standards, 70 percent of the units failed Demand

physical standards, while 55 percent failed the Supply standards. The

largest proportion of the higher failure rate under Demand standards is

attributable to the Demand Experiment’s more stringent requirement for

light and ventilation in bathrooms and kitchens.!! Since, as detailed next,

the Demand and Supply standards were rigorously adhered to throughout

these experiments, the test described is an accurate comparison of the

stringency of the two standards.

Because of the diversity in standards among the eight AAE sites, it

is not possible to reach similar conclusions concerning the relative stand-

ards in the Administrative Agency Experiment compared to those in the

Demand Experiment and the Supply Experiment. The two separate anal-

10. This test is described in Valenza [E170].

11. Other major differences between the two standards involved the condition of

ceilings, walls, and floors; fixtures, outlets, and switches; and stairs, porches, and rail-

ings (where the Supply Experiment set higher requirements). See Valenza [E170],

pp. 24-30.
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yses of the stringency of Administrative Agency Experiment standards
even failed to agree on the relative rigor of the requirements among the
eight sites.!?

Consistency in Standards Application

Rigorous quality control on inspections was practiced in both the De-
mand and Supply Experiments, beginning with thorough training of in-
spectors and proceeding through reinspections of a sample of units. In
the Demand Experiment, biases associated with individual inspectors
were sought through an analysis of variance of deficiencies found by in-
spectors. Random telephone contacts were made wtih households to check
on inspectors, and a random sample of 10 percent of all units were rein-
spected by supervisors.

Similar procedures were followed in the Supply Experiment, where
independent evaluations by supervisory personnel were conducted on a
5 percent sample ofall inspections done by the regular evaluation staffs.
An analysis comparingthe results of the original and supervisors’ evalua-
tions showedthatless than 2 percent of the units inspected were misclass-
ified as “passing” or “failing” the program standard as a result of in-
spectors’ errors.

The practices in the Administrative Agency Experiment are quite a
different story. The individual agencies were freer to (and did) adopt
alternative standards and alternative methods of conducting the inspec-
tions—use of trained inspectors, members of agency staff without special-
ized training, and would-be participants themselves. Indeed, one major
set of findings from the AAE concerns the reliability of different types of
inspections.*4

Clouding the situation even further, the majority of AAE agencies
modified the standards over time. Variations in the official standards not.
withstanding, there is ample evidence of staff members simply not apply-
Ing the standards as the agency intended because they viewed some
aspect of the agency-adopted standard as unfair or inappropriate.’> Both
these factors preclude careful analysis of inspection outcomes among the
AAEsites and between the AAE andthe other experiments.

 

12. See Budding et al. [C11]; Bernsten [H13]. The studies did agree, however,
that the toughest standard existed in Jacksonville, which adopted the entire local hous-
ing code.

13. For a further description, see Tebbets [C109].
14. This is discussed further in chapter10.
15. For a summary, see Hamilton [C30], pp. 70-114.
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EHAP STANDARDS COMPARED TO STANDARDSIN

OTHER PROGRAMS

It would also be useful to compare the standards used in the EHAP ex-

periments to standards set forth in model codes, those used in ongoing

housing programs, and those set forth in local housing codes. When at-

tempts have been made to compare the written contents of such diverse

sets of housing standards, however, the results of such comparisons are

generally inconclusive. The EHAP experienceitself clearly demonstrates

that the numberof items in a standard, which is one common way to com-

pare written standards, is not a good indicator of stringency; the Supply

Experiment standard included more items than the Demand Experiment

standard, and yet implementation of the latter resulted in a higher failure

rate. The effective stringency of the Demand Experiment standard was

greater because of the impactof several critical items, and this is true of

other codes as well.

That is not to suggest that comparisons of written standards can

produce no insights. It is clear, for example, that standards that require

not only the presence of certain systems but also that these systems be

in working order, are more stringent than standards requiring only their

presence. For example, the most important item in the Demand Experi-

ment standard—light and ventilation—imposes a more lenient written

standard than the national code upon whichit is based because it requires

only that a window be openable, while the APHA code specifies a mini-

mum openable area.Still, in the absence of an actualtest, it is difficult to

know whether applying the national code’s requirement would have made

any significant difference in failure rates.

A similar situation arises in considering the relationship between

allowance programs standards and local codes. The handrail requirement

in the Supply Experiment, for example, differs from the local code

standard in both Supply Experiment sites. Green Bay’s local housing code

is silent on the issue of handrails.. South Bend’s requirement is that a

handrail must be present for two or more consecutive steps, a requirement

which is automatically more stringent than the Supply Experiment’s re-

quirement of a handrail in cases of six or more consecutive steps. It may

be, however, that this distinction has little practical effect.

A particularly helpful comparison of stringency would be one

that allowed comparison of EHAP standards to HUD’s Section 8 Exist-

ing housing assistance payments program. However, the Section 8 program

is similar to the AAE in that local public housing agencies are given

considerable flexibility in selecting and enforcing their standards, subject
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only to a minimum level of “performance criteria” established by HUD.
Because of the diversity of standards which has arisen in reaction to this
local discretion, it is not possible to draw general conclusions concerning
the relative stringency of EHAPstandards and Section 8 requirements.
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Case Studies of

Four Households

Invariably, the rent supplements were fitted in

with an array of other devices that make up the

households’ survival strategies.
M. G. Trend [E152], p. 275

Federal social programs arrive at the local operating agency complete

with statements of legislative intent, concepts of what they are intended

to accomplish, and plans concerning whom they intend to enroll. The

households who are targets of the program are bound by none of these

goals, however, and they may be only dimly aware of them. Rather,

households view the program from their own point of view—what it

offers to them and requires of them—and they fit the program into the

full set of circumstances in which they live. This appendix portrays the

interrelatedness of the various decisions which a household must make

regarding housing allowances with illustrations of the complex working

out of those decisions in the lives of four households.

These case studies are selected from among those households whose

experiences were recorded in detail by on-site observers at each site of

the Administrative Agency Experiment.t The four cases illustrate several

different types of housing decisions by allowance recipients: to stay in

their preexperiment unit without repairs, to move to another unit, or to

stay in their preexperiment unit with repairs. They also illustrate some

of the diversity of allowance recipients in terms of age, ethnic background,

and family circumstances. Lastly, because the cases are drawn from four

different AAE sites, they illustrate somesite-to-site differences in agency

operating procedures.

1. In each case, names and other details were altered by the observers to preserve

the privacy of the families.

309
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THE HARTWICKS?

one construction company for more than 30 years. Together, he and his
wife had created an attractive. stable home environment for their two
sons and had provided them with college educations. Neither he nor Mrs.
Hartwick would consider applying for welfare, food stamps, or public
housing. The Hartwicks had always been able to manage on their own.

When the Hartwicks read a newspaper article about the housing
allowance program in early September 1973, they did not think they
would qualify. But they also felt that they needed assistance. They were
living on an annual income of $3,254, a combination of Social Security
benefits and a small retirement fund. Gerald’s mother wasill, and he had
her medical expenses to pay in addition to bills for a recent hospital
stay by Lydia. Insurance took care of some of the bills, but for other
expenses they had to use their savings, and money in their bank account
had dwindled to practically nothing.

On the first day the application center opened, Gerald drove to the
housing allowance program (HAP) office, at the local housing authority.
Later he remembered proudly that he was the first one to sign up for the
new program; and, unlike some of the people in the office, he had no
trouble filling out the application form. The Hartwicks did not expect to
be selected for the program and forgot about it until they received a card
in the mail which said they had been selected.

Six weeks after they applied, the Hartwicks’ counselor came to their
house to enroll them. After hearing about the program andtheir rights and
responsibilites under it, they signed the forms. As they rememberedit,
their counselor presented the information clearly, and they had few ques-
tions. She assured them that the program was intended to respond to the
financial plight of people like themselves. By participating in the experi-
ment, they were actually helping the government, she emphasized. This
was an important point to the Hartwicks. They felt they needed the
assistance, but they wanted to do something in return.

After some deliberation, the Hartwicks decided to remain in the
house they were already renting. Consequently, the counselor returned
to their home for the counseling session and inspection. This session

 

2. The following is an edited version of Muller [C71], pp. 165-175.
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was short, as the Hartwicks felt they had all the information they needed.

Both Gerald and Lydia went around with the counselor as she did the

inspection. The house was in excellent condition, and all that was needed

was a pressurerelease valve on the hot water heater, which the landlord

immediately agreed to install.

Gerald Hartwick made the necessary contact with the landlord con-

cerning the lease and inspection results. He saw no reason why he should

rely on the counselor to do what he could easily do alone. The Hartwicks

were surprised the landlord agreed so readily to the program, but they

acknowledged that they had been good tenants and the landlord probably

did not want to lose them. However, the landlord insisted on using his own

lease, and the Hartwicks drove to the office of the landlord’s attorney to

sign it. A copy waslater sent to the housing allowance office, where it was

approved.

In the meantime, the counselor had submitted the necessary forms

to the housing authority for payments initiation. On the first day of the

following month, the Hartwicks received their first allowance check for

$54, Gerald had a check for their portion of the rent ready. He signed

the housing allowance check (a two-party check made out to him and to

the landlord) and sent both checks to the landlord. He repeated this

process each month. Both he and Lydia said they didn’t mind the two-party

check, since it did not matter to them if the landlord knew they were

receiving housing allowances. Gerald also said that he did not mind if

their friends or neighbors knew abouttheir participation in the program.

The Hartwicks did not hideit, and it did not appear to make any difference

in their relations with others.

The Hartwicks reported that they were glad they had decided to stay

in the same house. It was conveniently located near the stores they had

shopped in for years. They knew the area and had friends living nearby.

They also felt it would have been too much trouble to move their furniture

and belongings. They were not enthralled with the house because they did

not own it, but they were satisfied with its condition. It had been re-

painted and remodeled just before they had moved in three years before.

Although the Hartwicks felt that their house met their needs, they

were upset that the landlord had raised their rent when they told him they

would be receiving a housing allowance. They had been paying $130 a

month (plus utilities), but when they informed him of the program, the

landlord told them he had been meaningto raise the rent to $140because

of an increase in property taxes. Their original lease was to have been

renewed in March, but with the allowance payments they had to negotiate

a new lease beginning in November at the $140 rate. The Hartwicks felt

that the landlord “got us for $40” for the extra four months they paid

the $10 increase. Gerald’s first reaction to the rent increase was anger, and



rent increase. In the end, however, they signed the new lease withoutcomment. Later, Gerald confided that he had been afraid they would
lose their payment if they moved; he subsequently learned from the
counselor that moves were allowed.

After their initial enrollment visits, the Hartwicks had minimal con-
tact with the agency during thefirst year. In July, Gerald called the agency
to find out if the program was being affected when an article entitled
“HAP No Answer Here” appeared in the newspaper.

During the summer, the Hartwicks began to talk about the annual
recertification coming up in November. They were worried that their al-
lowance payment might be reduced because Social Security benefits had
been increased. Gerald also wanted to know if their allowance payments
would be cut if he took a part-time job for 30 days to help pay their
mounting doctors’ bills. He did not have any specific job in mind but
thought there was a chance of working at a golf course several days a
weekselling buckets of balls. Before he did anything, however, he wanted
to check with the agencyto see if it was all right.

Whenthey talked about HAP,the Hartwicks appearedto be cautiously
satisfied with their participation in the program. They were somewhat
reserved because they felt their rent had been raised as a result of their
allowance payment and they would not be able to pay the new rent once
the program was over. At the same time, they acknowledged that their
landlord might have raised their rent anyway. Gerald had also understood
from the first newspaper ad that they might receive $80 or $90 in rent
supplement. “If I had known the payment was going to be only $54, I
probably wouldn’t have gone down to the office.”

Even with their anxieties about their economic situation, the Hart-
wicks were pleased with the few extra dollars that the housing allowance
gave them each month. It was not a big help, but it was a help. Because
they did not equate it with welfare. they felt they could participate in a
housing allowance program. “That is just a rent supplement program, to
help us with our rent,” Mr. Hartwick stated. In this mind, he deservedthis
program because he had been a goodcitizen and had paid his taxes, and
he felt that programs such as this were especially important for theelderly.

THE MICHAEL JACKSON FAMILY:

Michael Jackson, age 952, is the head of a large household that in-
cludes his wife Lenora, their four teen-age sons, and a granddaughter,
Barbara.

 

3. The following is an edited version of White [C120], pp. 130-135.
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Prior to the Jacksons’ participation in EHAP, they lived in aniso-

lated, all-black suburban housing tract north of the city of Fontana, near

San Bernardino, California. The family occupied a cramped, cheaply built

home with two small bedroomsfor the boys and a master bedroom, which

had been converted from other use, for the adults. Barbara slept in the

living room on a convertible sofa. There was one small bathroom which

required constant attention because the plumbing was not designed for use

by so many people. The house was a one-story wood frame building with

a fence around it. Little vegetation grew in the sand and rocky soil in the

yard. The driveway was unpaved, and a number painted on the front of

the house wasthe only thing that distinguished the Jacksons’ house from

all the others. The house leaked, and one window was covered only with

plastic. There was little heat and no air conditioning. Lenore says she

could never get the house clean, and when the hot desert winds blew in

the ventilation system always seemed to fail. Michael summed up the situa-

tion by saying, “What do you expect for $70?”

In the neighborhood, a few homes were boarded up, and there were

signs of vandalism in the area. The development had been built some 20

years ago by a developer who did not arrange for city sewer, trash, or

other services. Garbage was collected by a private company, and each

house had its own septic field. There were no sidewalks; streets were in

poor repair, and there were fewstreet lights. The nearest supermarket was

four miles away, across the barren open spaces which surroundedthe six-

block tract.

When the family moved to Fontana, Michael was working as a mainte-

nance man at a baseball park in Los Angeles, a job which required a

57-mile commute one-way from Fontana. Two years after moving, he

went to work for San Bernardino county as a janitor. He likes the job

and under their present plan can qualify for retirement in 19 years. He

is the only employed member of the family, with annual earnings of

$6800. In addition, he receives a small welfare grant to support his grand-

daughter.

In June of 1973, Michael saw an EHAPflyer in the county welfare

office one night as he was cleaning and applied at the agency shortly

afterward. In August, the Jackson family was selected for the EHAP pro-

gram; they could now begin to look morerealistically for a “real house”

with the assurance of some additional money. At their enrollment con-

ference in the Ontario office, the Jacksons’ monthly housing allowance

benefit was estimated at $95.

In September, Michael attended group and individual counseling. He

remembers attending four sessions—which he called “school”—where he

learned about leases and “getting things in black and white.” Michael

thinks the program will end when two years of monthly payments have
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elapsed, and this seems to have been an additional incentive to arrange a
lease/option-to-buy agreement for a new house. He knows that the county
runs EHAP, but he is unfamiliar with the linkage with the federal govern-
ment. Termination from EHAP puzzles him, and he says that he asked
about it but did not get a clear answer. He has few opinions about pro-
gram requirements—he accepts these as rules over which he has no con-
trol. He feels that realtors’ general unfamiliarity with EHAP has hindered
his housing search but that the agencyhas treated him well. His counselor

out, it left him with a positive impression of the agency’s interest.
As soon as he was enrolled in EHAP, Michael knew he would have

to move to a better quality unit in order to receive payments; his house
in Fontana would never pass the agency inspection discussed in the group
training session. He saw the move as an opportunity to leave the problem
of the Fontana house behind, yet he was apprehensive about finding

a

re-
placement that would be decent and large enough to house his family. The
Jacksons had very definite plans for the sort of house and neighborhood
they should live in. They were looking for a three- or four-bedroom unit
in a mixed neighborhood, closer to work. In many areas that Michael
searched, the rents were too high, sometimes $250 to $300, or the quality
was no better than the house he presently occupied. Michael read the
daily newspaperclassified sections and surveyed likely neighborhoods by
car. After several weeks of frustrating and expensive searching, he began
to wish the agency supplied housing rather than just the allowance—it
was so difficult to find a place.

Once, when looking at a house in a mixed neighborhood, he was
told that it had just been rented to someoneelse.. Hesuspects that he was
discriminated against but did not report it to the agency; he felt that it
would be too muchtroublein light of the small results it would produce.

Aware that more than half of the house-hunting period had elapsed,
the family grew increasingly anxious. Toward the end of October, how-
ever, Michael received a call from one of the realtors he had spoken
with several months before. They had found a place, a four-bedroom
house for which he could arrange a lease with an option to buy, renting
for $225 per month. The new house is located in an integrated com-
munity within a predominantly black section of the city of San Bernar-
dino. The house is a modest single-family suburban tract house built within
the last 10 years. It has a small yard andis situated at the end of a quiet
cul-de-sac. Michael and Lenora particularly noted that it had a separate
bedroom for their granddaughter, a sewer hookup instead of a septic
field, a two-car garage instead of none, a lawn, and centralair conditioning
and heat that served all rooms. In general, the house is much newer and
larger than their Fontana house, and the neighborhood is far superior.
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The sidewalks are well lit, and there are no signs of vandalism or abandon-

ment.

It took Michael about one hour to do his own inspection of the new

unit although he checked first with the agency to see if they were supposed

to do it. Over the phone, their representative explained that Michael

would be responsible for the inspection. “If you are satisfied, then the

agency is satisfied,” the representative said. “You have to live in it,

so it’s whatever you okay. If something is wrong with it, the agency won't

issue a check until it is corrected. Participants should be completely

satisfied before getting money from the agency.” The house was in perfect

shape, according to Michael, who inspected it about two weeks beforethe

family moved in. Even the carpet waslaid. Michael does not feel strongly

one way orthe other about the inspection other than that the checklist was

difficult to understand. This was not to say that he did not lookcritically

at the physical condition of the house; rather, the checklist and his own

critical perceptions did not seem to mesh.

The entire Jackson family was extremely happy with the new house.

It was a visible improvement over the Fontana house and probably any

other house they have ever lived in. The kids were looking forward to a

new high school and new friends and spent many hours making plans.

Michael converted part of the garage into a room for the kids with a

record player and somechairs, and the kids frequently had friends over.

The two bathrooms, Lenora mentions, have made a world of difference,

and the new place is much easier to keep clean.

The Jacksons have hadlittle additional contact with the agency since

they moved in. Checks have arrived on time. At the annual recertification,

an agency staff member cameto recertify their incomeandto reinspect the

house. The house was in good condition, and there was no change in the

family’s income and consequently no change in payment.

Michael is concerned about his prospects for remaining in the house.

He and his family did not wantto lose it at the end of the two-yearlease,

yet the landlord has told him that he is interested in selling the house

when the lease expires. If Michael cannot afford to buy it, the landlord

will have to sell it to someone else. The Jacksons want to buy the house

but cannot get the money needed for the down payment.

CARMEN RODRIGUEZ *

Carmen Rodriguez is a young Puerto Rican woman who supports her

brother and her two young children by working at the Head Start program

in Springfield, Massachusetts and by receiving Aid to Families with De-

4. The following is an edited version of Johannes [C39], pp. 118-121.
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pendent Children. She came to New York City from Puerto Rico when she
was 6 years old and moved to Springfield 15 years later when her family
returned to Puerto Rico.

Carmen and her family had been living in a public housing project in
Springfield’s South End. The South Endis regarded as the Italian neigh-
borhood, but it is becoming

a

transitional neighborhood as the younger or
more well-to-do families move to the suburbs. Although Carmen was some-
what embarrassed every time she had to give her address to someone and
was occasionally upset by noise, vandalism, and interfering neighbors,
she was not unhappy there. She had a comfortable, new apartment which
cost her $38 a month, and she liked the neighborhood. However, to be
eligible for EHAP allowance payments, Carmen had to move out of the
housing project.

She looked for another apartment in the same area but could not find
one there and even haddifficulty finding one elsewhere. She was support-
ing a family of four on a gross annual income of $4,600, and a projected
housing allowance payment of $82 did not bring most apartments into her
price range. She estimated that she looked at 30 apartments, or at least
tried to look at that many. Often landlords would not even show her a
place. She thought that occurred when they heard her Spanish accent over
the phone. Carmen felt she was being discriminated against, and it angered
her.

Her program representative encouraged her to file a complaint—to
help the rest of her people as well as herself—but she argued that she did
not wantto live where she was not wanted. She did eventually file a com-
plaint, although nothing ever came of it, and the story is confused. The
case was investigated, and no cause for discrimination was identified.

Most of the places she looked at were either too far from downtown,
too expensive, or in very poor condition. Some of them would notrent to
EHAPparticipants in any case, objecting either to the lease or to an in-
spection. Carmen felt that these excuses were coupled with a disinterest in
her because she is single, Spanish, and a welfare recipient.

On the last day of Carmen’s housing search period, she finally found
a place. However, she has had nothing but trouble with the apartment since
she signed the lease (which she did underthe pretense of still being mar-
ried, in order to avoid possible discrimination from this landlord, too).
There were no kitchen cabinets and no refrigerator when Carmen moved
in. In fact, she had delayed moving in order to give the landlord extra
time to fix the apartment; herfirst allowance check was held up as a result.
Because her name was not yet on the mailbox, she later had to go to the
agency office to pick it up. She had notinsisted on putting the repairs into
the lease since she had previously known the landlord to be responsive to
other tenants, but in this case he “dragged his feet” for months.
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Carmen had been afraid that she would end up paying more for hous-

ing in her place than she had in the project. Although her new rent was

only $75, she had to pay all her own utilities, and the heat loss was con-

siderable in this old, six-family, wood-frame building. Fortunately, in spite

of the heating oil shortage in New England that winter, her fuel costs did

not increase. She kept the heat low, and her costs averaged $25 per month.

Carmen was not pleased with the apartment itself and had included a

30-day termination clause in her lease in anticipation of moving before

another winter passed. She did enjoy the yard and nearby park. On the

other hand, she did not like being on the North End of town; she had

never wanted to live there, but it was all she could find at the last moment.

The North End is a physically rundown “urban renewal” area which is

now predominantly Puerto Rican.

Carmen is an ambitious, outward-looking young woman. She was in

a job training program and is now working as an aide in a local commu-

nity center and taking college courses in the evenings in hopes of becoming

a professional counselor. Although she was actively involved in the Puerto

Rican community, she preferred the cultural diversity and somewhathigher

prestige of the South End totheisolation and ethnic identification of the

North End. She and her children also missed their friends from the old

neighborhood. Since she had a car, Carmen drove to the supermarket in

the South End to shop, complaining that things were too expensive in the

small shops in the North End.

After eight months on the housing allowance program, Carmen was

not certain she had made the right choice in leaving the project. She

wished that she had not had to decide on an apartment in such a short

time. She had not attended any of the agency’s optional group counseling

sessions, nor did she plan to attend any future sessions. However,shefelt

that she had learned a lot from her program representative, particularly

regardinglegal rights and rental housing standards.Shefelt that the EHAP

staff was more helpful than the staff of the welfare department and said,

“At Welfare, all you can do is complain.” She also appreciated the EHAP

staff’s respect for her privacy; she had been afraid that they would contact

her estranged husband, but they never did. She felt that the program is

better controlled than welfare since “they do review youreligibility, and

they eventually have proof from the landlord that the money they give out

is being used for rent.”

Carmen’s greatest criticism of the agency was that it was unable to

assist people with finding apartments. She had used the agency housing

list occasionally but found it unsatisfactory. “The places [on the list] were

falling down, and most of them were intheblack section.It’s harder to get

a black landlord to rent to you than anybody else.” She pointed not only

to her own experience but to those of several families she knows who had
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enrolled in the program but then dropped out because they could not find
housing they could afford that was better than public housing. Carmen
sometimes wishes she had done the same thing: “Not all the projects are
bad ... my apartment was nice, but it was noisy and there were too many
kids and parents always fighting over the kids. There is really a nice proj-
ect, though, on Pine Street . . . with not so many kids and more middle-
aged people... it has more space and grass and someflowers. . . .”

Carmen wasrecertified in July 1974. She had increased her working
hours at the community center, so her housing allowance was reduced. At
the same time, she was planning to move to a four-room apartment back in
the South End. A self-inspection form was completed satisfactorily for the
new unit, but she never did move.

MAURICE AND LAURA FISK:

Maurice and Laura Fisk are a white couple in their early twenties and na-
tives of Jacksonville, Florida. Both are high school graduates. Maurice had
been working his way up in Jacksonville’s major industries, starting as a
welder and fitter in the shipyards and rising to the post of field service
engineer for a construction company. He had been helping to construct a
factory that would be used to build floating nuclear power plants, but in
the autumn of 1974 he waslaid off.

His wife, Laura, has lived through lean times before. This is her sec-
ond marriage, the first having ended in divorce. She worked for several
years and then married Maurice three years ago. A year later, the Fisks
applied to the first enrollment effort in Jacksonville and were selected. How-
ever, they never enrolled. At that time, Laura says, “I was working hard, I
was pregnant and having a nervous breakdown. My kids had decided to
live with their father. I just couldn’t get involved in anything else!”

During the winter of 1974-1975, Laura noticed housing allowance ad-
vertisements on the television and radio which said that the program was
nowtaking “middle-income” people. She applied again, but the family in-
come was over thefederally established limit for participation. One month
later, when Maurice was laid off, they applied to the program for a third
time. When they applied, the Fisks listed unemployment compensation as
the family’s only income, and their allowance payment was computed at
$86. They were selected at once and told they would receive payments of
$150 until Maurice started receiving his unemployment checks.

At the enrollment meeting, the Fisks saw the taped audiovisual enroll-
ment presentation and then met their service representative. She stressed

 

9. The following is an edited version of Wolfe and Hamilton [C124], pp. 346-349.
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the need for quick action since the program was nearly filled, and the Fisks

requested that the agency inspect the house they were living in as soon as

possible. Their house is located in a newly developed subdivision to the

south and west of Jacksonville’s urban core. Most houses there are single-

family, and most of the neighbors are middle-class and white.

Two days after the Fisks had enrolled, their house was inspected and

failed. Screens and screen doors were missing or broken; the bathroom

needed repair; electrical outlets and switches in a bedroom needed covers.

The Fisks offered to make the repairs if their landlord would purchase the

materials. The next day, the landlord bought a $30 screen door and other

supplies, and Maurice set to work. Four days after the first inspection, the

house passed the second inspection. This time a different inspector came.

The Fisks say that the first inspector went through the house with a “fine-

tooth comb”but that the second inspector said, “So what if there’s a screen

missing” and then passed the unit.

Although the landlord had agreed to the repairs, he was reluctant to

sign the rental agreement, so the Fisks used the two-party check option as

a selling point. They explained that if he signed the rental agreement, the

checks from the agency could be made out to the tenant and landlord

jointly. That way, the landlord would be assured of getting at least the

amount of the payment each month. The landlord agreed, and the Fisks

qualified for a payment. They did no other house hunting. Eleven days

after the Fisks were selected, a payment was initiated for them.

While they were applying for the housing allowance program, the

Fisks also applied for food stamps, not knowing that their allowance pay-

ment would affect how much they would have to pay for them. At first,

they paid $31 for $154 worth of food stamps. After they reported the hous-

ing allowance paymentto the food stampoffice, the cost for $154 in stamps

rose to $77—adifference of $46. Because their housing allowance payment

was $86, the net gain to the Fisks from the allowance program was $40 a

month.

The Fisks are satisfied with their housing allowance payment, although

they feel they “can’t live off it.” They would like to move to a different

house because they have been having more trouble with the landlord and

because they wouldlike to find something cheaper. They think that a family

of four ought to be able to find a house renting for $150, but they cannot

seem to find one. They have cometo the conclusion that the rent standard

on which their paymentis based is too low, especially considering the high

cost of utilities in Jacksonville. The amount they are paying for utilities

has jumped recently because one of their water pipes leaks; their last water

bill was $58. They have asked the landlord to repair the leak, but, they

say, ““He just screams at us” when they ask for any repairs to the house.
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They said they never thought to contact the a
with their landlord. Instead, they are reading
for a new unit.

gency about the problems

is welfare and is ashamed of being a participant. Maurice feels it is tax
money, saying, “When I work and make good money, they take lots out
for taxes, and now I’m getting it back.” He would like to be working again,
and each week hechecks for job openings at the employment office when
he picks up his unemployment check. Laura feels that unemployment is
welfare, too—and so are food stamps. However, she thinks that rent sub-
sidies are a good alternative to public housing andsays, “It’s better for the
kids to be in a house. I’m doing it for the kids.” Whatever their feelings
about accepting “welfare” payments, they are glad to have help. Laura
says, “Without food stamps and the housing allowance, where would we
be?”



APPENDIX E

Housing AllowancesIn

Other Industrial Nations

Although their existence has played little role in U.S. consideration of

housing allowances, similar programs have been adopted in other indus-

trialized nations. Table E.1 presents some basic characteristics of current

allowance programs in seven of these countries. The earliest program was

snitiated in Sweden in 1913, while the most recent one shown in the table

was implemented in Great Britain in 1975.

An important characteristic the seven programs share is that they are

viewed primarily as part of their nations’ systems of income maintenance.

In general, they were not implemented with the expectation that they would

have major effects on the housing stock. This is reflected in the “housing

quality standards” entries in the table which, for most of the seven pro-

grams, are either minimal or absent. Lack of housing standards probably

also explains the comparatively low administrative costs estimated for the

seven programs, compared to the EHAP experience.
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