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Foreword

A continuing issue in government assistance to the poor is the extent to
wnich assistance should be unrestricted or limited to uses that society
deems vital, 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 and also 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
Development initiated 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 KHAP since 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 government strategies seem most effective
in aiding the poor.

T'hree field operations within EHAP, the Demand Experiment, the
Supply Experiment, and the Administrative Agency Experiment, examined

XVvil



XV1il Foreword

issues raised by the use of housing allowances. Policy makers and inter-
ested observers wanted to know how allowances 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.
EHAP answered 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 lower cost.

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 marked by this aim: to simultaneously
improve the situation of individual households, develop communities, and
enhance the vitality of the housing sector. In this broader context, the
efficacy of housing allowances is less clear.

Analysis of housing programs, including housing vouchers, also indi-
cates a need for coordinated strategies. Unfortunately, housing subsidies
and community development programs have often 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-
orams to meet the nation’s housing needs that EHAP has made its most
important contributions. Neither housing vouchers nor any other single,
simple program can itselt be a panacea.

WiLLiaAM 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 which the assistance should be restricted 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 which it 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 tor the poor has been away from most severe 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 were collected 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



4 INTRODUCTION

of coods 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 eflicient producer ot
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 among eligible 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 how the
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 1n
this category; the percentage of units in dilapidated condition was cut
from O to 4 percent; and the fraction of households who were homeowners
had risen dramatically.® 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 reterences.
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, covernment
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-market interest rates. 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

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 programs are 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 1n 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 and participate?

® How would 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 happen to 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-
‘?
oram

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-income households cash

~housingThtost parts of the exPerlment ‘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.*

thly, housing allowances, or rather an expansion of Section 8
Existing to jgkiﬁ@mﬁam are getting another Jook. "‘“‘é""‘Con’g}é“s‘é
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build new housing for the poor (Section 8 New). On _average, about two
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“ing Coalition in calling for an entitlement housing allowance program for
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very low-income households ( . households with incomes of less than
half of the local area median famlly income). Under this program the
modest amount of subsidized new construction, which would coexist with

e gy

the existing-housing emphasis, would be reserved for moderate-income
households in markets with an absolute shortage of rental housing.” This
strategy 1s receiving serious consideration as the Congress deliberates
about the 1980 housing bill, particularly in light of the prospective federal
budget stringencies. A key element in considering such a proposal, of
course, 1s 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 some will still be receiving
them a full decade after receiving their first payment. The total cost of the

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

5. 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 diflerent 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 ot 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 market to 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 1n
the quantity, quality, and price of housing services. It also was de-
sicned to probe community and institutional 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
experimental sites.

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, Missour1,
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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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, ot course, 1s
the experience of the nationwide program, Section 8 Lower-Income Rental
Assistance for Existing Housing, mentioned previously. When combined,
the three operations of EHAP <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>