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become a standard reference on the history of housing policy in the United 

States. It remains a unique contribution, going beyond simply describing current 

housing policy to situate it firmly within a broader political context. Specifically, the 

book examines American housing policy in the context of the ideological crosscur-

rents that have shaped virtually all areas of domestic policy.

In this newly revised and expanded third edition, R. Allen Hays has comprehen-

sively updated the original material and added chapters covering the important 

developments in housing policy that have taken place since the publication of the 

second edition in 1995. Spanning more than eighty years, from the Great Depres-

sion to the first two years of the Obama administration, the book argues that while 

our nation’s policy makers have learned a great deal about how to create and 

implement successful housing programs, the United States, as a country, has yet to 

summon the political will to address the urgent housing needs of its many citizens 

who are unable to afford decent housing on their own.
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Introduction 
to the Third Edition

vii

When the fi rst edition of this book was published in 1985, housing and 
community development policy in the United States had just passed 
through a period of turmoil and change. The decade of the 1970s began 
with a commitment to greatly increase the federal government’s role in 
ensuring that all citizens had access to affordable housing, utilizing both 
public sector production and subsidized private sector production. The 
Fair Housing Act of 1968 was a big step toward guaranteeing that full and 
fair access to housing wouldn’t be denied on the basis of race. It also began 
with major reforms in the community development process designed to 
increase the benefi ts and reduce the costs of redevelopment to the lower 
income citizens who had so often been callously displaced by urban 
renewal efforts.

Unfortunately, over the course of the next two decades, a great deal of 
the momentum toward addressing the housing needs of low and moderate 
income households was lost. Public housing came in for severe criticism 
and for serious cutbacks in production. Private subsidy programs also lost 
support. In both cases, the decline in support was due to a combination of 
disillusionment with the way these programs were being executed and a 
shift toward the right in the political climate, which encouraged the scaling 
back of virtually all Great Society efforts. Meanwhile, federal community 
development efforts were scaled back so that, even though they had a less 
destructive impact on poor neighborhoods, they had less capacity to trans-
form declining central cities. In addition, HUD lacked both the political 
will and the enforcement tools to overcome the tremendous inertia and 
resistance that perpetuated housing segregation based on race. From the 
perspective of the early 1980s, it seemed that the nation might virtually 
abandon any serious national efforts to address housing inequality and 
deprivation.

Now, looking back from the perspective of twenty-fi ve years later, it 
is apparent that neither total recommitment to nor total abandonment 
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of federal housing and community development efforts has occurred. 
In terms of the number of low to moderate income units produced or 
subsidized by the federal government, the level of effort displayed in the 
1970s was never restored. The chief mechanism of assistance shifted from 
direct subsidies for housing production to vouchers that subsidized the 
consumer’s purchase of housing services, but even these new subsidy 
mechanisms were funded at much lower levels than the older ones. More-
over, a signifi cant portion of the new vouchers issued had to be used to 
maintain assistance to families who were losing support under the older 
system. Production of new, affordable housing units was shifted almost 
entirely to state and local governments and to nonprofi t providers, who 
received indirect federal subsidies through the tax system. Even though 
this retrenchment began under two Republican presidents, Richard Nixon 
and Ronald Reagan, Democratic presidents have shown little enthusiasm 
for reversing it when they have come into offi ce.

Redevelopment of central business districts and central city neighbor-
hoods was also turned over almost exclusively to state and local actors. 
Block grant funding and tax free industrial development bonds often 
provide critical gap fi nancing for central city projects, but the bulk of the 
funds now come from private investors and state/local sources. Residential 
neighborhoods near the central city have followed one of two paths; either 
they have undergone gentrifi cation as upper-middle-class families reoc-
cupied parts of the central city or they have been left to experience further 
disinvestment and abandonment. Neither of these outcomes is favorable 
to their former low income residents.

However, in spite of the persistently weak commitment of the national 
government to addressing housing needs, one can take heart from the fact 
that many of the assisted units that were available in the early 1970s have 
either been maintained or converted to vouchers, with the result that net 
losses in this original assisted housing stock have been much more limited 
than was feared in the 1980s. A number of extreme proposals to abolish 
the federal effort came to naught in Congress, even when Republicans 
were in the majority. One can also take heart from the fact that hundreds 
of thousands of units of low to moderate income housing have been 
produced in communities throughout the nation, by packaging state and 
local assistance with the limited federal assistance that has been available. 
In all parts of the country, there are numerous community leaders who 
recognize that substandard housing can blight the entire community and 
that families who are forced to spend large percentages of their incomes on 
housing may encounter other problems as a result. A broad spectrum of 
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political leaders has been unwilling to totally abandon low income families 
to the tender mercies of the private market as they seek adequate shelter.

This book was initially written with two purposes in mind. The fi rst 
was to provide a comprehensive history of housing policy since the Great 
Depression, something that was lacking when it was fi rst published. The 
second was to place housing policy in the context of the overall political 
process in the United States; that is, to show how struggles for power 
among those with different visions of how a democratic capitalist society 
should be run have affected the specifi c outcomes of housing policies and 
programs. These remain the two central purposes of the Third Edition.

The fi rst two chapters set the stage by presenting a model of the public 
policy process in which competing ideologies play a central role in framing 
and resolving issues. The liberal and the conservative outlooks are really 
two variations on the central ideology of democratic capitalism, but they 
still diverge greatly in their visions of the proper working of the system. 
These outlooks have continued to evolve during the entire eighty year 
period covered by this book, but the basic polarity that they represent 
remains the same. Liberals believe that the state needs to play a more active 
role in regulating the economy and ameliorating social inequality, in order 
for the system to provide maximum benefi ts to all. Conservatives believe 
that the state’s role should be less active, with minimal regulation of the 
private sector and minimal public redistribution of goods and services. 
This fundamental split remains, even though important cultural/religious 
elements have been added to both ends of the spectrum. In writing the fi rst 
edition, I believed it was necessary to defend the central place of ideological 
confl ict in my analysis, since so much public policy seemed to emerge in 
the realm of centrist consensus. However, ideological polarization within 
the American political system has increased so much during the last twenty 
years that its infl uence on public policy is glaringly obvious in the current 
era.

Chapter 3 is new in this edition. Its purpose is to provide additional 
theoretical grounding for the examination of housing policy by exploring 
how housing relates to fundamental human needs. Abraham Maslow’s 
hierarchy of needs provides a general framework for this exploration. 
This chapter also presents data on the extent to which the nation’s current 
housing stock meets, or fails to meet, these basic needs.

The remaining chapters of the book provide the basic historical narra-
tive of the evolution of housing policy from 1933 until 2010. As was done 
in the Second Edition (1995) the earlier sections of the narrative have been 
condensed somewhat, in order to focus on those issues most salient to 
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later housing policy developments. However, in the process, an attempt 
was made to retain the richness of the descriptions of particular periods 
of policy development. In chapters 8 and 9, developments since 1995 have 
been described in detail.

The old saying that “History repeats itself ” is, of course, not literally 
true. Each era of political struggle and policy development has its own 
unique set of circumstances and dilemmas. However, this historical narra-
tive does reveal recurring themes and patterns. In every era, housing has 
been recognized as an important human need, and yet the low income 
groups who need it most are repeatedly stigmatized and isolated by more 
privileged members of society. This stigmatization makes it diffi cult to 
provide them with adequate housing. Provision of housing in clearly iden-
tifi ed, publicly owned structures has often intensifi ed the stigmatization of 
their inhabitants, and yet programs that induce the private sector to create 
housing for low income people in less clearly identifi able concentrations 
have also encountered serious diffi culties. Meanwhile, housing assistance 
to the prosperous through tax deductions remains a political sacred cow, 
as liberals and conservatives continue to struggle over how much housing 
assistance to provide to the poor and what level of housing services the 
recipients really “need.” And, of course, the specter of racial privilege and 
racial segregation casts a long shadow over the entire process.

Nevertheless, in spite of these recurring struggles, there has been a 
learning curve with regard to many aspects of housing provision. Strate-
gies for housing assistance have become more sophisticated and fl exible. 
The toolbox of strategies is there to be opened, whenever political leaders 
can summon the political will to use it. During the last twenty years, there 
has been political support for maintaining earlier commitments but not 
for bold expansions of these initiatives, even when liberal Democrats 
have been in control of the White House and/or Congress. During the 
last three years, the meltdown of housing credit for all classes of people 
has added serious economic barriers to the political barriers preventing 
the provision of decent, affordable housing to those who need it most. 
However, a historical review of the struggles over housing policy such as 
the one provided in this book can still provide useful insights to those who 
continue to seek opportunities to meet the essential housing needs of their 
fellow human beings, even in the currently bleak political and economic 
landscape.

 



Chapter 1

Power, Ideology, and Public Policy

1

 

The study of policy and the study of power are closely related. Power 
is usually operationally defi ned in terms of policy outcomes—that is, 
as the ability of a political actor to infl uence the behavior of others in 
such a way as to gain a preferred outcome. Students of power and of 
policymaking generally assume that power is not distributed haphaz-
ardly among the population but, rather, that any society develops stable 
infl uence patterns in and around governmental and nongovernmental 
institutions. In short, power is exercised within some kind of power 
structure, no matter how changeable and ambiguous that structure 
may be.

During the two decades following World War II, the prevailing 
paradigm among political scientists was the pluralist model. In this 
model, power is not controlled by a single ruling elite (as in the 
minority view expressed by Mills [1959], Kolko,[1962], and others) 
but by fragmented elite groups which are divided both geographically 
and functionally. Though ordinary citizens do not participate actively, 
this system was viewed as providing a reasonable approximation of 
democratic representation in at least three ways. First, the leadership 
of organized interest groups represents the concerns of many citizens 
not directly involved in the political process. Second, the democratic 
rules of the game help ensure the openness of the system to new 
groups activated by some compelling need for government action; and 
this openness is further encouraged by the fact that no single elite controls 
all areas of policy. Third, elected offi cials act as brokers who balance 
competing interests through compromise, thus building consensus on the 
direction of public policy (Dahl 1971).

During the 1960s and 1970s, the pluralist view was challenged by 
McConnell (1966), Lowi (1979), and others. Their critique was reinforced 
by studies of “subgovernments” in the public administration and policy 
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 literature (Maas 1951; Freeman 1965). In addition, leading pluralists such 
as Charles Lindblom (1977) later published substantial modifications of 
their views. These critics agreed that power is highly fragmented, with 
different collections of interests dominating policy areas of immediate 
concern to them, but they differed as to the openness of the system 
to new groups. Existing groups often succeed in excluding from the 
decision-making process new groups with differing views or interests. A 
common strategy for such control is to develop close alliances with key 
members of Congress and with administrative agencies responsible for 
existing policies. These subgovernments strongly resist intervention not 
only by competing groups but by top-level political leaders representing 
broader constituencies, such as the president and congressional party 
leaders. As Baumgartner and Jones (1993) argue, these arrangements 
are not totally immune to challenge and may, in fact, dissolve during 
periods of rapid policy change, but they can be stable for long periods 
of time.

Lowi further argues that the operation of the power structure may vary 
according to the issues involved. With regard to issues raising fundamental 
questions about the existing distribution of wealth among large groups 
within the population, a greater degree of top-level control exists than in 
other policy areas. That is, policy change is highly dependent on initiatives 
made at the highest levels of the Executive Branch, and the formulation 
of these initiatives will be done by small groups of presidential advisors, 
assisted by specialists in the area. Thus, the power structure, though basi-
cally fragmented along policy lines, is capable of accommodating high level 
coordination when fundamental redistributive issues are at stake (Lowi 
1964; Ripley and Franklin 1991). Of course, interest groups supporting 
social welfare policies are continuously active in their attempts to infl uence 
policy (Hays 2001), and opponents can also mobilize powerful allies to 
fi ght presidential initiatives with all the resources at their command, as has 
been illustrated by the battles over health care reform, of which President 
Barack Obama’s struggle is only the most recent.

These revisions of pluralism bring it closer to the reality of U.S. politics. 
However, while those writing about specialized structures of power suggest 
widely shared U.S. political values, which legitimize the system of interest 
group power, they do not give full weight to the effects on the political 
process of fundamental similarities across fragmented power centers. Thus, 
an examination of another element of political reality, that is, ideology, is 
critical to the development of a more complete understanding of the policy 
process.
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 The relevance of strongly shared beliefs to the study of power was 
argued by Bachrach and Baratz in their classic article, “The Two Faces of 
Power” (1962). They argue that strong limits are placed on the range of 
decisions possible in the system by the shared values and assumptions of 
its participants. Certain problems, or certain alternative means of solving 
them, are never discussed or debated by decision makers due to their 
shared assumption that these problems or solutions are not legitimate 
topics for political debate. The authors refer to these tacit acts of exclusion 
as “non-decisions.”

While stressing the need to look at shared beliefs, Bachrach and Baratz’s 
discussion of non-decisions does not take us very far in understanding how 
participants’ beliefs shape the decision-making process. They suggest that 
non-decisions operate to the advantage of established groups and to the 
disadvantage of “outsiders” such as the poor. However, ideologies clearly 
do more than provide criteria for those whose concerns are in and whose 
concerns are out. To better understand the impact of ideology on political 
decisions, it is fi rst necessary to explore the general structural features of 
ideologies and to see how abstract belief systems take on an operational 
form that infl uences day to day policy decisions.

Operational Ideologies

An ideology is a set of interrelated assertions about the social and political 
world which guides the behavior of individuals and groups. To many, the 
term ideology conveys the notion of a complex, logically structured set of 
beliefs that has been refi ned to a fairly high level of intellectual sophisti-
cation. Certainly, many political actors have worked out fairly consistent 
sets of beliefs, which guide their decisions. However, in order to infl uence 
political behavior, an actor’s ideology need not be fully and thoroughly 
reasoned out. Rather, infl uential ideologies may also consist of imperfectly 
articulated assumptions. These assumptions shape the worldviews with 
which actors relate to political events and issues.

Political ideologies contain three types of statements. First, they 
contain assertions about reality—that is, statements that purport to 
be empirically valid generalizations about the nature of the world 
or of human beings. Second, they contain ethical prescriptions for 
human behavior derived from the assertions they make about reality. 
These ethical assertions are often, but not always, based on religious 
beliefs. Third, they contain, as a special case of their ethical precepts, 
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 prescriptions for the arrangement of social institutions in ways consis-
tent with their central values. No ideology is a totally consistent package 
that explains all aspects of reality. Most have major internal contradic-
tions which emerge as they are applied and elaborated. Furthermore, 
the institutions these ideologies purport to justify do not exist in a 
vacuum. Complex societies contain familial, economic, political, and 
religious institutions, each legitimized by slightly different ideological 
principles. In a stable society, these institutions and ideologies tend 
to reinforce each other, but there is also competition for infl uence 
between institutions. Major inconsistencies often exist between beliefs 
supporting different institutions of the same society. The complex 
agreements and contradictions existing between democracy and capi-
talism will be discussed in chapter 2.

As a result, ideologies enjoying wide acceptance in a society usually 
develop a set of operational assumptions and values that may deviate 
signifi cantly from the pure ideals contained in formal statements of 
the ideology. The ideals set forth clearly and consistently what is to be 
valued most by believers. However, these moral absolutes rarely enter 
directly into the political process except as vague symbols, brought 
out on ceremonial occasions to legitimize the system as a whole. The 
operational form of the ideology, in contrast, stresses the concepts and 
behavior patterns most crucial to the long-term survival of the institu-
tions which the ideology justifi es, and it incorporates the compromises 
those institutions have made to survive. As such, the operational 
ideology is much more likely to directly infl uence political behavior, 
and it is only when we look for ideologies in their operational form 
that we can fully gauge their impact. It should also be emphasized that 
an operational ideology, as defi ned here, is more than a haphazard 
bundle of exceptions to the ideal. Rather, it is a transformation of the 
ideal into another, fairly consistent set of concepts which correspond 
more closely to current political experience.

Because ideologies are so closely related to institutions and because 
individuals and organizations tend to interpret common ideologies 
in ways that match their unique situations, there has been a tendency 
among Western political analysts to see ideology as a dependent 
variable which is shaped by a much more potent source of human 
motivation: interests. An interest may be thought of as consisting of 
two elements: (1) a need or desire experienced by an individual or 
a group; and (2) an external object or state of affairs that is seen as 
fulfi lling that need or desire. Interests are immediate and concrete, 
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 and they are believed to be the main driving force behind political 
behavior. Material interests are usually seen as the most important 
type, but desires such as power, security, prestige, or growth also serve 
to inspire political involvement. In this view, individuals and groups 
use ideology primarily to convince themselves of the justice of their 
demands and to legitimize them to others.

A more thorough examination of the relationship between ideolo-
gies and interests shows, however, that it is much more complex than 
this view suggests (Stone 1997). At the heart of this complexity is the 
fact that interests are not the concrete, self-evident motivators that 
interest-based notions of politics make them out to be. Of the two 
elements constituting an interest—a need plus an object or state of 
affairs that is seen as satisfying that need—the need element would 
appear the least ambiguous. Although there is disagreement among 
students of motivation as to what are the most basic human needs, one 
can generally identify some widely shared human need behind most 
political actions. The other element of an interest—the object that can 
satisfy that need—is much more variable and ambiguous. Any human 
need can be satisfi ed in a variety of ways, and, in most situations, it is 
not clear in advance which of several alternative future states will best 
satisfy a need.

Thus, in order to pursue his or her interests, the individual must fi rst 
identify which object or state of affairs will best satisfy his or her needs. 
Then, means must be chosen to achieve the desired future state. These 
often involve intermediate goals and objectives, which also appear 
on the political scene as interests. Moreover, these choices are often 
made with limited information as to the full costs and benefi ts of any 
alternative and in the face of unpredictable responses from others with 
a stake in the decision. As Schlozman and Tierney (1986) point out:

Clearly, then, our defi nitions of what is best for us are rarely free, self-

conscious choices, made in the way we assess the merits of the limited 

number of items on a restaurant menu—that is, made in the knowledge 

of all the relevant alternatives. Rather, our preferences are infl uenced 

by a multitude of socially structured factors in our background and 

experience. (Scholzman and Tierney 1986, 20)

If interests are more accurately viewed as points in a complex 
decision-making process, rather than fi xed, self-evident motivators, 
then one must ask, “What are the common methods by which actors 
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 determine their interests in a given situation?” Many studies of political 
decision making emphasize the large amount of policy-relevant infor-
mation from a variety of competing sources which the typical decision 
maker is asked to interpret (see, for example, Nakamura and Small-
wood 1980; Kingdon 1984). He or she must also attempt to predict the 
actions and reactions of multiple sets of competing actors. The typical 
actor lacks the time, resources, and expertise to fully and rationally 
analyze the costs and benefi ts of each alternative. As a result, actors 
try to maintain established patterns of behavior which they regard as 
successful and tend to evaluate new data in terms of simplifi ed decision 
rules which they feel have worked in the past. (See, for example, Aaron 
Wildavsky’s analysis of the decision rules used by the House Appropria-
tions Committee [1979].)

Given that actors try to organize and simplify reality in this way, 
it is likely that widely shared ideologies serve as potent and readily 
available sources of the expectations and of the preconceived decision 
rules brought into any situation by political actors. As noted above, 
ideologies contain both descriptive and prescriptive elements. Thus, they 
create expectations as to the behavior of others in concrete situations. 
To the extent that these expectations become operative as predictors 
of the future, ideology becomes deeply intertwined in the process of 
interest formulation. Actors use ideology not only to justify behavior 
but also to interpret data from their own experience and to predict the 
costs and benefits of future actions. To be sure, they may deliberately 
manipulate shared ideological precepts to cloak self-seeking behavior. 
But the worldview upon which they draw for this “symbol manipulation” 
(Edelman 1964; Stone 1997) has also shaped their own perceptions of 
the situation and through these the very interests they pursue.

To suggest that ideological categories are used as a source of decision 
rules is not, however, to suggest that a uniform set of values guides the 
thinking of all or most political actors. Widely shared ideologies are 
broad enough in their structure to permit wide variations in interpreta-
tion. There are, of course, idiosyncratic variations between individual 
interpretations of shared values. However, an equally common pattern is 
the development of two or more distinct sets of interpretive frameworks, 
each held by a certain group within the society’s active decision makers, 
which involve different notions of how common ideologies should be 
applied to concrete social problems. Each of these interpretive frameworks 
supplies a different set of decision rules to be used in specific situations, 
and the differences in these approaches generate much of the ongoing 
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 political conflict over policy alternatives. The choice of one framework 
or another is usually influenced by the concrete interests of the actor. 
However, similar viewpoints are likely to be shared by a broad spectrum 
of actors from a variety of institutional roles. A succinct label for these 
competing interpretive frameworks is coalition ideologies, because they 
link together actors whose specific interests may vary.

The competing coalition ideologies that will be discussed in this 
work are subsumed under the terms liberal and conservative. While I 
will argue later that the principles widely attributed to these two view-
points are sometimes inaccurate refl ections of their actual operational 
values, it is clear that these two terms symbolize distinct interpreta-
tions of a common ideology, democratic capitalism, which dictate 
different solutions to common problems. Both have been infl uenced 
by other belief systems besides capitalism. Some liberals have incor-
porated socialist ideas while many conservatives adhere to notions of 
government enforcement of private morality which predate and may 
contradict both the capitalist market and democratic individualism. 
Nevertheless, in their actual usage, these two outlooks are fi rmly rooted in 
a common capitalist worldview. They both support the central economic 
institutional arrangements of capitalism, but they differ as to how these 
institutions, and the social order which supports them, can best be stabi-
lized and perpetuated.

Shared ideologies may also be elaborated into specific sets of precon-
ceptions about particular areas of public policy. While widely shared 
ideologies encourage consistency in the way decision makers respond to 
a variety of problems, each substantive policy area has its own unique 
history, which tends to create shared assumptions among those involved 
about what can be and what should be done to solve problems in that 
area. Both Heclo (1978) and Kingdon (1984) suggest that policies 
are framed within distinct policy communities, composed of interest 
groups and governmental specialists concerned with a particular set of 
issues. Participation in these communities may be somewhat fluid, but 
common ideas and assumptions develop that lend support to current 
policy arrangements (Baumgartner and Jones 1993). These assumptions 
are linked to the immediate interests of the actors involved, but their 
roots can also be traced to the ideological frameworks within which 
the policy developed. In part, they represent the application of general 
ideological assumptions to that policy area.

The description of ideological preconceptions just presented applies 
most directly to political elites who are directly involved in the decision-
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 making process. In addition to these activists, there exists a somewhat 
larger attentive public, who are concerned enough about an issue to 
articulate a consistent set of beliefs about it (Cobb and Elder 1981). 
However, the degree to which ideology influences the attitudes of 
ordinary citizens is not as clear. Research on public opinion shows that 
most voters are poorly informed about issues and that their views don’t 
fit neatly along the liberal-conservative continuum that applies to the 
politically active. They may have schemata organized around specific 
political events, but many of them lack a clear ideological framework 
within which policy preferences are organized (Conover and Feldman 
1984b; Hamill, Lodge, and Blake 1985).

At the same time, members of the mass public often possess strong 
personal identities, constructed out of the social and political values asso-
ciated with groups that they consider themselves to be a part of. These 
identities can enter strongly into politics, even though the persons involved 
may lack a sophisticated knowledge of public policy issues. Moreover, 
these identities contain elements of prevailing ideologies which have been 
strongly internalized. For example, Thomas Frank (2004) has discussed 
how identity politics based on fundamentalist Christian values can over-
ride what others might perceive as the direct economic interests of many 
people in guiding their political participation. He argues that the political 
Right has become very sophisticated in appealing to identity issues, by 
portraying itself as the defender of “basic American values” and of the 
hardworking, independent people who share those values. The more recent 
“Tea Party” movement also appears to be based on the capitalist values 
of individualism and self-reliance, which its members see as having been 
compromised by the actions of the Obama administration. In sum, one 
cannot dismiss the infl uence of ideological precepts on mass behavior, 
even if they are often inchoate in their articulation.

If, in fact, ideologies and values penetrate the decision-making process 
as pervasively as has just been suggested, then they may be expected to exert 
a profound infl uence on public policy outcomes. As suggested above, this 
infl uence will be in the direction of an underlying continuity in assump-
tions and approaches across many policy areas, even when each area is 
dominated by different functional groups. There are at least two ways in 
which shared ideologies act to generate such continuities. First, they act 
as intellectual and emotional fi lters through which policy initiatives must 
pass before they are considered acceptable and responsible proposals. 
Again, this fi ltering is often seen as a matter of interest protection—that is, 
proposals will not be considered that seriously threaten the power, wealth, 
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 or status of groups or individuals currently active. However, this is only 
part of the picture, for these preconceptions strongly infl uence judgments 
as to whether an alternative threatens the interests of those in power. A 
proposed expansion of governmental activity will, in part, be evaluated 
by affected groups on the basis of short-term concrete benefi ts, but they 
will also look at its long-term effects. If they have strong ideological biases 
against any government involvement in their affairs, this assumption will 
create the expectation of long-term harm which may override their desire 
for short-term gains.

Closely related to the ideological fi ltering of policy initiatives is the 
ideological fi ltering of participants in the political process. On the surface, 
it would appear that the U.S. system allows for the expression of a wide 
variety of concrete interests. Industry groups compete vigorously for 
government favors and protection, while labor unions, farmers, and groups 
of public-spirited citizens also enter the fray, often with direct challenges 
to the pursuit of profi t by particular fi rms. Yet, underlying this seeming 
plurality of interests are shared assumptions, often unstated, as to which 
groups and which types of individuals can be trusted to follow the rules of 
the game (i.e., to confi ne their pursuit of interests to methods that will not 
disrupt or threaten the system as a whole).

The most obvious set of criteria for the inclusion or exclusion of 
participants consists of the manifest beliefs of the individual or group in 
question. Those who espouse ideologies that are opposed to prevailing 
beliefs will fi nd it diffi cult to move into positions of permanent stable 
infl uence, due to the profound distrust they engender in other participants. 
In addition, biases concerning social class and education act as selection 
criteria (Scholzman 1984). Businessmen and professionals fi nd access 
to the political process much easier than the poor or working class, and 
where the latter are represented it is by leaders who have been co-opted 
into the prevailing value structure. Finally, institutional position itself is a 
criterion for inclusion in the larger decision-making arena. A person who 
has risen to a position of authority in a large public or private organiza-
tion is not only recognized as a spokesperson for that organization, but is 
also presumed to have demonstrated the skill, reasonableness, and social 
conformity necessary to be a responsible participant in the larger political 
process.

Having noted the general types of fi lters that apply to virtually all 
aspects of decision making, I will now look at some of the more specifi c 
institutional expressions of broad ideological perspectives in the political 
process. The revised pluralist model described earlier calls attention to 
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 the narrowness of the concerns and interests that motivate most political 
actors. Yet, to view government as exclusively composed of a series of 
discrete, isolated decision-making arenas is a distortion. One must also 
take into account the institutions that permit and encourage the formation 
of broader ideological coalitions.

The most prominent of these institutions is the presidency. Writers 
on the presidency such as Neustadt (1980) have justifi ably emphasized 
the limits on the power of the president—the need for him to bargain 
with and persuade not only Congress but segments of the bureaucracy 
which he nominally heads. Yet there is also tremendous power inherent 
in the administrative and the agenda-setting role of this offi ce. Interest 
groups and agencies, entrenched in their policy subsystems, may be able to 
defeat the president on specifi c issues, and they may be able to rewrite the 
detailed language of legislation so as to maximize its benefi ts or minimize 
its costs to them, but the president has a powerful infl uence on the overall 
political atmosphere. He is the source of most major policy initiatives, and 
so interest groups often fi nd themselves in a reactive position vis-à-vis 
issues he has forced them to address (Kingdon 1984).

It is also clear that each administration has a distinct ideological fl avor. 
Each president chooses a team of advisors and cabinet offi cers who refl ect 
his own ideological perspective. Usually his views correspond with one 
of the broad liberal or conservative ideologies prevalent at that time. 
Voters may not be clear on the values or issue positions of the candidate 
they choose, but party elites and other active, informed groups under-
stand them more clearly, and they are ready to see their worldview put 
into action when a sympathetic president is elected. More than any other 
single political leader, the president is expected to respond to issues with a 
coherent philosophy, rather than with adjustments to interest group pres-
sures.

Ideological motivations are also prominent in Congress. It is certainly 
true that most members of Congress are policy specialists with strong 
commitments to interest groups and programs in their district and 
in their specialized areas of expertise. Voting patterns on these issues 
of immediate concern may, therefore, follow subgovernment loyal-
ties, which are not always ideologically consistent. Yet, on the vast 
majority of issues, each member has little intimate knowledge and no 
overwhelming commitments. On these issues, ideology becomes an 
important predictor of voting behavior (Savitch 1979; Caraley 1976). In 
addition, the election of an individual by a certain constituency often 
reflects that constituency’s ideological flavor, and the recruitment of a 
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 particular member to a specialized policy subsystem is influenced by 
that individual’s value preferences.

Numerous observers have noted an increase in ideological polarization 
within Congress during the last thirty years.(Cohen, Fleischer, and Kantor 
2001) The rhetoric on both sides has, in many cases, become so completely 
mutually contradictory as to call into question whether they are talking 
about the same reality. As will be discussed in more detail below, changing 
economic and social conditions, plus geographical shifts in the “center of 
gravity” of the major political parties have made both conservative Demo-
crats and liberal Republicans increasingly rare. Initially, many observers of 
voting behavior asserted that the mass of voters were still in the middle of 
the road, despite this polarization of elites. However, more recent analyses 
have suggested that substantial segments of voters have followed their 
leaders into polarized camps (Patterson 2003).

One other important dimension of the infl uence of ideology on the 
policymaking process must be dealt with before these general comments 
can be applied to the creation of an analytical model appropriate to the 
examination of housing policies. This is the dimension of change in ideo-
logical perspectives. It is common to look at the process of change in beliefs 
as shaped by events in the external environment. In this view, the actor 
may start out with preconceptions about the world. These beliefs are then 
crushed, altered, or expanded by the sheer impact of reality—by glaring 
inconsistencies between the actual behavior of others and the behavior 
predicted by one’s initial beliefs.

However, as suggested above, the separation between events and beliefs 
is somewhat artifi cial for several reasons. First, the expectations with which 
actors enter a situation strongly affect their behavior and, therefore, shape 
the reality of that situation. Second, unless the impact of a policy is direct 
and powerful, there is always room for interpretation as to whether the 
policy has actually failed or succeeded. Political leaders are bombarded 
with feedback about program outcomes from many sources, and they can 
choose to listen to and believe those that confi rm their predispositions 
(Hays 1986). Finally, even when unanticipated and/or harmful conse-
quences are too obvious to ignore, the actor will often try to explain failure 
in terms that maintain the overall structure of his or her worldview intact. 
There is no doubt that genuine changes in attitudes occur, but they are 
likely to be incremental and actors will often deny that any real change has 
occurred. And, the resiliency of beliefs in the face of changed circumstances 
leaves open the possibility that the same mistakes or problems will occur 
repeatedly.
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 Looking at the larger political arena, another possible response to 
changing circumstances becomes apparent. Since shared ideologies are 
broad enough to be subject to confl icting interpretations which crystallize 
into coalition ideologies, it becomes likely that in the face of failure of 
the environment to respond as predicted by the overall ideological system, 
political leadership will shift back and forth between differing ideological 
coalitions. Rather than question their fundamental assumptions, elites may 
struggle for the power necessary to try out their confl icting applications 
of these assumptions to the current situation. Out of this struggle, gradual 
change may emerge, as one coalition or the other incorporates new ideas. 
Yet, the struggle may also produce drifting or incoherent policies, as none 
of the solutions acceptable in terms of current beliefs prove to be relevant 
or effective.

An awareness of the struggle between competing ideological perspectives 
also draws our attention to the centrality of compromise. Compromises 
occur on hundreds of technical and substantive points during the policy 
process. However, beyond these specifi c concessions, it appears that poli-
cies that have long-term success exist in a political equilibrium between 
opposing groups. Proponents of a program must usually push it through 
in the face of considerable opposition. In the process, they must modify 
it to attract marginal supporters and to satisfy key interest groups. The 
fi nal product, if it is to survive over the long term, must be acceptable not 
only to a short-term coalition of supporters but to a more stable majority, 
because opponents will continue their efforts to weaken or eliminate it. If 
support for the program grows, these opponents will reduce their efforts at 
drastic change and concentrate on containment of its impact. At this point, 
even if opponents succeed in preventing the program from attaining the 
degree of impact desired by its most ardent supporters, it will have gained 
a secure niche in the system until conditions generate broader support for 
new directions. Programs attaining equilibrium usually contain provisions 
that make them palatable to a rather broad range of ideological perspec-
tives.

This notion that policy is shaped by an equilibrium between opposing 
ideologies might, at fi rst glance, appear incompatible with some recent 
research on public policymaking. Kingdon (1984) and others stress the 
fl uid, almost haphazard way in which problems and proposed solutions 
emerge, and they emphasize the changing cast of actors moving in and out 
of various policy arenas. However, this incompatibility is more apparent 
than real, since it is not being suggested here that ideological orientations 
rigidly dictate specifi c policy options. Within shared ideological perspec-
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 tives, various options are put forth by a wide variety of actors. Nevertheless, 
Kingdon stresses that the source of an idea is not as important to its adop-
tion as the existence of an overall political climate in which the idea is taken 
seriously. He also suggests that the ideological predispositions of decision 
makers are an important part of that climate (Kingdon 1984, 75–82).

Summary and Conclusions 

Figure 1.1 schematically summarizes the broad analytical framework 
suggested in the last few pages. As is readily apparent, the decision-making 
subsystems surrounding each distinct policy area form a central element in 
this framework. These subsystems will, in some policy areas, be organized 
along the lines of the subgovernment alliances suggested by Freeman. In 
others, participation may be more fl uid and open, as suggested by Heclo 
and Kingdon. In either case, these subsystems play a central role in shaping 
the problems that reach the public agenda and the alternatives considered. 
Moreover, each subsystem has its own history, in which certain approaches 
have been accepted as technically or politically viable. This creates resis-
tance to change within each area which, as the incrementalist decision 
model suggests, tends to make new proposals differ as little as possible 
from the status quo. Because of the importance of these subsystems, the 

Figure 1-1 Ideology and Public Policy

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

IDEOLOGICAL

COALITION

IDEOLOGICAL

COALITION

NATIONAL EXECUTIVE/LEGISLATIVE LEADERSHIP

POLICY 

SUBSYSTEM

POLICY 

SUBSYSTEM

POLICY 

SUBSYSTEM



14 The Feder al Government & Urban Housing

 use of broad ideological orientations and coalitions as a major variable 
in explaining policy decisions should not be seen as an attempt to substi-
tute an idealized, bipolar issue confl ict for the convoluted processes by 
which ideas and decisions emerge. Rather, ideological confl icts must be 
seen as a central element in the broader political environment in which 
specialized policy subsystems operate. This framework also outlines the 
processes by which ideological orientations infl uence policy subsystems. 
Broad ideological coalitions within the political/economic elite compete 
for control of legislative and executive institutions. The coalition currently 
in a dominant position will, based on its ideological orientation, generate 
strong messages to policy subsystems concerning the kinds of general 
policy directions considered acceptable or unacceptable. These messages 
will then be interpreted by the participants and applied to the problems 
with which they are concerned. The nature of the national leadership will 
also affect the ideological makeup of participants in various subsystems, 
either directly through key appointments, or indirectly through the types 
of ideas viewed as current or acceptable.

Finally, the framework presented in Figure 1.1 also suggests that the 
outputs created by each policy subsystem generate feedback, which is 
utilized in the broader ideological debates over the direction of public 
policy. Conclusions about the positive or negative effects of programs 
are publicized in the media, and programs are evaluated by various 
governmental and nongovernmental institutions. These conclusions 
are usually interpreted differently by those with different ideological 
perspectives and, thus, become ammunition in the ideological struggle 
(Hays 1986).

Scholarly treatments of public policy generally take one of two 
routes to an understanding of an area. One is to examine the broad 
historical sweep of policy change and to account for it in terms of 
shifting conditions and attitudes. The other route is to narrow the focus 
to specifi c decisions and look in detail at participants and processes. 
The present study generally follows the fi rst route, and it is from this 
perspective that ideology emerges as an important infl uence on the 
course of public policy. However, this study also gives suffi cient details 
about crucial policy choices to illuminate the impact of longer-term 
changes on specifi c outcomes. Therefore, on the theoretical level, I have 
tried to suggest patterns by which changes in ideological climate and 
national leadership infl uence more narrow decision-making processes. 
The model presented here will guide the treatment of housing policy 
decisions in subsequent chapters.



 

Part I—the General Ideological Context

In order to establish an overarching ideological framework for the exami-
nation of housing policy, this chapter will proceed from the more general 
ideological context to the more specifi c frameworks affecting housing 
policy. Since this is a work concerning public policy, rather than political 
philosophy, the ideas will not be thoroughly explicated but will be presented 
in the general form that they assume as they actually guide the policy 
process. It is a basic premise of this work that ideas matter because social 
reality is, to a signifi cant extent, constructed by the beliefs that people hold 
(Berger and Luckman 1966). Prevailing assumptions about social reality 
are translated into action and thus become part of that reality.

Democratic Capitalism

The dominant political ideology in the United States is democratic capi-
talism. In its ideal form, the democratic element in this ideology includes 
the following beliefs:

• A belief in the fundamental political equality of all citizens, rooted in 

a moral belief in the inherent worth and dignity of all persons.

• A belief in the freedom of all citizens to participate in the political 

process through open expression of their political views and through 

freely joining with other citizens to pursue their political aims.

• A belief that the selection of political leaders and the making of policy 

decisions should occur through majority rule.

• A belief that minority rights require protection against abuse by the 

majority, including limitations on majority rule where necessary.

Chapter 2

The Ideological Framework 
for Housing Policy

15
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 The capitalist element in this dominant ideology includes the following 
beliefs, as described by Dolbeare (1971):

• A belief that the basic driving force behind human productive activity 

is the individual’s desire to enhance his or her material well-being and 

to compete with others for recognition and advancement. The chief 

corollary is that society must encourage and reward acquisitiveness and 

competition if it is to achieve the highest overall level of prosperity.

• A belief that the market is the most effi cient and least coercive allocator 

of goods and services for the society as a whole, since its operation 

enables each individual’s desires to maximize wealth and to make 

personal consumption choices to be harmonized with society’s 

collective development.

• A belief that government should play a secondary and supplementary 

role to the private market in regulating human interactions, leaving 

individuals to make their own consumption choices and private fi rms 

to produce whatever goods they wish. (Friedman, M. 1962)

Elements of these two basic belief systems that comprise democratic 
capitalism are profoundly contradictory in important respects but also 
profoundly reinforcing in other important respects. Capitalism celebrates 
inequality, whereas democracy is based on equality. The extremes of wealth 
and poverty that are generated by capitalism make it very diffi cult for 
democracy to function in the open and egalitarian way that it is supposed 
to, while capitalists are constantly on the defensive against the leveling 
tendencies (i.e., the extension of political equality to include economic 
equality) inherent in popular government. However, both capitalism 
and democracy depend on an open society in which ideas can be freely 
exchanged. They also depend on the rule of law to temper both political 
and economic competition. Finally, they both celebrate the right and the 
capacity of individuals to advance themselves without the restraint of 
hereditary or traditional relationships and obligations. The complex and 
contradictory nature of this relationship is one major reason why there 
is room for broad disagreements over how a democratic capitalist system 
should be governed.

The operational form of the democratic capitalist ideology contains 
important modifi cations to its ideal form. These modifi cations have 
evolved out of the historical experience of the United States, and they 
shape the attitudes that guide daily activities within the system. One set of 
modifi cations relates to the role of shared values and morality in the opera-
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 tion of the system. Since colonial times, the culture of the United States 
has been dominated by the Judeo-Christian religious tradition. Although 
interpretations of this tradition have varied over time, a common thread is 
the notion that even an open, individualistic society such as that fostered 
by both democracy and capitalism must be governed by a strong set of 
shared moral beliefs that restrain individual choices and individual self-
interest. These moral beliefs call for both negative restraints on some kinds 
of behavior and for a positive obligation to engage in other behaviors, with 
some religiously motivated actors emphasizing one while others emphasize 
the other.

On the restraint side, Judeo-Christian morality has been defi ned in 
terms of refraining from certain behaviors that are seen as destructive 
to ordered social relationships, such as, for example, drinking, gambling, 
and sexual activity outside marriage. The state has repeatedly been called 
upon to legally enforce these moral prohibitions, up to and including 
the 1919 ratifi cation of a constitutional amendment (the Eighteenth) 
prohibiting the sale and consumption of alcoholic beverages. These calls 
for legal prohibition of immoral acts exist in constant tension with the 
belief in the freedom of individual choice that is inherent in the role of 
democratic citizen and free market consumer. The modern “culture wars” 
are, to a signifi cant degree, a replay of earlier struggles over morality within 
American society, even though they deal with a uniquely contemporary 
set of issues.

On the positive behavioral side, Judeo-Christian morality has repeatedly 
emphasized a sacred obligation to behave compassionately toward those 
who are economically deprived or who are otherwise rendered in need of 
assistance by life’s circumstances. Jesus placed the Christian obligation to 
the poor in a central ethical and theological position, but he was echoing 
earlier, similar sentiments in the Jewish scriptures on the importance of 
compassion. This religious message has often been muted so as to require 
only token compassion on the part of the rich for the poor, and poor 
people are sometimes condemned for their alleged failures to conform to 
traditional morality. However, throughout American history, the religious 
obligation to help the poor has frequently operated as a strong counter-
weight to the capitalist belief that people are only entitled to what they can 
earn through the competitive market system.

A second set of important modifi cations of the democratic capitalist 
ideology consists of beliefs supporting the differential allocation of status 
and opportunity based on racial/ethnic identity. Early colonial capitalists 
found it useful and vital to their economic ambitions to isolate African 
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 Americans as a low cost, enslaved workforce. In seventeenth-century 
colonial America both white and black laborers started out as indentured 
servants, but black laborers were gradually pushed into slavery, while 
white laborers were able to move toward freedom (Allen 1994). In order 
to support this economic arrangement, an ideology of the racial inferiority 
of people of African descent was promulgated, so that the high-minded 
phrases about liberty made by America’s founders could be seen as not 
applicable to them. A similar racist ideology was applied to American 
Indians, in order to justify the expropriation of their lands and their near 
extermination (Brown 1971).

Economic development in the early United States benefited tremen-
dously from trade in the commodities produced by slave labor, but, at 
the same time, there was a fundamental underlying tension between 
slavery and the free labor system that was developing in the North. 
Northerners began to see the South as a backward region that was holding 
back the full capitalist development of the nation. This tension helped 
fan the sectional divisions that led to the Civil War (Goodwin 2005). 
However, the abolition of slavery did not result in the full integration of 
African Americans into the free labor system, in large part because the 
underlying racism that supported it remained strong. Rather, African 
Americans remained in the South as agricultural workers or in other 
low-paying occupations. Even after economic expansion drew millions 
of African Americans to northern cities during and after World War II, 
they still suffered discrimination and exclusion from the full benefits of 
this expansion. The ideology of capitalism clearly supports advancement 
through individual efforts and merit, but the actual operation of the 
system incorporates numerous mechanisms that preserve white privilege 
(Lipsitz 2006).

A third set of modifi cations relates to the role that the government 
can play in economic growth. A corollary to the core principles of the 
capitalist ideology is the belief that economic growth is an important and 
worthy goal in and of itself. The market itself is viewed as the best overall 
mechanism for promoting economic growth, and individual entrepreneurs 
within the system benefi t greatly from the expanding markets that are 
created by economic growth. However, there has never been a time in the 
history of capitalism when strategic investments by governments were not 
also a critical element in economic growth. First, government investment 
has been directed at manifestly “public goods,” such as infrastructure, 
where it is impossible or impractical to deny access to additional users 
once the good has been created (Stiglitz 1986). Secondly, public subsidies, 



The Ideological Framework for Housing Policy 19

 loans, and loan guarantees have been directed at reducing initial risks and 
costs for private fi rms so that new markets will develop more quickly than 
they might without intervention. Thirdly, while government regulation 
has often been bitterly resisted by private fi rms, it has also at times been 
embraced as a way to limit “excessive” competition and make their envi-
ronments more predictable.

As a result, those embracing the prevailing capitalist ideology have 
almost universally accepted the idea that government intervention is 
acceptable when it promotes overall economic growth, or, as in the case 
of the 2008–09 bailouts of banks and automobile companies, when it is 
seen as necessary to prevent a massive economic disaster. Savitch (1979) 
refers to these types of interventions as “reinforcing” in that they almost 
always provide the most direct benefits to firms and individuals who 
are already “market winners” with benefits to other members of society 
assumed to trickle down from these investments at the top. Even when 
a firm is seeking tax breaks or other subsidies that benefit only itself or 
its particular industry, it can often be successful if it ties these benefits 
to the overall goal of economic growth. Where liberals and conservatives 
disagree, argues Savitch, is over whether government interventions aimed 
at redistributing wealth or services to the less advantaged members of 
society (he calls these “ameliorative” interventions) are also necessary 
to strengthen and stabilize the democratic capitalist system in the long 
term.

A fourth modifi cation of the democratic capitalist ideal type has 
occurred in the nature of political participation. The large disparities in 
wealth generated by the economic system inevitably lead to large inequali-
ties in infl uence within the political process, thus undercutting the basic 
idea of the equal political role of all citizens. However, many citizens share 
the belief expressed in recent Supreme Court decisions (Buckley v. Valleo), 
that political donations (no matter how large) are a form of free speech 
that should not be regulated by the government. In addition, the capitalist 
system encourages individuals to make work and consumption the central 
activities of their lives, and these activities often leave little room for an 
active, responsible citizen role (Putnam 2000). As noted in chapter 1, this 
situation led pluralists to argue that having most citizens represented by 
proxy through organized groups was the best approximation of democracy 
that could be achieved in a modern industrial society. Even though levels 
of political participation have ebbed and fl owed over the history of the 
United States, high levels of citizen apathy and disengagement have been 
a constant.
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Liberal and Conservative Ideologies 

Overview

To begin the discussion of conservative and liberal ideologies, it is useful 
to outline the basic features of each perspective. Any such outline, of 
course, greatly oversimplifi es reality. People who call themselves liberals 
or conservatives may disagree with any one of these elements, or they may 
embrace them hypocritically while practicing the opposite. Also, these 
core beliefs are constantly evolving. This list would have been different if 
prepared in the 1950s, and it will probably change again as the twenty-fi rst 
century progresses. However, this list accurately summarizes where these 
competing belief systems have stood for at least the past forty years.

The modern liberal variant of the democratic capitalist ideology has the 
following main elements:

• A belief in the active use of the state to redistribute resources in 

order to ameliorate the living conditions of those who are seriously 

disadvantaged by the labor market and in order to enhance economic 

opportunity for these individuals.

• A belief in the active use of the state to regulate markets in order to, 

among other things, prevent fi nancial instability, protect consumers, 

and control negative externalities such as environmental degradation.

• A belief in the active use of the state to protect the rights of racial and 

ethnic minorities, women, those with alternative sexual orientations, 

and persons with disabilities—all groups with long histories of 

discrimination and exclusion in American society.

• An emphasis on international cooperation and negotiation in 

addressing the international interests of the United States, coupled 

with a willingness to utilize military power aggressively to protect core 

U.S. interests.

• Cultural support for nontraditional families, nontraditional lifestyles, 

and nontraditional religious and cultural beliefs.

Even though liberals believe in the active use of the state, they still support 
capitalism as the optimal mode of organizing the means of production. 
Their redistributive efforts rarely challenge the basic structure of the 
private economy. In addition to their activism to ameliorate inequality, 
many liberal leaders have, as noted above, also supported state subsidies for 
economic development by capitalist fi rms, on the grounds that economic 
growth benefi ts all elements of society.
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 The modern conservative variant of the democratic capitalist ideology 
has the following main elements:

• A belief that the state should not intervene to ameliorate economic 

inequality except in the most extreme circumstances. This belief is 

based, in turn, on two pillars:

•  That the state is an ineffective problem solver that worsens, 

rather than improves economic and social conditions through its 

interventions.

•  That amelioration of inequality harms the initiative and 

independence of those receiving the aid, while it unjustly and 

ineffi ciently redistributes wealth from society’s “winners.”

• A belief that unregulated markets produce the optimal distribution 

of goods and services in the society and maximize the total wealth of 

the society. Regulating negative externalities, such as pollution, reduces 

effi ciency and productivity.

• An emphasis on the aggressive and often unilateral projection of 

American military and economic power in the international arena, 

supported by a strong belief in the superiority of American values and 

intentions.

• A belief that, while individual acts of discrimination are wrong, 

disadvantaged minorities should not claim “group rights” for special 

consideration or compensation.

• Cultural support for traditional, heterosexual, patriarchal family 

relationships and for the privileged position of the Christian religion 

within American society. (Note: This last element is generally not shared 

by those who consider themselves to be libertarian conservatives.)

Even though conservatives are generally hostile to state intervention in the 
economy, they too have supported state intervention on behalf of economic 
development, through subsidies to capitalist fi rms. Many conservatives 
have also embraced state intervention to proscribe behavior that violates 
their core cultural norms.

The Development of Contemporary Liberal Beliefs

During the nineteenth century, as the capitalist system continued to evolve 
from its eighteenth-century roots, the pressure to ameliorate the extremes 
of inequality that it generated also grew. In the developed capitalist 
economies of Western Europe, a strong labor movement initially embraced 
the Marxist call for total transformation of the capitalist system, but it 
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 gradually evolved into a social democratic movement which utilized polit-
ical and economic pressure to modify, rather than overthrow, capitalism 
(Bernstein 1961). This shift was enabled, in large part, by the growing 
productivity of the capitalist system. Contrary to Marx’s prediction of the 
progressive impoverishment of the working class, the economic surplus 
generated by capitalism enabled increases in both wages and social benefi ts 
without a radical redistribution of wealth away from the capitalist class.

In the United States, a mass, working-class social democratic movement 
never developed. In her thorough analysis of the origins of the American 
welfare state, Theda Skocpol (1995) attributes this, in part, to the fact that 
democratic modes of participation were organized along regional and 
local lines, decades before the industrial working class emerged in the 
United States. Urban and rural political machines mobilized working-
class voters but resisted class-based appeals. In addition, the existence of 
slavery created a racial chasm dividing the labor force that proved diffi cult 
for workers to overcome, even after slavery was abolished. After the Civil 
War, the South continued to be dominated by a reactionary white elite that 
strongly resisted challenges to inequality of any sort, whether based on 
race or on class. In addition to the racial divide, the ethnic diversity of the 
largely immigrant working class proved a major obstacle to working-class 
solidarity.

The absence of a social democratic movement did not, however, mean 
that class issues were totally organized out of American politics. Throughout 
the late nineteenth and early twentieth centuries, labor unions struggled to 
establish themselves against strong, and often violent, capitalist resistance. 
By the 1920s, they had an unrealized agenda of union recognition and 
expansion of social benefi ts that the Great Depression would give them 
the opportunity to achieve. Their vehicle was, of course, the Democratic 
Party. However, this party was, from the Depression on, hampered by the 
contradiction of needing to retain its reactionary Southern base while at the 
same time trying to build a progressive coalition in the rest of the country. 
As Skocpol demonstrates, this contradiction severely limited President 
Franklin D. Roosevelt’s ability to pass progressive social programs, as each 
new program had to be modifi ed so as not to challenge racial apartheid in 
the South (Skocpol 1995). This contradiction ultimately contributed to the 
fracturing of the “New Deal Coalition” in the late 1960s.

It was President Roosevelt who popularized the use of the term liberal 
to refer to the belief in an activist national government that the New 
Deal embodied. In using this term, he was attempting to link his move-
ment to the notion of progress and also to the notion of “liberality,” that 
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 is, generosity and tolerance toward those less fortunate. This new usage 
contradicted the nineteenth-century meaning of the term, in which being 
a liberal meant that one supported the unfettered development of the capi-
talist market system over against older, aristocratic social institutions. This 
older usage is still refl ected in the philosophical use of the term liberalism 
to describe the individualistic beliefs supporting the creation of a modern, 
democratic capitalist society. It is also refl ected in the recent use of the 
term neo-liberal to describe the market oriented reforms that have been 
enacted in developed capitalist countries and have also been imposed on 
developing countries by the World Bank and the International Monetary 
Fund (Stiglitz 2002).

New Deal liberals were focused on issues of economic recovery, economic 
justice, and on issues of regulating the economy to prevent future disasters 
like the Great Depression. Many Southern Democrats supported these 
initiatives because of the exceptionally bleak economic conditions that the 
Depression had created in their region, but, as the price for their support, 
they insisted that the New Deal not challenge racial inequality. However, in 
the post–World War II era, confl icting streams concerning racial equality 
began to pull the elements of the New Deal Coalition in different direc-
tions on race. On the one hand, the important role that African Americans 
played in World War II, plus the contradiction of fi ghting racism in Europe 
with a racially segregated army, generated some public and elite support 
for challenging American apartheid. In addition, thousands of African 
Americans were moving from the South to the urban North, where their 
presence made them natural additions to the multiethnic coalition upon 
which Democratic support in the cities rested.

On the other hand, the Southern wing of the party continued to 
strongly resist any initiatives toward black equality, and many segments 
of the white working class in the North were equally resistant to progress 
toward racial equality. For example, as shall be discussed in chapter 4, the 
Depression-era FHA housing program came into its own after the war, 
as it assisted millions of white households to purchase new homes in the 
suburbs. However, African Americans were almost totally excluded from 
the benefi ts of this program, due to the closeness of the FHA to real estate 
interests, both north and south, who wanted to perpetuate segregation. In 
addition, in the 1940s, Southern Democrats joined Republicans in resisting 
the expansion of New Deal social programs to include more public housing 
and a national health care system.

The burgeoning civil rights movement of the late 1950s and early 1960s 
thus presented the liberal leaders of the Democratic Party with a diffi cult 
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 dilemma. On the one hand, both their values and their political interests 
outside the South dictated support for the African American struggle. In 
addition, there was broad popular support for the civil rights movement, 
as long as it was focused on elements of Southern apartheid, such as segre-
gated public facilities, that were less prevalent in the rest of the country. 
On the other hand, they recognized that by embracing the goals of the 
civil rights movement, they would potentially lose the solid Democratic 
loyalties of the South which had enabled them to control Congress and 
the presidency. An number of historians have chronicled how President 
Lyndon Johnson, a Southerner, made the choice to embrace black equality 
with his eyes open as to the negative political consequences for his party 
(Milkis 2005, 20–21).

The embrace of African American civil rights by the Democratic Party 
profoundly shaped the nature of the new social legislation that emerged in 
the 1960s and of the new liberalism that accompanied it. First, while the 
two civil rights acts passed in 1964 and 1965 were directed at Southern 
problems, much of the legislation included in the Great Society initiative 
was directed at the complex social and economic problems of Northern 
central cities, where African Americans were being concentrated into 
impoverished ghettos. The goal of the War on Poverty was to build up 
these neighborhoods and improve economic opportunity for their resi-
dents. Such social transformation proved to be a much more diffi cult task 
than simply redistributing income, and the failure of these programs to 
live up to their ambitious goals would later be used by conservatives to 
discredit liberalism (Haveman 1977).

Secondly, the new liberal initiatives of the 1960s were couched in what 
has since been referred to as “rights language.” That is, instead of focusing 
on the economic goal of simply preventing deprivation, as earlier New Deal 
programs tended to do, they were focused on guaranteeing the dignity and 
opportunity of individuals in all aspects of life, particularly those groups 
who had been arbitrarily excluded in the past. Thus, the guarantee of indi-
vidual rights by the state became a central part of the liberal belief system. 
Moreover, once this “rights language” was introduced into the liberal 
vocabulary, it was embraced by additional groups who believed that their 
members had been excluded by discrimination from the full benefi ts of 
American society. The feminist movement of the early 1970s was the fi rst 
to use the language generated by the black civil rights movement. Later on, 
in the 1980s and 1990s, persons with disabilities and GLBT (Gay, Lesbian, 
Bisexual, and Transgendered) persons would utilize the same language to 
demand fair treatment.
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 Meanwhile, other social and economic transformations were occurring 
that would profoundly shape the nature of American liberalism. The 
first was the gradual decline in the political and economic influence 
of the labor movement from the 1970s on. Although this decline had 
multiple causes, the main driving force behind it was the globalization 
of manufacturing (Goldfield 1987). As communications and trans-
portation technology improved, corporations found it increasingly 
possible to move large segments of their manufacturing operations 
to developing countries with vastly lower wage scales than the United 
States. This increasingly international and decentralized system of 
production undermined the bargaining power that unions had gained 
in the more centralized, Fordist system of industrial production that 
had concentrated jobs in developed countries such as the United States 
earlier in the twentieth century. In addition, American industries where 
jobs could not be exported found it increasingly easy to import cheap 
labor through both legal and illegal immigration. Although the labor 
movement has retained considerable influence within the Democratic 
Party, its declining power has led to the increasing marginalization 
of some of its key issues, such as restrictions on free trade. Also, the 
declining power of unions to mobilize the working class along economic 
lines left them susceptible to mobilization on noneconomic issues such 
as racial and cultural resentments.

Secondly, the cultural values of the middle and upper middle class 
underwent rapid transformation from the early 1960s onward. The affl u-
ence generated by the postwar economic boom led them to focus less 
on stable, economically responsible family units and more on individual 
freedom and personal exploration. In addition, the percentage of women 
completing college increased greatly, and college-educated women were 
less likely to be contented with the limited role of suburban housewife 
that had been staked out for them after World War II (Friedan 1983). This 
educational shift thus contributed greatly to the emergence of a second 
wave of feminism in the 1970s (the fi rst wave being the struggle for the vote 
in the early twentieth century), which swept away many of the remaining 
gender-based restrictions on employment and political participation 
(Baxandall 2005). Women were also partially liberated from the constant 
risk of pregnancy by the birth control pill and were thus able to more fully 
explore other options besides those dictated by motherhood. Finally, the 
capitalist system found it necessary to encourage the development of an 
individualistic, consumer culture in order to continue to expand markets 
after more basic consumer needs had been satisfi ed. This consumer culture 
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 provided additional support for the centrality of individual fulfi llment as 
a societal value.

A small but signifi cant number of white middle-class persons became 
actively involved in the civil rights movement, and their consciousness of 
the remaining injustices in American society was thereby greatly increased. 
However, it was the issues arising from the involvement of the United States 
in the cold war against Russia and China that created the most radical 
generational split within the middle and upper middle classes. A small 
middle-class peace movement emerged around the issue of nuclear war in 
the early 1960s (the so-called Ban the Bomb movement), but it was the war 
in Vietnam that created a truly mass-based peace effort. Since the emer-
gence of the cold war in the late 1940s, the United States had been fi ghting 
proxy wars in developing countries to prevent the expansion of Russian 
and Chinese infl uence, but the proxy war in Vietnam escalated to include 
a direct American combat role that required the conscription of signifi cant 
numbers of young Americans. Young people on college campuses were 
threatened by the draft, and they had access to information that challenged 
the offi cial version of what was happening in Vietnam. As a result, opposi-
tion to the war morphed with other cultural changes to produce an antiwar 
movement dominated by a “counterculture” that also embraced increase 
sexual and cultural freedom (Roszak 1995).

Members of the white and black working class lacked the educational 
draft deferments of the middle class and above, and so they dispropor-
tionately became those who actually fought and died in Vietnam. This 
fact, plus their innate patriotism, led many white working-class citizens 
to bitterly resent collegiate protesters, whom they viewed as privileged, 
middle-class draft dodgers. In addition, a signifi cant segment of the middle 
class failed to embrace the values and lifestyle of the counterculture. Many 
of these working and middle-class persons came to view themselves as 
the defenders of traditional American values against what they saw as the 
permissiveness and self-indulgence of the counterculture. These folks were 
ripe for recruitment into the resurgent conservative movement that will be 
described below.

Divisions over the Vietnam War, and the attendant cultural divisions, 
presented another diffi cult dilemma for the Democratic Party. Progres-
sive intellectuals had, along with working-class voters, always been a key 
element in the Democrats’ liberal coalition, and yet these intellectuals were 
now participating in demonstrations against the very president, Lyndon 
Johnson, who had represented the apex of liberal infl uence earlier in the 
1960s. In the late 1960s, opinion within liberal Democrats began to shift 
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 against the war and against Johnson, leading many to support the insur-
gent candidacies of Senators Eugene McCarthy and Robert Kennedy in the 
presidential election of 1968 and to support Senator George McGovern in 
1972. The Democratic Party felt a strong pull toward supporting both the 
foreign policy positions and the cultural stances of this key element in their 
coalition. However, at the same time, by embracing these new middle-
class voters, they risked further alienating the white working-class voters 
who had traditionally supported their party. The racial divisions of the 
1960s and the cultural divisions of the 1960s and 1970s would continue to 
weaken the party in the ensuing decades, thus creating the opportunity for 
conservatives to regain infl uence.

With the election of Ronald Reagan in 1980, the liberal coalition became 
a minority coalition, which had to fi ght a rearguard action to protect some 
of the gains of the 1930s and the 1960s. This minority coalition was quite 
different from the coalitions that had brought the New Deal and the Great 
Society into being. The loss of the South to the coalition became perma-
nent and almost total, as large majorities of white Southern voters switched 
to the Republican Party. The loss of the white working class was less clear-
cut. In the election of 1980, the media focused attention on the so-called 
Reagan Democrats, formerly solid, blue-collar Democratic voters who had 
voted for Reagan. This attention obscured the fact that working-class voters 
continued to vote Democratic in larger proportions than voters of higher 
socioeconomic status (Pomper 1981). What was perhaps more damaging 
to Democrats was the fact that many working-class voters simply dropped 
out of the political process. Declines in voter participation were steady 
from 1980 through 2000, and this lack of participation was most notable 
among younger people who lacked a college education (Patterson 2003). 
In addition, increasing numbers of working-class persons were not citizens 
and, thus, could not participate at all.

The withdrawal of working-class voters left an increasingly affl uent 
electorate, who were divided along cultural and ideological lines that were 
not always clear-cut. People in education and the “helping” professions 
tended to be more liberal, whereas people employed in business tended 
to be more conservative, although not always. People who worshipped in 
the so called “mainline” Protestant denominations such as Presbyterian, 
Episcopal, and Methodist tended to be more liberal, whereas people in 
evangelical churches tended toward conservatism. Among the middle-
class liberals who supported the Democrats, issues of personal freedom, 
the environment, and foreign policy tended to be more important than 
traditional economic issues. The only element of the broad-based, 
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 cross-class coalition that remained reliably within the liberal coalition 
consisted of African Americans, who voted Democratic by a margin 
of eight or nine to one. Hetherington and Larson (2010) present data 
showing that the new liberal coalition is separated from conservatives on 
the basis of personal values and identity more clearly than on the basis 
of the economic issues that were dominant in the New Deal Coalition. 
Liberals strongly embrace tolerance for groups and lifestyles, such as GLBT 
persons, that are equally strongly rejected by conservatives.

Since 1980, the liberal coalition has clearly lost the power that it once 
had to shape the national agenda. However, one is not necessarily justifi ed 
in seeing it as a permanent minority coalition during the period from 1980 
to 2008. Determining how liberal or conservative the electorate actually 
is has become a tricky proposition. Polls often show majorities agreeing 
with basic liberal positions, such as reforming health care or protecting the 
environment. However, many of these same citizens will actually vote for 
conservatives, based on national security or cultural issues. Some political 
analysts have argued for a “de-alignment,” in which voters no longer reli-
ably support either party or ideology but, rather, respond to short-term 
issues and personalities. Other analysts have challenged this, citing data 
that show a signifi cant segment of the electorate which is deeply polar-
ized along liberal-conservative lines (Hetherington and Larson 2010). 
These conclusions may not be totally contradictory but rather time bound 
to the particular years in which the data were collected. Despite all this 
ambiguity, one is still justifi ed in labeling the period from 1980 to 2008 
as a conservative era, in that conservatives came to frame the terms of 
the national debate in the way that liberals had done in the 1930s and 
1960s. Therefore, I will now turn to a discussion of the formation of the 
conservative ideology, as it has developed in the late twentieth and early 
twenty-fi rst centuries.

The Conservative Ideology

During the nineteenth century, as the political struggle in Western 
Europe shifted from advancing capitalism within an aristocratic milieu to 
modifying capitalism to meet workers’ demands, the label “conservative” 
came to be applied to those who defended a relatively unfettered market 
economy, rather than to those defending the older order. The notion 
of “laissez-faire” capitalism was always more of a political myth than a 
description of reality, because, as noted above, there was never a time 
in the development of capitalism when the state did not play an active 
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 role in supporting and regulating the development of market economies. 
However, there was still considerable room for disagreement as to the 
exact nature and extent of state intervention, and conservatives believed 
that such intervention should be kept to a minimum, especially with 
regard to ameliorating inequality. In addition, conservatism retained some 
of the features of the earlier aristocratic version, in that its spokespeople 
argued for respect for established institutions and asserted the need for 
change to be slow and incremental.

In the United States, the Progressive Era of the early twentieth century 
saw the emergence of rhetoric that labeled wealthy capitalists as “plutocrats” 
who were resisting needed modifi cation and modernization of the market 
system. During the New Deal, President Franklin Roosevelt adopted and 
amplifi ed this rhetoric, denouncing business opponents of his programs 
as “moneyed interests” who were resisting the public interest. In the 
presidential election of 1936, support for and opposition to Roosevelt were 
clearly sorted out along class lines, with many affl uent voters solidifying 
their rejection of the New Deal while less affl uent voters overwhelmingly 
supported Roosevelt. This new alignment reinforced the association of 
conservatism with resistance to the expanded role of the state, particularly 
at the national level. It also reinforced the association of conservatism with 
the Republican Party.

Voting studies conducted during the 1950s and 1960s showed that the 
conservative, Republican position was a minority position among the 
voters, even though Republicans were occasionally able to win the presi-
dency based on short-term issues (Campbell et. al. 1964). When Dwight D. 
Eisenhower became the fi rst Republican president since the New Deal, he 
did not try to overturn basic New Deal programs such as Social Security, 
and some analysts were moved to declare the “end of ideology” in which 
there was consensus on the basic direction of policy and only technical 
issues remained to be resolved (Bell 1965). However, this analysis ignored 
the deep philosophical divisions over the nature and role of the state which 
lay beneath the surface of this apparent consensus.

When John F. Kennedy was elected president in 1960, his electoral 
and congressional margins of support were too narrow to allow any bold 
expansions of the social welfare role of the federal government. However, 
his more modestly funded proposals, such as the War on Poverty, were 
clearly moving in the direction of a more activist government. In addition, 
Kennedy increasingly came to embrace the goals of the African American 
civil rights movement, albeit with great caution and ambivalence. In 
response to these changes in policy, a new, more rigidly conservative 
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 faction began to emerge within the Republican Party. Its popular base 
was concentrated in the South and West, where both the business and 
popular ideology had always been more conservative than in the North 
and Midwest.

Some of its energy came from those who continued to embrace the 
militant anticommunism that had emerged at the beginning of the Cold 
War, particularly during the McCarthy era. Resistance to the spread of 
communism abroad was linked, in this view, to resistance to progres-
sive groups and policies at home, which they labeled as subversive. They 
believed that the United States should attempt to aggressively roll back 
communism abroad, and they wanted to purge the government of anyone 
who counseled restraint and accommodation. From the beginning, they 
viewed liberals as “soft on communism” and as weak in their patriotism, 
but this issue did not develop mainstream purchase in the late 1950s 
and early 1960s, when there was a broad elite consensus supporting a 
strong anticommunist foreign policy. However, when the Vietnam War 
led students from the New Left to begin an across the board critique of 
American motives and intentions in international affairs, this reinforced 
conservatives’ conviction that liberals were disloyal to American values.

After America’s defeat in Vietnam in 1975, conservatives would create 
and popularize the narrative that this defeat was due to internal dissent 
and irresolute leaders in the United States, not to the military and political 
effectiveness of the communist insurgents. In addition, a group of conser-
vatives, later labeled “neo-conservatives,” developed a strong critique of 
the Nixon administration’s détente with the Soviet Union and, with the 
help of funding from the defense industry, created organizations such as 
the Committee on the Clear and Present Danger that supported virtually 
unlimited expansion of the American nuclear arsenal and opposed any 
arms limitation treaties (Mann 2004). Under the infl uence of this group, the 
Republican Party successfully positioned itself as the leader of a resurgence 
of American pride and patriotism in the 1980s and cemented its popular 
image as “stronger in defending American interests” than the Democrats. 
They were assisted in this effort by liberals’ seeming inability to craft a 
coherent, progressive vision of foreign policy that could be effectively sold 
to the American public.

Another source of conservative energy came from resistance to the civil 
rights movement for African Americans. These new conservatives eschewed 
the traditional Southern white rhetoric of racial superiority and instead 
couched their arguments against civil rights legislation in terms of individ-
ualism and property rights. Conservatives such as Senator Barry Goldwater 
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 strongly opposed the civil rights legislation of the 1960s, but, once it was 
passed, conservatives used its existence to argue that further attempts to 
correct past inequalities, such as affi rmative action, were unnecessary. They 
argued that African Americans, women, and other disadvantaged groups 
were asserting “group rights” over against the individual’s right and obli-
gation to better himself or herself through his or her own efforts. This 
argument completely ignored the operation of the “group rights” of whites 
in the perpetuation of white privilege (Lipsitz 2006). By embracing this 
philosophy, the Republican Party positioned itself to take advantage of the 
white backlash against African American gains that grew in the late 1960s 
all across the country and also to claim the loyalties of white Southerners 
who were abandoning their traditional Democratic loyalties.

In the late 1960s, resistance to the black struggle for equality was 
linked to resistance to student protests against the Vietnam War under 
the “law and order” theme. The race riots that erupted in most American 
cities in the mid-1960s helped undercut support for the civil rights 
movement among many whites, and student protests were also seen as 
creating disorder and lawlessness. Conservatives have always shown a 
preference for preserving and respecting the prevailing social order, and 
this preference was again brought to the fore by the intense social conflicts 
of the 1960s. There was a strong overtone of racism in the law and order 
rhetoric, because those who were trying to change their disadvantaged 
status were viewed primarily as a source of social disruption, rather 
than as groups with legitimate grievances.

In addition, liberals who sought to respond to urban disorder through 
new social programs were characterized as too permissive toward those 
who had violated the law, and this critique of permissiveness was extended 
to their treatment of ordinary criminals, as well as rioters. Their perceived 
permissiveness toward lawbreakers was, in turn, linked to their permis-
siveness in accepting new social and sexual norms, as described above. 
Conservatives thus positioned themselves as defenders of conventional 
middle- and working-class families who were working hard and playing by 
the rules. This positioning helped them to undermine the loyalties of many 
voters to the Democratic Party, a loyalty that had been based on economic 
issues rather than these social issues.

It is at this point in the evolution of modern conservatism that evan-
gelical Christianity began to become important. Evangelical Protestantism 
has always been a strong element in American culture, undergoing periodic 
revivals in response to social and economic change. In the late twentieth 
century, many people turned again to these beliefs as a way to justify 
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 and support their resistance to the social changes that were sweeping the 
country. The Bible clearly offers a great deal of support for a very tradi-
tional, patriarchal view of the family, and it has also been interpreted to 
support capitalist values of self-reliance and self-improvement (Weber 
1992). In addition, the evangelical worldview provides reassurance that 
proper belief and behavior will lead to eternal rewards from God, a reas-
surance that is very attractive in times of social turmoil and disruption.

In the 1970s, it was the women’s movement that presented the greatest 
challenge to these traditional beliefs. Women were increasingly leaving 
the exclusive roles of childbearer and homemaker and seeking individual 
fulfillment through education and careers. Their increasing ability to 
earn income in the workplace made them, in turn, less economically 
dependent on men and, thus, better able to leave marriages that they 
found destructive or unfulfilling. They were also claiming increasing 
control over their own sexuality and reproduction. All of these changes 
disrupted the patriarchal family relationships that were supported in 
the Old and New Testaments.

However, many women came to view liberated attitudes as a threat to 
their traditional value in the home, not as an opportunity to increase their 
value as human beings. More educated and affl uent women were entering 
the labor force for independence and fulfi llment, but those from less 
educated backgrounds were often entering the labor force out of economic 
necessity, as declining real wages made it ever more diffi cult for families to 
support themselves with a single breadwinner. Even though the dual roles 
of breadwinner and homemaker put incredible stress on women, many 
still clung to their role in the home as the primary nurturers of children as 
the central source of their identities. Encouraged by male religious leaders, 
these women came to see such issues as abortion as an attack on their 
values rather than as an enhancement of their choices.

The economic and foreign policy conservatives who dominated the 
Republican Party at fi rst approached evangelical Christians with ambiva-
lence. The cultural issues that were of central concern to this group were 
not the main concerns of those for whom economics defi ned their political 
positions. However, the hostility of evangelicals toward liberal Democrats, 
coupled with their demonstration of effectiveness in mobilizing voters 
on their issues proved irresistible to Republican leaders. Thus, Christian 
conservatives were gradually incorporated as one of the core constituencies 
of the party. Of course, not all of those who embrace evangelical Christianity 
are politically conservative. Surveys show greater diversity in their political 
views than popular media coverage would lead one to expect. Nevertheless, 
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 the voices of conservative evangelicals were the loudest and best organized 
and thus came to be viewed as speaking for the entire group.

Finally, the contemporary version of conservatism was fueled by the 
conviction among conservative businessmen and other white middle-class 
citizens that the role of the national government in American society was 
growing too large. Far from accepting the New Deal as fait accompli, the 
early conservative standard bearer, Senator Barry Goldwater, of Arizona, 
argued that it had gone “too far” and needed to be curtailed. He viewed 
his opposition as not only consisting of Democrats but of moderate 
Republicans who, in the view of Goldwater and his followers, were too 
accommodating to the liberal ideology and programs of the Democrats 
(Schoenwald 2001). Goldwater’s overwhelming defeat by Lyndon Johnson 
in the presidential election of 1964 tended to obscure the signifi cance 
of his movement in introducing a new, militantly conservative element 
to political activism within the Republican Party. This element would 
connect with prominent conservative intellectuals and form an audience 
for their strong critiques of the New Deal and the Great Society. Although 
conservatives’ support of Richard Nixon’s successful bid for president in 
1968 represented a compromise with a moderate, pragmatic candidate, 
they continued to generate energy and ideas that would form the base for 
a growing conservative infl uence within the party.

Pierson and Skocpol (2007) provide convincing evidence that the period 
from 1960 to 1990 was an era of the steady, overall expansion of the role of 
the national state in American life, despite conservative successes in rolling 
back certain programs. More areas of life were regulated, and more distinct 
groups of Americans were assisted by federal programs than had ever been 
in the past. This steady expansion of government fueled the intensity of 
conservative resistance, and their positions hardened to preclude almost 
any constructive role for the federal government in addressing social prob-
lems. They developed a network of conservative think tanks that produced 
research supporting their categorical antigovernment stance. They also 
learned that they could disseminate stories and statements purporting 
to demonstrate the total incompetence of government, fi rst through talk 
radio and later through the Internet. The empirical basis of many of these 
stories was weak to nonexistent, but they were widely accepted as gospel 
by those whose beliefs they reinforced.

It is not surprising that American business leaders would resist the 
expansion of regulatory programs that constrained their business decisions 
and of redistributive programs that increased their tax burdens. However, 
as noted earlier, the development of hard-line conservative positions 
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 and their movement into the mainstream of the Republican Party was 
also infl uenced by important changes in the nature of capitalism. The 
globalization of markets favored more conservative capitalists who were 
willing to ruthlessly cut costs by resisting union demands, by fi ghting 
regulations, or by moving jobs elsewhere. In addition, the shift in the 
American economy from traditional manufacturing to services and high 
tech industries favored the South and West, in part due to the concentra-
tion of massive defense spending (which spawned technology) in those 
areas (Mollenkopf 1983). As the political and economic power of these 
regions increased, it was to be expected that their more conservative atti-
tudes would move to the fore in national politics.

As many authors have pointed out, it is quite possible to be economically 
conservative and socially liberal. The libertarian strain in conservatism, in 
which government interference both in the economy and in the private 
lives of citizens is opposed, has provided a strong and vigorous minority 
voice. Nevertheless, many conservatives fi nd a deep connection between 
social and economic conservatism. Both support an established social 
order in which those who work hard are rewarded, and those who don’t 
must suffer the consequences. The fact that many conservatives work in 
innovative, rapidly changing industries does not alter their opposition 
to change at the social level. As Thomas Frank (2004) has suggested, a 
religiously sanctioned economic and social conservatism provides a clear 
identity for ordinary people. It is an identity that stands in clear opposi-
tion to the identity that is typical of liberals (Hetherington and Larson 
2010). Liberal efforts to woo voters away from this identity through purely 
economic arguments have often proved unsuccessful.

Summary

The liberal and conservative polarities just described have strongly 
shaped the political debate and the policymaking process since the 1930s. 
However, as a result of the social and economic changes just described, 
the late twentieth and early twenty-fi rst centuries found both ordinary 
citizens and political elites more strongly polarized into competing ideo-
logical camps than in previous decades. Liberals and conservatives now 
disagree not only on values but on their basic narratives as to how the 
system works and should work. Each of these camps tends to be dominated 
by more privileged middle- and upper-middle-class voters, since poor and 
working-class voters are no longer as effectively mobilized as they were in 
the nineteenth and early twentieth centuries. Those in the working class 
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 who are mobilized are often pulled in the conservative direction by their 
cultural values, while they are also pulled in the liberal direction by their 
economic concerns, so that neither the Democrats nor the Republicans can 
assert an exclusive claim to be a truly working-class party. Conservative 
opposition to any government programs that seek to ameliorate inequality 
has become more rigid and absolute, while liberals have become more 
ambivalent in their support for such programs. This polarized atmosphere 
does not encourage broad new initiatives to help the poor, including those 
relating to housing.

Part II—Housing Policy and Ideology: 
Multiple Frames of Reference

As suggested in chapter 1, the application of the liberal and conservative 
orientations just described to a particular policy area is shaped by the 
unique traditions, values, and interests associated with that policy area. On 
the one hand, one can predict that the responses of liberals or conservatives 
to housing policy will be similar to their responses in other policy areas. On 
the other hand, housing policy has its own history, which infl uences any 
given decision. Programs are proposed, debated, implemented, evaluated, 
and either maintained or rejected. Each stage of the process is infl uenced 
greatly by what has gone before, that is, by the success or failure attributed 
by various actors to various programs.

Yet, delineating the values that influence a policy area is never a 
simple process. The notion of policy areas suggests that the activities of 
government can be meaningfully divided according to the substantive 
problems at which these activities are directed, such as, for example, 
transportation, defense, health, housing, etc. However, the numerous 
problems faced by individuals and communities are interdependent, 
and a program usually cannot define and address a particular problem 
without also affecting many related problems. Such multiple impacts 
are often the result of deliberate attempts by decision makers to please 
diverse groups with a single program, or they may be unanticipated 
consequences of the complexity of problems. In either case, both the 
way in which a policy subsystem evolves and the way in which national 
leadership of varying ideological persuasions may view specific programs 
are greatly influenced by the sets of problems or issues seen as forming 
the context of a particular program. If the primary goal of a program is 
seen as X, that program may be linked, in the eyes of decision makers, 
to a whole set of values and assumptions about programs of X-type. If a 
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 program is viewed as primarily directed at Y, another set of assumptions 
related to Y-type programs may influence them. Policy subsystems often 
contain different sets of actors who view the same programs as X or Y, 
a fact which can either weaken or broaden program support, depending 
on the circumstances.

Therefore, if the impact of broader ideologies on policy outcomes is to 
be fully understood, one must look at the various contexts or frames of 
reference within which a given policy or program has been viewed. The 
intended and unintended consequences of programs often cause them 
to be linked with more than one set of problems simultaneously, and 
broadly shared ideological assumptions may be applied to programs in 
different ways, depending on the primary frame of reference in which the 
program is being viewed at any given time. In the case of housing policy, 
there are three frames of reference within which housing programs have 
been viewed. First, housing has been viewed as one of a set of programs 
subsumed under the label social welfare policy. Second, housing has been 
viewed as a community development policy. Finally, housing policy has been 
viewed in the larger context of macroeconomic policy which has infl uenced 
a wide range of government programs. In the next few pages, these frames 
of reference will be described in general terms, as a preface to the more 
detailed analysis in later chapters.

The Social Welfare Context

A social welfare program may be broadly defi ned as any program that 
utilizes public resources, in the form of direct fi nancial aid, in-kind assis-
tance, or publicly funded expertise to alleviate problems confronted by 
individuals and families which are considered beyond their capacity to 
deal with on their own. Since housing has traditionally been viewed as 
one of the basic elements of a minimum standard of living (along with 
food, clothing, medical care, and education), decisions concerning housing 
programs have been heavily infl uenced by the overall history of social 
welfare efforts.

Though social welfare programs serve other groups in the population, 
the poor are their most frequent targets. Therefore, U.S. cultural and 
political orientations toward poverty play a major role in shaping the 
scope, design, and implementation of such programs. The central problem 
of poverty may be briefl y stated in the following way. The natural workings 
of the labor market—that is, the way it allocates resources to individuals 
in the absence of intervention by government or other authoritative 
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 institutions—provides vastly unequal material reward for various roles in 
the process of production and virtually no reward for nonparticipation. 
People at the lower end of this reward structure cannot afford the level of 
consumption of basic goods and services that society defi nes as adequate. 
Therefore, a group of people exists who, in their own eyes and in the 
eyes of others, are impoverished. Material deprivation is accompanied by 
social and psychological stress, contributing to above average incidence of 
psychological disorders and social confl ict among this group.

The size and composition of the group labeled the poor has changed 
substantially over time. While the overall distribution of wealth in the 
United States has stayed relatively constant since 1900, rapid increases 
in productivity have brought about a general increase in the standard of 
living. Yet, a substantial group remains at a level of existence far below that 
of the majority—the “other America” that Michael Harrington brought 
so forcefully to the nation’s attention (Harrington 1971). Housing falling 
below widely accepted minimum standards has always been a signifi cant 
and visible feature of poverty.

The central beliefs of the capitalist ideology have as a major corollary a 
justifi cation of the social inequality created by the market economy. Two 
arguments are central to this justifi cation. One stresses the necessity of 
poverty as an element in the stable functioning of the economic system. 
In this view, the threat of poverty serves as an incentive for individuals to 
contribute their labor to the economic system and to advance within its 
hierarchies. Without such a threat, the productivity of the system declines, 
resulting in a smaller “pie” for the whole society to divide. Also, the price of 
labor (particularly unskilled labor) is kept low by the threat of even worse 
deprivation as a result of unemployment. This, in turn, reduces the cost of 
goods and services to the rest of society.

Another central argument relates to the justice of poverty as a fate 
befalling individuals. This defense rests on the premise that impoverish-
ment is a result of the individual’s lack of character and discipline—an 
unwillingness to make the effort necessary to advance or a cynical attempt 
to take a free ride at the expense of society. Such a justifi cation is, of 
course, closely related to a more sweeping defense of the whole system of 
inequality. Not only do the poor deserve to be where they are, but those at 
higher rungs of the economic ladder are there because they have exhibited 
hard work and strength of character. Therefore, they deserve to enjoy 
the fruits of their labors undisturbed by governmental redistribution or 
by guilty consciences. In addition, those at the highest levels may justly 
exercise a disproportionate share of economic, political, or social power 
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 due to the wisdom and virtue which their position purportedly refl ects 
(Lewis 1978).

For many Americans, hostility toward the poor extends beyond an intel-
lectual defense of inequality to include a visceral dislike of the poor as a 
group. Many undesirable traits are attributed to them, including laziness, 
slovenliness, dishonesty, an inability to plan for the future, and a propen-
sity to drug addiction and violence. These perceptions are used not only 
to justify resistance to social welfare, but also to justify the geographic and 
social isolation of the poor. In addition, the process of defi ning one’s own 
status in the U.S. system of stratifi cation is often linked to the ability to 
limit the social interactions of self and family to persons of equal or greater 
socioeconomic status. As a result, if social programs such as housing subsi-
dies locate the poor in physical proximity to higher status groups, or enable 
them to enjoy a comparable quality of life, they are seen as a threat to the 
status of these groups.

Though there is no logically necessary association between hostility 
toward the poor and racism, the two are often closely linked in a circular, 
self-reinforcing thought process. Discrimination in employment leads to 
disproportionate concentrations of African Americans and Latinos among 
the poor, which leads, in turn, to an association between the characteristic 
black or Latino and the negative characteristics attributed to the poor. 
This association leads to further discrimination since it reinforces the 
belief that such groups lack the character or intelligence for higher status 
occupations. It also intensifi es demands for geographic and social isolation 
of poor persons who are members of racial or ethnic minorities, and the 
notion of providing services to the poor in general becomes associated 
with racial integration of those services (Ladd and Ladd 1991).

The attitudes just described are widespread in American society and 
affect political actors at both ends of the political spectrum. However, 
clear differences have emerged between liberals and conservatives as to 
how these cultural values have been interpreted and applied. In particular, 
the issue of the proper governmental response to the problem of poverty 
divides, perhaps more clearly than any other single issue, the liberal and 
conservative ideologies described in Part I. Therefore, a brief examination 
of these two competing attitude sets is necessary in order to understand 
clearly their impact on housing policy.

Conservatives are generally characterized by stricter adherence to the 
two central justifi cations for poverty just mentioned, in contrast to liberals 
who have qualifi ed their support for market-generated inequalities in 
important ways. However, what most clearly distinguishes the conserva-
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 tive position is the linkage of these justifi cations of inequality to a rather 
complex set of attitudes toward the role of government in solving social 
problems. The strict laissez-faire position stresses the potential economic 
ineffi ciency of any government role in the allocation of goods and services. 
However, as previously noted, this outlook is not the operational ideology 
of most conservative political actors. Instead, they tend to support govern-
ment interventions that protect or enhance the opportunities of market 
winners, while, in contrast, interventions that force market participants 
to reallocate resources in uncongenial ways receive the full force of the 
laissez-faire critique. Clearly, programs directed at alleviating poverty fall 
into the latter category.

The type of social welfare program that most arouses conservative 
resistance is one in which the government takes over a segment of the 
productive apparatus and becomes a direct provider of goods and services, 
thereby competing with the private sector. Nationalization of key industries 
or transportation facilities, the direct employment of surplus labor by the 
government, and publicly owned housing or health facilities have all been 
bitterly opposed on the grounds that they confer too much power on the 
public sector and are ineffi cient uses of resources.

Somewhat more acceptable have been programs in which the govern-
ment subsidizes private fi rms in order to make the provision of low-cost 
goods and services profi table. As shall be discussed in chapter 4, this form 
of housing subsidy program became very popular in the 1960s. Although 
arrangements vary from program to program, the basic design is as follows: 
the provider charges what is determined to be a fair market price for the 
item; the impoverished consumer pays whatever price governmental guide-
lines say he or she can afford; and the government pays the difference. Such 
programs are defended on the grounds that private entities can produce 
the desired goods with less overhead than public sector agencies. They are 
also defended on the grounds that they create less government bureau-
cracy, which is to say they confer less overall power on the public sector 
than would be the case under direct government control of production. 
Finally, such subsidies are said to provide additional economic benefi ts 
by stimulating production in key private industries. Subsidies to the poor 
become subsidies to market winners as well, thus bringing them closer to 
the type of governmental intervention acceptable to most conservatives.

Another major strand in conservative opposition to social welfare 
programs relates to the total resources devoted to such programs. Often 
the debate over programs to alleviate poverty hinges on the scale of such 
efforts rather than yes or no choices as to government involvement. If 
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 proposals appear too costly at the onset or are perceived as rising too 
rapidly in cost, they will be opposed vigorously. The criterion for what 
constitutes excessive costs is generally an incremental one, that is, costs 
must not surpass those of previous levels of effort by too much, too quickly. 
If so, the program is denounced as a drain on the treasury which the 
country cannot afford, often without regard for the relationship between 
the current level of expenditures and objective measures of the need for 
the program. Underlying such objections to increases in the scale of such 
programs is, of course, a desire to contain the power of the public sector 
and to limit the resources allocated by nonmarket mechanisms.

This emphasis on controlling the scale of government intervention 
introduces a paradox into the conservative stance on programs for the 
poor. Their basic belief that the individual’s status is determined by hard 
work and self-discipline would seem more compatible with programs that 
extend modest amounts of aid to individuals somewhat higher on the 
socioeconomic scale than the very poor. A blue-collar worker who puts in 
forty hours of hard work each week but whose wages do not provide the 
surplus necessary to cope with such problems as old age, illness, or layoffs 
would seem a more deserving recipient of aid than an unskilled, chroni-
cally unemployed member of the “underclass.” As a matter of historical 
fact, it was just such programs (Social Security, unemployment insurance, 
etc.) that became the largest and most permanent features of the U.S. 
welfare state, but this occurred over the bitter opposition of many conser-
vatives. Any attempts to broaden the base of benefi ts included in these 
original New Deal measures are resisted on the grounds that funds should 
be reserved only for those most in need. Also, recent concerns with the 
fi nancial soundness of Social Security have been utilized by conservatives 
to construct an argument for the radical restructuring of this program 
along private investment lines, even though it is not clear that privatization 
would solve (and it might even exacerbate) the system’s fi nancial woes.

The reason for this contradiction lies in the large amount of resources 
involved in offering even modest levels of benefi ts to the relatively better off 
members of the working and middle classes. Although these persons might 
be deserving, the broadening of aid to include them would involve the 
government in large-scale reallocations of national wealth. These enhance 
the power of the public sector and reverse market decisions in ways that 
are too extensive from the conservative point of view. Therefore, they have 
consistently argued for restricting federal programs in housing and other 
areas to those at the very bottom of the income scale, as a way to control 
their costs and to limit political support for such programs.
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 As the conservative movement gained momentum and intensity 
from the 1980s on, some conservatives began to question the value of 
any government assistance to the poor, no matter how limited in scope. 
Charles Murray (1984) wrote a best-selling book in which he argued that 
welfare payments perpetuate poverty by encouraging women without 
other economic means of support to have children. This argument relied 
on an oversimplifi ed image of welfare recipients as consisting mostly 
of long-term dependents, when in fact a majority of recipients were on 
welfare for relatively short periods of thme (Danziger and Haveman 2001). 
Nevertheless, this and similar arguments contributed to political support 
for the lifetime limits on welfare payments that were enacted in the welfare 
reform measure passed in 1996.

Although the prevailing cultural image of the poor has been negative, 
a number of strands in the U.S. cultural weave support the alleviation of 
poverty on moral or ethical grounds, and the contemporary liberal posi-
tion has arisen, in part, from these strands. First, the Judeo-Christian belief 
in the ultimate dignity and worth of each human being, regardless of social 
rank, has led to efforts by church leaders to encourage the privileged to 
extend aid to the poor. Second, the American belief in democratic equality, 
while generally applied only to the political realm, has been extended by 
many to include notions of government-protected equality of opportunity 
and of a publicly guaranteed fl oor under market-generated inequality. 
Finally, though socialism has never enjoyed widespread support in the 
American working class, the notion of a fair share of society’s wealth 
for those who help produce it has infl uenced the thinking of many of its 
leaders and their professional allies.

However, arguments of moral obligation by themselves rarely provide 
a suffi cient basis for winning political coalitions in favor of social welfare 
programs. One reason is that beliefs supporting inequality have such a 
direct and powerful link to the immediate interest of the business, fi nan-
cial, and professional elites who dominate policy formulation in the United 
States. Moral suasion alone has been insuffi cient to dislodge this link, 
especially when guilt about the poverty of others can easily be assuaged by 
piecemeal, paternalistic, private charity.

Another reason is that working- and middle-class citizens who have 
supported various egalitarian reforms tend to have ambivalent attitudes 
toward those below them on the economic scale. They often resent the 
taxes necessary to support social welfare programs, even when they agree 
with the ends of such programs in the abstract (Wilensky 1975; Free and 
Cantril 1967). In addition, they share with elites a strong belief in the work 
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 ethic, and they relate gains they have made to the self-discipline required 
by their own very real struggles.

To overcome these sources of resistance and gain broader support, 
advocates of social programs have, therefore, moved beyond moral suasion 
to strategies appealing more directly to the interests and concerns of 
economic and political elites and of the mass of working- and middle-
class citizens. They have created an alternative set of beliefs by which these 
groups can link their interests to those of the poor. The result has been the 
development of what Lawrence Friedman (1968) calls “social cost” justi-
fi cations. These arguments have in common an emphasis on the costs the 
suffering of the poor imposes on the rest of society. Thus, they represent 
a fundamental shift away from the older notion that poverty is benefi cial 
to society.

Three distinct types of social cost justifi cation can be identifi ed. The fi rst 
stresses the long-term threat to the stability of the economic and political 
system posed by the sufferings of the poor. According to this view, the 
frustrations of the poor incline them toward violent, socially disruptive 
behavior and make them receptive to the revolutionary appeals of radical 
counter-elites. Thus, those benefi ting from the system must be willing to 
limit its most fl agrant deprivation, even if it springs naturally from its 
underlying structure. Such an argument is especially appealing in times of 
system crisis, such as the Great Depression, when calls for radical alterna-
tives gain momentum.

The second social cost argument emphasizes the immediate impact of 
the deprivations of the poor on other members of society. In the nineteenth 
century, when infectious diseases such as cholera were still common, this 
argument stressed the direct link between pestilence bred in the slums and 
the health of the community as a whole. Later, as these threats receded, 
other themes were emphasized, such as reductions in crime and in the 
costs of institutionalizing the victims of poverty. With regard to housing, 
an essentially aesthetic argument was often used. Slums were described as 
physically ugly, blighted areas of the community which were an offense 
to the sensibilities and pride of the whole. Getting rid of slums was seen 
as a way of cleaning up the community which was presumed to benefi t 
slum dwellers as well, though in most cases they were simply displaced into 
other blighted areas.

The third social cost justifi cation views the individual in poverty as a 
potential human resource. The individual’s contribution to the produc-
tivity and well-being of society is, in this view, wasted by poverty. Moreover, 
this wastage results not from individual character fl aws but from material 
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 deprivation, a negative social environment (family, school, neighborhood, 
etc.), and psychological stress. The negative effects of all these factors 
should be counteracted by proper public intervention in order to maximize 
each individual’s contribution to their own and to the collective well-being 
(Waxman 1983).

Radical critics of these social cost justifications, such as Piven and 
Cloward (1966; 1971; 1982), point out that programs implemented 
with social costs as their rationale often contain strong elements of 
control and suppression of the poor behind a humanitarian facade. 
They ignore the structural causes of poverty within the overall system 
of labor utilization and treat individual characteristics of the poor as 
the primary causes of their status. Such a control element fits well with 
the basic appeal to the self-interest of groups other than the poor which 
is at the heart of social cost justifications. These approaches emphasize 
poverty as a problem of maintaining the larger social order, not the 
absolute value of the poor as human beings. Such a view also reinforces 
the status of those middle-class professions that have arisen to take care 
of such problems.

The social cost critiques of poverty just described form the core of the 
liberal justifi cation of social welfare. As Savitch (1979) notes, mainstream 
liberalism in the United States has stopped short of advocating fundamental 
changes in the market system. This tendency toward moderate reform can 
be traced, in large part, to the fact that the needs of the poor are usually 
expressed not by the poor themselves but by more privileged members 
of society on their behalf (Hays 2001). Liberal members of the politically 
active stratum have a stake in expanding services to the poor, but they also 
have a stake in the existing system of inequality, and they have close ties 
to those at the top of the system who provide the funds for research and 
service endeavors.

However, the historical record also shows that liberals have often been 
quite willing to expand social welfare and other forms of social engineering 
much farther than is refl ected in existing policies. Therefore, one must look 
at the political balance of forces between liberal and conservative coalitions 
to understand the limited nature of U.S. social welfare efforts, not just at 
the characteristics of liberals themselves.

The necessity of compromise puts both factions in the position of 
defending policy outcomes they regard as less than optimal. This, after all, 
is the nature of politics. However, compromise is, perhaps, more politically 
costly for liberals since it is they who are defending government action. 
Liberal politicians usually have to fi ght hard to get any sort of program 
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 put into place, no matter how limited in scope or design. Yet, the very 
limits they must accept make the program vulnerable to valid criticisms 
from other liberal scholars, journalists, and policy advocates concerning its 
design, administrative procedures, comprehensiveness, or equity. The ulti-
mate purpose of such critiques may be improvement or expansion of the 
program in question, and, to the extent that the analysis encourages effec-
tive political demands for change on the part of clients and/or stimulates 
legislators and administrators to initiate improvements, it may have the 
desired effect. At the same time, in a political atmosphere of elite dissensus 
as to just what the overall role of the public sector should be, such critiques 
may actually undermine political support for existing programs, rather 
than generate pressures for expansion.

This occurs in at least two ways. First, conservatives use such critiques to 
argue for the overall unworkability of the program and the consequent need 
to scrap it. Or, they may cite the problems of several programs in support of 
the even more global claim that government social welfare programs don’t 
work (Schwarz 1988). Second, while constant critical analysis by liberals of 
programs whose overall intent they support is an important and necessary 
part of experimentation and improvement, it also serves to create division 
and uncertainty within their ranks, making programs more vulnerable 
to curtailment or elimination. In the face of a dual onslaught from the 
left and from the right, defenders of existing programs are left on rather 
barren intellectual and emotional ground. Statements such as “It may not 
be perfect but it’s the best we could get” or “We know there are problems 
but look at the program’s successes” may be empirically accurate, but they 
hardly serve as clarion calls to political action on the program’s behalf 
(Mollenkopf [1983] applies this argument in a thorough and sophisticated 
way in his treatment of urban liberalism).

The above should not be construed as a suggestion that liberals 
stop making intellectually valid critiques of social welfare programs. 
To do so would not only be unethical but would surely invite even 
worse political disasters. Rather, it is to point out the precarious and 
ambivalent position in which liberals find themselves in their efforts 
toward greater government involvement in social welfare problems. As 
will be made abundantly clear in the following discussion of housing 
policy, our nation’s seeming inability to arrive at coherent government 
policies is not solely a result, as has often been suggested, of insufficient 
planning or information, but of the simultaneous existence of two 
intellectual and political struggles—one over whether government 
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 should get involved and the other over how public involvement should 
be organized and executed.

The Community Development Context

The second frame of reference within which housing policy has been 
viewed is that of community development policy. Community develop-
ment, in its broadest sense, is the total process by which a geographic or 
political entity improves the quality of its physical structures, its economic 
life, and its social relationships. However, the major issues in this arena 
tend to revolve around physical improvements and their interaction with 
other factors.

Housing policy decisions are infl uenced by this environment because 
housing is not just an item of immediate consumption or a service to 
particular families but also a physical resource. Since it occupies a large 
portion of the available space in the community, it shapes the qualitative 
and quantitative allocation of that space. Each dwelling unit is also linked 
to a package of neighborhood and community services and amenities that, 
in addition to the physical condition of the unit itself, help determine the 
quality of life for several generations of families. Thus, housing programs 
have become embroiled in a larger debate over the shape and direction of 
community growth.

Community development policy has been dominated by two distinct, 
but interrelated sets of issues. One consists of issues pertaining to the role 
of local government vis-à-vis the private sector in the control of economic 
growth and physical development. The other set of issues relates to the 
changing distribution of power between federal, state, and local govern-
ments as they have assumed differing roles in the local community 
development process. The latter is, of course, but one subset of a whole 
range of policy problems in intergovernmental relations, but community 
development issues have raised intergovernmental confl icts more clearly 
and forcefully than many other issues.

Ideological divisions among elites are not as clear with regard to commu-
nity development issues as with social welfare issues. As shall be shown, 
community development policies tend to be pursued by different groups 
for different reasons. However, a clear division has emerged with regard to 
the proper direction community development should take. Most liberals 
and most conservatives have, since the New Deal, supported some federal 
role in community development activities, but they have differed as to the 



46 The Feder al Government & Urban Housing

 nature of that role. These liberal/conservative differences are an important 
part of the environment in which housing policy has been formed.

The community development process in the United States has been 
primarily in private hands from the earliest days of settlement. The rate at 
which cities have grown, the allocation of the physical space they occupy, 
and the distribution of the benefi ts of development among the popula-
tion have largely been determined by private economic decisions based on 
market considerations (Chudacoff and Smith 2000; Savitch 1979). Never-
theless, public services and amenities have always been seen as a necessary 
element in this growth.

In the mid-nineteenth century, many U.S. cities began to grow rapidly. 
The massive infl ux of immigrants and the rapid pace of economic develop-
ment required new investments in public services such as transportation, 
utilities, and police, even though the services expected of government 
were much more limited than today. In response to the stresses of growth, 
political machines formed in many cities, with leaders who “coordinated” 
the development of public services through bribery and kickbacks, 
enriching themselves greatly in the process. This form of extralegal 
centralization enjoyed the support of business interests for a considerable 
period. However, as business began to change from the entrepreneurial to 
the professional managerial style, a new breed of managers and profes-
sionals became increasingly frustrated with the corrupt, personalistic style 
of machine rule. Tired of paying the fi nancial price and eager to apply to 
government the same principles of scientifi c management to which they 
aspired in private endeavors, they supported the municipal reform move-
ment which greatly reshaped local politics early in the twentieth century 
(Judd and Swanstrom 2010).

Business and professional leaders pushing for reform often received the 
support of middle-class social reformers who wanted to improve living 
conditions and opportunities for the poor. These reformers saw the bosses 
as exploitative, in spite of their ostentatious charitable endeavors. Yet, the 
leadership of reformed cities often proved even more insensitive to the 
needs of the poor and working classes than the bosses. Defenders of reform 
institutions spoke of a unifi ed public interest for the whole community, 
but, in fact, the new institutions were dominated by upper-middle- and 
upper-class groups who closely identifi ed the public interest with their 
own interest in economic growth. The concepts of minimum government 
and sound fi nancial management they advocated often meant an absence 
of services to the poor.

Lawrence Friedman (1968) has documented the attempt early housing 
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 reformers made to utilize this notion of a community interest in the shape 
of development. According to Friedman, Jacob Riis and other early advo-
cates of housing for the poor borrowed a term from biology—blight—to 
describe slum conditions. This term implied that slums were a disease 
that threatened the whole community, just as blight on one branch of a 
tree could soon spread to the whole tree. Yet, in the hands of business-
oriented elites, the concept soon came to focus on the physical existence 
of the slums, not the problems of the people inhabiting them. The goal of 
removing blight was used to justify physical destruction of the slums with 
little regard for the fate of their inhabitants.

These conflicting uses of the term blight highlighted the conflicting 
values which physical planning and other deliberate public efforts at 
community development would come to serve. In one sense, such efforts 
contradicted the laissez-faire notion of city growth. The forerunners of 
the modern planning profession, people such as Frederic Law Olmstead 
and Daniel Burnham, dreamed of transforming the crowded hodge-
podge of the market-generated city into planned, orderly, convenient, 
aesthetically pleasing communities. For example, in carving Central 
Park out of Manhattan’s crowded street grid, Olmstead clearly went 
against the land use that market forces would have dictated, in order 
to create open space and greenery for city dwellers. And, other early 
planners optimistically predicted that physical improvements would 
alleviate the social problems of the poor. Thus, professionals involved in 
physical planning seemed to share a common goal with those involved 
in expanding social welfare programs, namely, the need for conscious 
public modification of market outcomes in order to benefit society as 
a whole (Mohl and Richardson 1973).

In another sense, the kind of professionalization involved was quite 
different from the commitments to social reform that gradually evolved 
among other groups. Although both contravened strictly market-driven 
growth (which allocates space to the highest bidder and rewards each 
citizen according to the market value of his or her labor) physical planning 
is an intervention that clearly reinforces the interests of most economic 
elites.

First, it fits their notion of civic pride, in that planning can easily 
justify the creation of showy public facilities and open spaces which 
improve the community’s image and attractiveness to new investment. 
Attractive public spaces and facilities are utilized to sell potential inves-
tors on the desirability of living and doing business in the community. 
Also, certain planned public developments, such as sports stadiums 
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 housing professional teams, are designed to signal that the community 
has “arrived” as a major hub of commerce.

Second, physical planning can be used to meet the need for some 
rational ordering of public services, facilities, and land use to support 
private economic development. Thus, zoning was transformed from a 
tool for orderly growth to a tool for excluding “undesirables” from certain 
neighborhoods, and for the strategic enhancement of property values. 
Even transportation and utilities planning became the design of streets and 
sewers to serve areas already developed by private enterprise (Chudacoff 
2000). Social welfare programs, in contrast, present a more direct challenge 
to ideological justifi cations of inequality, and their long-term contribution 
to the stability of any given community is often not so readily apparent.

Thus, a liberal/conservative split emerged over the scope and direction 
of community development. Strict, laissez-faire conservatives have been 
reluctant to support any active government role, even in physical plan-
ning and redevelopment (Anderson 1964; Welfeld 1974). However, many 
otherwise conservative actors, who oppose social welfare measures, support 
such a governmental role as a justifi able subsidy to private investors. These 
supporters believe that public community development programs should 
have economic growth as their main objective, even when that imposes 
costs on lower-income persons.

Liberals, too, have supported the use of public funds for physical 
planning and economic development, and in administering the nation’s 
first major community development program, urban renewal, some 
politically liberal local leaders proved very insensitive to the needs of 
the disadvantaged. Nevertheless, the overall thrust of liberal action with 
regard to community development has been to urge that it directly 
address the needs of the poor, in addition to serving general economic 
development needs. As shall be shown in chapter 6, this liberal/conser-
vative struggle became very important in the later years of the urban 
renewal program, and it shaped the debate over the uses of Community 
Development Block Grant funds.

Debates over the role of local government in community develop-
ment can be traced to the nineteenth century, but, prior to the Great 
Depression, most participants in these debates saw no legitimate role 
for the federal government in the process. During this crisis, in contrast, 
many cities were gripped by social, physical, and financial problems far 
exceeding the capacity of local governments to respond. The federal 
government was the only entity with sufficient resources to deal with 
long lines of the unemployed or to provide needed public works when 
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 most city treasuries were nearly empty. Nevertheless, this increased 
federal role went against a long tradition of decentralization in U.S. 
politics. The defenders of this tradition, while unable to block federal 
involvement, influenced it profoundly.

The notion that state and local governments are closer to the people 
than the federal government has been a staple of U.S. political rhetoric 
throughout most of the country’s history. However, it was James Madison 
who, in making his case for a strong federal government, fi rst warned that 
smaller units of government might be more easily dominated by a single 
faction which could then guide governmental decisions exclusively in its 
own interest (Cooke 1961). Grant McConnell (1966) expanded this line 
of thought, arguing that privileged groups have an easier time control-
ling political decisions in smaller, decentralized units of government. The 
elite in each unit is more homogeneous, facilitating communication and 
the formulation of common interests. Also, the unit is more likely to be 
dominated by one or two major economic activities, which control most 
of the resources for public action. Conversely, people whose resources are 
small are weakened by their inability to join with large numbers of others 
in a common cause.

Another reason why political decentralization tends to benefi t economic 
elites, emphasized by Peterson (1981) and Mollenkopf (1983), is the 
increased bargaining power which large economic entities have vis-à-vis 
government. As the U.S. economy has developed, the private sector has 
become more and more international and interdependent in scope. While 
even a large fi rm incurs substantial costs in moving its operations, the fact 
remains that economic units are mobile in relation to units of government. 
This forces states and localities to compete for economic development. In 
order to stimulate local growth, governments must strike a bargain with 
private entities favorable enough to attract and keep them. Of course, 
important parts of the bargain are not controllable by local government, 
such as climate and proximity to markets; but this makes them even more 
eager to manipulate those they can control, such as taxes, subsidies, and 
regulations. This weak bargaining position makes it very diffi cult for any 
locality to impose costs or regulations on the private sector, no matter 
how well such measures might serve the needs of local citizens. Only the 
federal government is in a position to impose strong, uniform regulations 
or obligations which fi rms cannot avoid by moving out of town or out of 
state (although even federal leverage is increasingly reduced by their ability 
to move out of the country altogether).

It is, therefore, no accident that the lines of political division over the 
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 issue of centralization versus decentralization closely parallel the liberal/
conservative split over the role of the government in altering market deci-
sions. Even though the economic crisis of the 1930s shifted the American 
elite consensus to support some federal involvement, the liberal/conser-
vative split soon reemerged in a slightly different form around issues 
concerning the extent and direction of such involvement. Conservatives 
continued to oppose programs that aided the poor, such as public housing, 
but many became more willing to accept physical development aid that 
reinforced existing market tendencies, provided that such aid was admin-
istered locally, and so did not interfere with local elite prerogatives or 
alter program benefi ts in favor of the disadvantaged. Liberals, in contrast, 
supported both physical redevelopment and social welfare efforts. They 
were willing to accept greater federal planning, guidance, and fi nancing 
of local efforts as a means to ensure more equitable treatment for those 
disadvantaged by the market.

On the other side of the coin, states and localities are sometimes inclined 
to take a more pragmatic and less ideological approach to social and 
community problems than are national political leaders. At the local level, 
it is often possible for people of different political persuasions to agree on 
concrete solutions to concrete local problems. For example, a conservative 
business owner may be philosophically opposed to government assistance 
to the poor, but he or she can agree to support a housing project that is 
publicly subsidized because it “cleans up” a low income neighborhood, 
thereby enhancing the community’s overall image. As shall be shown, this 
pragmatism allowed states and localities to assume a greater leadership 
role in housing for the poor when the federal government greatly reduced 
its support.

The Macroeconomic Context

The third frame of reference which has infl uenced housing policy, along 
with virtually every area of governmental activity, is that of macroeconomic 
policy. Since the Depression, and even more since World War II, the federal 
government has assumed the responsibility of deliberate macroeconomic 
intervention, in order to minimize the peaks and valleys of prosperity and 
recession to which the market economy is subject. This larger environment 
interacts with housing policy in three ways:

• First, since virtually every actor in the system feels a strong stake in 

the outcomes of economic policy, the struggle between liberals and 
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 conservatives over the proper macroeconomic interventions frame 

their struggles in more narrow policy areas.

• Second, the behavior of the economy as a whole, whether in response 

to its internal dynamics or in response to government intervention, has 

a direct impact on the housing sector of the private market. Long-term 

economic trends, such as infl ation, greatly affect the availability and 

cost of housing. Moreover, as these trends interact with broad social 

and demographic trends in urban communities, they create different 

problems for different segments of the population. These problems, in 

turn, have an infl uence on the kinds of federal housing policies that 

appeal to decision makers.

• Third, as the economic crisis of 2008–2011 has illustrated, investments 

in housing and in housing credit instruments constitute a large sector 

of the economy, so that downturns or restructuring in this sector can 

have a negative effect on the entire economy.

Fiscal and Monetary Policy

As a result of the Great Depression, the ideas of British economist John 
Maynard Keynes became widely accepted as a basis for policy in the United 
States and elsewhere. Keynes argued that public expenditures and taxation 
could be used to dampen the swings of the market economy from periods 
of rapid growth and infl ation back to periods of recession and job loss. He 
believed that it was acceptable for a government to run a modest defi cit, if 
that was necessary in order to provide such countercyclical interventions. 
In addition to wide acceptance of the Keynesian notion of fi scal policy, the 
idea that government could and should manipulate the money supply in 
order to address the twin evils of infl ation and stagnation also came to be 
widely accepted. In the 1950s and 1960s, fi scal and monetary policies were 
seen as two powerful and valuable tools for preventing future depressions 
of the scale that occurred in the 1930s.

The conservative ideology includes a visceral dislike of most of the 
activities and expenditures of government, with the exception of defense 
spending. To most conservatives, taxes are always “too high” and govern-
ment programs are always “wasteful.” Therefore, the notion of utilizing 
public expenditures in a countercyclical fashion has always been at odds 
with conservatives’ basic inclinations. In the post–World War II era, 
Keynesian fi scal policy displayed a degree of success, and a bipartisan 
consensus appeared to have formed behind its use. However, economists 
such as Milton Friedman began laying the groundwork for a conserva-
tive counterattack, in which it was argued that governmental intervention 
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 should be minimal and should be centered on monetary, rather than fi scal 
policy (Immergluck 2004).

During the 1970s, the economy presented a new and less tractable set 
of problems. Up until this decade, fi scal policy had been guided, in part, 
by the Philips Curve, which described a trade-off between infl ation and 
unemployment. When unemployment rose to unacceptable levels, govern-
ment would stimulate the economy with additional spending, until the 
point at which economic growth would begin to produce infl ation. At that 
point, fi scal policy makers would rein in public spending in order to slow 
the economy down. During the 1970s, this trade-off ceased to work as 
predicted. High levels of infl ation began to coexist with high unemploy-
ment in a pattern known as “stagfl ation.”

Stagfl ation had multiple causes. The most important was the slowing of 
economic growth as the postwar economic boom enjoyed by the United 
States came to an end. The economies of Western Europe and Asia had 
recovered and were competing with American fi rms for both domestic and 
international markets. This slowing of growth meant that incomes were 
not rising as fast, so that taxes were seen as an increasing burden by the 
middle class and above. In addition, productivity growth also slowed. This 
meant that raises given to employees did not always match their increases 
in productivity, and, therefore, that wage increases tended to have a more 
infl ationary impact. In addition, the politically motivated embargo by oil 
producers in the Middle East raised the cost of an essential input into 
the productive process, energy, at a time when prices were already being 
pushed upward by other forces.

The resulting loss of confi dence in standard fi scal tools reignited the 
debate over what the government’s economic role should be. The stag-
fl ation debate coincided with the rapid expansion of both social benefi t 
programs and the regulatory activities of government. Rather than attack 
these new programs on their individual merits, conservatives constructed 
an argument that the overall level of public taxation, spending, and regula-
tion were to blame for the economic troubles of the era. In this view, taxes 
and regulations depress productivity, while public spending stimulates 
infl ation. As infl ation and interest rates soared in the late 1970s, this argu-
ment began to fi nd a receptive public audience. The Republican candidate 
for president in 1980, Ronald Reagan, argued that most of the nation’s 
economic problems could be laid at the feet of “big government.”

In the 1980s, fi scal policy took a different turn, one that was not the 
preferred outcome for either liberals or conservatives. President Reagan 
pushed through substantial tax cuts, but the political popularity of many 
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 domestic programs (plus Democratic control of the House of Representa-
tives) forced him to accept much smaller spending cuts than he wanted. 
Meanwhile, he was substantially expanding defense expenditures. This 
combination of decreasing revenues and increasing overall expenditures 
led to rapid increases in the federal defi cit. Unlike the temporary defi cits 
linked to short-term fi scal stimulus that were envisioned by Keynes, these 
were structural defi cits, refl ecting a long-term gap between revenues and 
expenditures for the federal government. These defi cits were not created as 
the desired outcome of deliberate fi scal policy choices but rather were the 
result of the political stalemate between liberals and conservatives.

However, conservatives learned an important lesson from the 1980s. 
It was that capping revenues to the point of creating defi cits was a much 
more effective way of restraining liberal spending initiatives than tackling 
programs one at a time (Greider 1981). In previous decades, conserva-
tives had denounced defi cits as the product of liberal profl igacy and fi scal 
irresponsibility. Once they discovered that the ongoing large defi cits gave 
them leverage to oppose liberal programs, they began to lose enthusiasm 
for serious efforts to reduce the defi cit, especially if it meant tax increases. 
They continued to ritually denounce defi cit spending and to call for draco-
nian budget cuts to eliminate it, but in fact they saw defi cits as an effective 
way to derail new programs. Any liberal who proposed new spending for 
anything faced the hurdle that the government was already swimming in 
red ink.

The ability of conservatives to pursue this tactic was enhanced by the 
fact that defi cit spending did not have some of the dramatic negative 
effects on the overall economy in the 1980s that many economists had 
predicted. This was due to two other factors. First, the Federal Reserve 
acted to counter the infl ationary effects of the defi cit by tightening the 
money supply. In 1982, the Fed forced a recession through restricting the 
money supply but, in so doing, it effectively ended the threat of double 
digit infl ation that had arisen in the late 1970s. Infl ation has stayed at 
manageable levels since that time. Second, the crowding-out effect, in 
which federal borrowing makes less credit available to private borrowers, 
was muted by large purchases of U.S. debt instruments by other countries, 
such as China. During the 1980s, the United States was transformed from a 
creditor nation to a debtor nation, but this did not produce any immediate, 
visible harm to the economy.

 This lesson was carried forward into the administration of George W. 
Bush, from 2001 until 2009. Bush and the Republican majority in Congress 
enacted large tax cuts and then proceeded to incur even larger structural 
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 deficits than had occurred during the Reagan administration. They 
attempted to conceal the full extent of the defi cit by taking expenditures 
for the wars in Iraq and Afghanistan “off budget” when computing it, but 
they were, in fact, tolerating a huge structural gap. When the economy 
was on the verge of collapse in 2008, these structural defi cits made it more 
diffi cult to enact the kind of stimulus measures that were called for in the 
Keynesian model.

During the 1980s and 1990s, liberals continued to defend programs 
piecemeal, and, as Pierson and Skocpol (2007) document, they were 
successful in preventing conservatives from shrinking government to the 
extent that they desired. However, liberals were unsuccessful in projecting a 
convincing overall model of managing the economy that could counter the 
conservative message that “the government is the problem.” In fact, many 
centrist Democrats embraced the notion that the government’s role had to 
be reduced, and put forward a milder version of the conservative agenda. 
Polls showed that distrust of government was widespread, so that even 
though a majority of voters might agree with the liberal goal of helping 
those who are in need, expanding the government’s role proved a hard 
sell. President Bill Clinton’s spectacular failure to enact health care reform 
in 1994 is an excellent example of the operation of these cross-currents 
(Skocpol 1996).

Housing is affected by fiscal policy in several ways. First, because the 
demand for housing is highly dependent on the availability of credit, 
changes in interest rates can have an immediate, drastic effect on the 
housing market. For example, interest rates fell in the late 1990s and 
stayed low by historical standards through much of the next decade. This 
was helpful to the overall economy, but in the housing sector, it helped 
fuel rising demand and rising prices. People were encouraged to make 
highly leveraged purchases by both the low rates and the anticipation 
that the value of their property would increase. The resulting housing 
boom helped keep the overall economy healthy, but it set the stage for 
a precipitous collapse when favorable lending conditions changed.

Secondly, home purchases are subsidized by the federal government 
through the federal tax deductibility of mortgage interest and property 
taxes. The National Low Income Housing Coalition estimates, based on 
data from the Office of Management and Budget that the 2011 value of 
these tax breaks is $210 billion (National Low Income Housing Coali-
tion 2011, 38). During the 1980s, there was considerable discussion of 
the fiscal impact of “tax expenditures,” that is, tax deductions targeted 
at specific groups or specific activities, which many economists view 
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 as equivalent to the government granting money for these purposes. 
However, this issue has not entered actively into the fiscal policy 
debate since that time. These kinds of subsidies are politically popular, 
especially with conservatives, because they do not show up in the budget 
as expenditures, and they do not involve the creation of new public 
agencies to administer them. However, once they are established, tax 
deductions become entitlements, which are difficult to rescind, even 
when their costs rise rapidly. The mortgage interest deduction is one 
of the most costly of these tax expenditures, and it disproportionately 
subsidizes those at higher incomes. It also reduces the effective interest 
rate paid by purchasers, thus further stimulating demand for housing, 
especially at the high end of the price range. For example, a taxpayer 
in the 26 percent bracket who is paying a 5 percent nominal interest 
rate experiences an actual interest rate of 3.7 percent. Nevertheless, any 
attempt to restrict it would encounter stiff political resistance from both 
taxpayers and housing producer lobbies.

Regulatory Policy
Beginning in the Progressive Era of the early 1900s and continuing through 
the Great Depression of the 1930s, there was a great expansion of federal 
government involvement in regulating the fi nancial sector of the economy, 
in order to ensure the availability of credit for housing and economic 
development and to restrict speculative practices that can cause the entire 
economy to collapse. According to Dan Immergluck (2004) there were, 
by the end of the New Deal period, a wide range of regulations in place, 
including:

• Federal Reserve requirements that banks maintain minimum 

reserves;

• Federal Deposit Insurance Corporation protection for the accounts of 

individuals;

• A “fi rewall” between depository institutions and investment fi rms, 

created by the Glass-Steagall Act of 1933.

In addition, a number of regulations and subsidies had been enacted 
that were specifi cally targeted at housing fi nance:

• Federal subsidy and regulation of savings and loan associations, whose 

sole purpose was to fi nance housing;

• Creation of the Federal Housing Administration (FHA) program of 
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 mortgage insurance that fundamentally changed the way housing loans 

were made, from short-term mortgages to long-term, fully amortized 

loans;

• Creation of the Federal National Mortgage Association (FNMA, or 

“Fannie Mae”) to foster the development of a secondary mortgage 

market that would increase the liquidity of housing capital. (Immergluck 

2004, 19–51)

However, as memories of the Great Depression faded over the next 
three decades, so, too, support for the Depression-era regulatory structure 
began to erode. The fi rst big casualty was the savings and loan system, 
during the late 1980s. As infl ation took off in the late 1970s, and as interest 
rates rose with it, the federally restricted interest rates offered by savings 
and loans became much less attractive to depositors. These institutions 
requested a lifting of these restrictions and, as a result, they were able to 
offer higher interest money market accounts and certifi cates of deposit. 
They also lobbied for, and received, authorization to invest in commercial 
real estate, as well as housing. However, the lifting of these regulations 
was not suffi cient to counteract the loss of deposits, and many institutions 
suffered massive losses from risky investments in commercial real estate. 
The federal government stepped in with a $124 billion bailout that saved 
many investors, but over the next few years, the savings and loan system 
was largely absorbed by banks and other types of housing lenders.

During the 1970s and 1980s, the deregulation philosophy came to be 
enthusiastically endorsed by conservatives and many “middle of the road” 
liberals. A number of industries, such as airlines, were deregulated, and it 
was inevitable that pressure to deregulate fi nancial markets would follow. 
Among the most important deregulatory measures were:

• The federal override of state usury laws that limited the interest rates 

that could be charged to consumers;

• A federal law permitting interstate banking that led to massive mergers 

within the banking industry

• The repeal of the Glass-Steagall Act’s fi rewall between banking and 

other investment activities.

The effect of these measures, acting in combination with the growth 
of the secondary mortgage market, was to create a national, standardized 
market for mortgages. Historically, mortgage markets had been localized, 
and they depended on the intimate knowledge of the community and of 
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 borrowers that was held by local banks and savings and loans. From the 
1980s on, credit criteria and ratings became standardized, so that investors 
in a part of the country distant from where a loan was originated could 
feel confi dent as to its soundness. Standardization also encouraged a rapid 
increase in the popularity of mortgage-backed securities, which are bonds 
backed by revenues from bundled groups of mortgages. Securitization 
involved a partial transfer of risk from the initial lender to new investors. 
This factor, coupled with the elimination of usury laws, caused a large 
number of higher interest, higher risk, sub-prime loans to be introduced 
into the mortgage mix during the fi rst decade of the twenty-fi rst century.

Viewed from the perspective of the hindsight generated by the 2008–
2010 collapse of the mortgage market, the fl aws and potential risks of such 
a system are readily apparent. However, the embrace of the neoclassical, 
free market ideology by key decision makers blinded them to the risks. 
Friedman’s notion that fi nancial markets, when left alone, naturally achieve 
equilibrium and effi ciency was accepted as gospel, despite much historical 
evidence that such markets are unstable and require careful regulation. 
Even after the crisis, many conservative commentators tried to blame it on 
government action, rather than the increasingly risky behavior of private 
investors.

Post-Crisis Politics

President Barack Obama owed his election in 2008 to the economic 
crisis. Analyses of polling and voting data suggest that, in the absence of 
this overwhelming economic disaster, many voters’ reservations about 
Obama’s race and about his image as a very liberal candidate could have 
given Republican candidate John McCain the election (Campbell 2008). 
However, managing the economic crisis has proved extremely challenging 
for President Obama during his fi rst years in offi ce. As noted earlier, the 
structural defi cits left over from the Bush administration have meant that 
Obama’s stimulus spending, which would otherwise be a fairly modest 
Keynesian intervention, has produced defi cits that are an unprecedented 
share of GDP and that raise the concerns of some liberal economists, as 
well as conservatives. In addition, the economy did not respond quickly to 
the stimulus but remained in a sluggish growth pattern with ongoing high 
unemployment rates. This, in turn, threatened the credibility and political 
capital that Obama needed to push through his progressive legislative 
agenda.

During this crisis, the primary focus of concern in housing policy 
has been rescuing home owners that were experiencing foreclosure and 
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 stabilizing the mortgage lending process through new regulations. As 
shall be discussed in chapter 9 the impact of this crisis on housing for 
low income people has not received equal attention. Housing for the poor 
had not been a central feature of Obama’s progressive agenda, but it is 
likely that voters’ judgment as to his economic stewardship will affect 
his ability to address this issue, along with many others. Macroeconomic 
management issues are obscure to most citizens, but voters do judge 
presidents on their overall record of economic management. Therefore, 
the liberal/conservative struggle over a variety of issues will be profoundly 
affected by Obama’s perceived success or failure in this arena.



 

Introduction

In chapters 1 and 2, the political and ideological frameworks within which 
housing policy is created have been described. This chapter addresses the 
fundamental question of why housing is important to human existence. 
Public policy is not always directed toward meeting fundamental human 
needs; it may address symbolic outputs designed to provide citizens with 
a psychological sense of the legitimacy of the state or of recognition of 
their place in society. However, policy makers do put a great deal of effort 
into meeting what they perceive to be fundamental needs, and certainly 
housing policy has been guided by a sense that housing represents one of 
the essential elements in human existence. Therefore, in order to under-
stand housing policy decisions, one must understand clearly what human 
needs housing is expected to satisfy. This chapter will show that housing 
addresses a full range of complex human desires and needs. Each of these 
needs has come into play at various times as housing policies have been 
formulated and debated.

The previous discussion of ideology has shown that there are profound 
philosophical differences within American society as to how fundamental 
needs are to be satisfi ed. Should society be designed to maximize each 
individual’s pursuit of her or his own needs, with the market mechanism 
assuring an overall effi cient distribution of goods and services, or does 
society have a collective obligation to provide certain essential needs for 
people who lose out as a result of market outcomes? The answer to this 
question depends, in turn, on whether or not one views the satisfaction of 
the needs of individuals as fundamentally interdependent in ways that the 
market mechanism cannot fully capture. Therefore, the fi nal section of this 
chapter discusses the relationship between housing as a set of fundamental 
needs and housing as a market commodity.

Chapter 3

Housing and Human Needs

59
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Part I—Housing and the Hierarchy of Needs

What is a human need? Obviously, a full answer would take us into complex 
realms of psychology and philosophy that are far beyond the scope of 
this work. For current purposes, a serviceable, commonsense defi nition 
is adequate. At its heart, the concept of a human need is related to some 
element of human existence that people require in order to thrive and to 
fully develop their potential. If they are deprived of this essential element, 
they may still fi gure out ways to live productively, but their struggle to do 
so is much less likely to meet with success than when this need has been 
met.

Why is housing included in virtually any list of basic needs? The 
immediate and obvious need that human beings have for “a roof over 
their heads” might make the answer seem obvious or simple. However, the 
relationship between housing and human needs is far from simple, because 
housing simultaneously addresses (or fails to address) a variety of needs. 
As one examines housing policy, one continually encounters multiple 
needs that housing is intended to address. Therefore, an understanding of 
housing policy should be grounded in a theoretical understanding of this 
complex panoply of needs. This theoretical framework provides a point of 
reference as one navigates the complex currents of housing demands and 
policy responses.

In defining human needs in the way just described, one must acknowl-
edge the implicit normative content in this definition. Those who care 
about human needs generally do so out of a normative belief that it is 
“good” for the human needs of others to be fulfilled. One could take 
an alternative perspective (as many people do) that views life as a “zero 
sum” struggle in which one’s own need satisfaction is primary, even if 
it must be achieved at the expense of others. However, almost all world 
religious and philosophical traditions reject this purely self-centered view. 
Coming from a wide variety of perspectives, these traditions arrive at 
the similar conclusion that reciprocity and mutual care among human 
beings achieve much more positive outcomes for all individuals, in 
the long run. To look at it in terms of individual well-being, whatever 
sacrifice of one’s immediate desires is required to respect the needs 
of others “pays off ” in terms of one’s own long-term happiness and 
fulfillment. While a lot of empirical evidence to support this conclusion 
could be presented, it is in the end an ethical conclusion, based in part 
on a leap of faith that life will turn out better for all human beings if 
mutual concern prevails.



Housing and Human Needs 61

 Having acknowledged this ethical underpinning, one may then proceed 
to explore how basic human needs can be identifi ed and defi ned. Imme-
diately, one encounters the problem that statements of “need” are socially 
constructed. What individuals believe they need in order to survive and 
thrive is shaped by the culture into which they are born. For example, 
in the individualistic culture of the United States, most people would 
argue that children “need” the privacy of having their own bedrooms, 
especially as they get older, while in other, more communal cultures this 
level of personal privacy would neither be expected or desired. This social 
construction of needs is the root of the confusion that often arises over the 
boundary between needs and wants. If one defi nes a “want” as an expecta-
tion of some desirable future state, then clearly not all wants are needs. 
However, as cultures change and differentiate, the boundary between 
needs and wants constantly shifts. What was at most a vague aspiration or 
luxury at one point in history (for example, indoor plumbing) comes to 
be regarded a “basic necessity of life” at another time.

The fuzzy and culturally dependent nature of these boundaries should 
not, however, cause one to abandon the search for a defi nition of basic 
human needs. Intuitively, one can conclude that certain basic elements of 
life are more important than others in enabling human beings to live a full, 
meaningful life. What these elements are, and how a “meaningful life” is 
defi ned will vary from one culture to another, and how society is organized 
will also affect the ways in which needs are experienced. However, experi-
ence within a multicultural world suggests that some human needs are so 
fundamental as to transcend any particular cultural milieu. In addition, in 
looking at human needs within a particular culture, such as will be the case 
in this study of U.S. housing policy, it is perfectly valid to rely upon the 
values of that culture as a basis for framing needs, since it is those values 
that will shape the expectations of those who create and are affected by 
public policy.

Maslow’s Hierarchy of Needs

In the 1940s, psychologist Abraham Maslow developed his well-known 
“hierarchy of needs,” and his formulation quickly escaped the halls of 
academia to become a part of popular culture. In creating a hierarchy of 
needs, Maslow intended to show that the satisfaction of different types of 
needs is interdependent and that the satisfaction of certain needs, such 
as basic physiological needs, is primary (or, in Maslow’s terminology, 
prepotent) in that the individual cannot satisfy “higher” needs within the 
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 hierarchy unless the more basic needs have been satisfi ed. He did not argue 
that the progression was absolute. Humans can pursue different levels of 
needs at once and gain at least partial satisfaction of a higher type even 
when a more basic need remains unfulfi lled. However, he did argue that 
the individual could not fully satisfy the higher needs without underlying, 
more basic needs having been addressed, because the individual’s energy 
and attention will still be primarily engaged in satisfying the more basic 
needs. For some, the notion of a hierarchy might suggest that those needs 
at the top are in some sense “better” than the needs at the bottom. For 
Maslow, those at the bottom are more fundamental to human existence 
than those at the top, but humans only realize their full potential when 
they are achieving satisfaction at all levels (Maslow 1970; Madsen 1974).

Maslow’s fi ve categories provide a useful classifi cation of the range of 
drives and desires which shape human existence, and this classifi cation also 
highlights the interdependence of various types of needs. These categories 
have wide popular appeal precisely because most human beings can see 
that most of what they believe they need and want can fi t into one of these 
fi ve basic categories. In addition, one may observe that persons who are 
chronically unable to fulfi ll one of these sets of needs are often in despair 
and may experience multiple confl icts with other human beings. Therefore, 
Maslow’s categories form a useful basis for understanding where housing 
fi ts into the overall pattern of human existence. The provision of housing 
touches all fi ve of Maslow’s categories of need, and its role in serving all fi ve 
of these needs has been refl ected in many of the public policies designed to 
enhance the provision of housing.

What follows is a brief discussion of the ways in which the provision 
of housing impacts each of these categories. As each need is outlined, data 
on the current ability of the U.S. housing stock to provide that need will 
be presented. The end result will be a comprehensive look at the adequacy 
of the provision of the basic human needs addressed by housing in the 
United States.

Housing and Physiological Needs

Human beings share with many other living things the basic need to 
protect themselves from the extremes of the elements with some form of 
shelter. This need for shelter becomes particularly acute when the vulner-
able young are being nurtured. Our compassion is particularly touched, 
then, by people who must live out of doors without shelter or by people 
who seek shelter in places not designed for human habitation. However, as 
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 human housing has become more densely packed into limited spaces, and 
as housing provision has become more technologically sophisticated, the 
physiological elements of housing needs have become more complex than 
simply keeping out the elements (Goldstein, Novick, and Schaffer 1990). 
Consider the following elements of modern shelter and their relationship 
to physical well-being:

• Human health is related to adequate light and ventilation in a dwelling, 

a condition that is compromised by cramming dwellings together into 

small areas or by shoddy construction.

• Density exacerbates the problem of disposing of human waste and 

garbage in such a way that they do not spread disease. Basic sanitation 

thus becomes a crucial physiological element in housing. Proper waste 

disposal also links individual units to a complex, community-wide 

infrastructure that must be fi nancially supported by those receiving 

the services, including the management of the waste stream so as to 

prevent broader negative impacts on the environment and on public 

health.

• As housing has acquired more sophisticated heating and electrical 

systems, these systems can become a threat to human health (and even 

life) if not properly designed and maintained. A health threat can be 

specifi c to a particular unit—for example, carbon monoxide poisoning 

due to a faulty furnace—or it can be community-wide pollution created 

by power generation.

• The increasing use of synthetic construction materials has raised the 

threat of unhealthy chemical residues in housing units. Consider, for 

example, the long and costly struggle to remove lead-based paint, 

which can cause serious health problems for children, from houses 

built before 1978.

• The location of housing units in fl ood plains, in areas of poor drainage, 

or in areas contaminated by dangerous chemicals (for example, Love 

Canal near Buffalo, New York) also poses a threat to the health of their 

inhabitants.

During the fi rst half of the twentieth century, the U.S. Census designa-
tion of a dwelling as “lacking some or all plumbing” was useful as a proxy 
variable for identifying seriously inadequate housing. This classifi cation 
refl ected both the fact that indoor plumbing had become a basic compo-
nent of adequate housing and that many units still lacked that component. 
However, from the 1960s on, the number of units in that category began 
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 to shrink drastically, to the point where this designation was no longer a 
useful indicator of housing quality. Therefore, the Census Bureau included 
a range of other quality criteria in the American Housing Survey that it 
began to conduct in 1973. Among other things, it recognized that just 
because plumbing, electricity, and heating systems are present in a unit 
does not mean that they are in proper working order or that they pose no 
danger its inhabitants.

Out of the current list of conditions of dwellings utilized by the Amer-
ican Housing Survey, one may identify the following that are potential 
threats to the basic physiological needs of the occupants of a unit:

• Lack of complete kitchen facilities or lack of basic plumbing;

• Water that is not considered safe, or recent water stoppages;

• Recent (last three months) breakdowns in toilets or sewage disposal;

• Malfunctions of heating systems leading to an uncomfortable degree 

of cold;

• Repeated tripping of circuit breakers or blowing of fuses, indicating a 

dangerous or inadequate electrical system.

The data from American Housing Surveys covering the past ten years 
presented in Tables 3.1 and 3.2 suggest that of all occupied dwellings in the 
United States, only small percentages experience serious problems in these 

Table 3.1 Basic Housing Services by Type of Household: 1997–2007

  1997 1999 2001 2003 2005 2007

All occupied 
units

Lacking complete kitchen 2.3 1.7 1.5 1.5 1.6 1.6

Lacking some or all plumbing 1.2 1.4 1.3 1.3 1.2 1.1
 Water not safe 11.0 9.7 8.8 9.1 9.0 8.0

Black 
Householder

Lacking complete kitchen 3.5 3.0 2.5 2.6 2.7 2.5

Lacking some or all plumbing 2.0 1.9 1.9 2.0 1.8 1.9
 Water not safe 14.4 12.1 11.4 11.3 11.2 9.9

Hispanic 
Householder

Lacking complete kitchen 2.0 1.6 1.8 1.6 1.9 2.4

Lacking some or all plumbing 1.2 1.4 1.2 1.3 1.3 1.5
 Water not safe 14.3 14.8 15.9 18.3 17.9 18.5

Poverty 
Household

Lacking complete kitchen 8.6 5.6 4.8 3.4 4.2 4.0

Lacking some or all plumbing 4.7 4.3 3.8 3.1 3.2 2.6

 Water not safe 25.3 18.8 16.4 15.6 15.7 12.7

Source: American Housing Survey
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areas, and that most of these problems have declined in frequency since 
1997. However, African American and Latino householders experience these 
problems in considerably higher proportions than the white population, 
and much higher percentages of these problems are found among house-
holds with incomes below the poverty line. In 2007, 1.8 million households 
reported severe physical problems and 5.2 million households reported 
moderate physical problems with their dwellings (U.S. Census, 2007).

Housing Costs and Basic Needs

Because of the generally good condition of American dwellings, as reported 
in these surveys, many authors have described housing deprivation in the 
United States as primarily a cost problem, rather than a physical problem. 
That is, most families are able to obtain housing that is in reasonably good 
condition, but lower income families are forced to pay large percentages of 

Table 3.2 Breakdowns or Interruptions of Service: 1997–2007

  1997 1999 2001 2003 2005 2007

All 
Households
 
 
 
 

Water stoppage 4.3 4.4 3.8 3.4 3.2 3.4

Without working toilet — 4.5 2.8 2.1 2.0 1.9

Sewage disposal breakdown 1.3 1.8 1.4 1.5 1.0 1.3

Heating failure 7.7 6.1 6.7 6.9 6.7 8.2

Electrical breakdown 5.2 5.6 5.0 4.2 4.1 4.1

Black 
Householder
 
 
 
 

Water stoppage 3.9 3.6 3.7 3.3 2.4 2.9

Without working toilet — 4.7 4.9 3.5 3.3 3.8

Sewage disposal breakdown 1.4 2.5 2.7 1.9 1.3 1.7

Heating failure 10.9 9.6 10.2 9.5 9.2 10.0

Electrical breakdown 11.2 11.3 10.5 8.4 7.8 8.5

Hispanic 
Householder
 
 
 
 

Water stoppage 2.2 2.9 3.1 3.1 2.9 2.7

Without working toilet - 2.6 3.2 2.9 2.3 2.2

Sewage disposal breakdown 0.7 1.4 1.5 1.5 1.2 1.2

Heating failure 4.9 5.6 6.3 6.4 6.2 6.7

Electrical breakdown 4.6 5.3 6.2 5.8 5.6 5.3

Poverty 
Household
 
 
 
 

Water stoppage 8.5 8.1 6.6 5.0 4.8 4.2

Without working toilet - 7.3 7.5 5.1 4.4 4.6

Sewage disposal breakdown 2.0 2.9 2.8 2.4 1.5 1.6

Heating failure 17.3 14.6 14.2 12.0 11.8 13.3

Electrical breakdown 15.9 15.3 12.4 11.0 10.5 8.5

Source: American Housing Survey
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their income to obtain any housing at all. However, one may view this cost 
problem as posing a threat to basic physiological needs that are potentially 
just as serious as bad plumbing. This is due to the crowding out effect 
that such high housing costs have on expenditures for other basic necessi-
ties, such as food and health care. A family in poverty that is spending 60 
percent of its meager monthly income on rent in order to keep a roof over 
their heads may place its children at risk by feeding them an inadequate 
diet or by neglecting preventive health care. 

Figure 3.1 shows the average percentage of income that is expended for 
housing by American households, as reported in the American Housing 
Survey. For all households, the median percentage of income devoted to 
housing has remained in the modest 20 percent range over the last six 
American Housing Surveys. However, both African Americans and Latinos 
are paying higher percentages of their incomes for housing than the popu-
lation as a whole. In addition, persons with incomes below the poverty line 
were paying 45–46 percent of their income at the time of the two most 
recent surveys. This indicates a substantial cost burden for households 
with limited incomes.

Since the early 1980s, the federal criterion for housing affordability has 
been that a household should pay no more than 30 percent of its income 
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 for all housing costs combined. Table 3.3 shows the percentages of various 
population groups that are paying more than this proportion of their 
incomes. Several trends and relationships are clearly revealed by the data 
presented in this table:

• The total proportion of households whose housing costs exceed this 

threshold increased substantially between 1997 and 2007, from 26.2 

percent to 33.2 percent. There was a substantial dip in this percentage in 

the 2001 survey, conducted at a time when the economy was booming 

and incomes were higher, but the overall trend has been upward.

• Renter households bear a signifi cantly heavier cost burden than 

owner households. This is primarily due to their substantially lower 

incomes.

• African American and Latino households have cost burdens that are 

substantially higher than are typical for all households.

• In 1997, only about 30 percent of poverty households lived in housing 

that was affordable according to the 30 percent of income criterion, and 

Table 3.3 Cost Burdens: Percent of Households 
paying > 30 of Income for Housing1

 1997 1999 2001 2003 2005 2007

All occupied units 26.2 25.1 20.3 28.1 30.8 33.2

Owner Occupied 19.0 18.1 15.0 21.1 24.3 26.3

Renter occupied 42.0 41.2 33.3 45.5 47.6 50.7

Occupied units—
African American

35.6 35.0 27.8 36.9 40.1 43.8

Occupied units—
Latino

41.2 37.6 31.1 42.7 45.7 54.4

Occupied units—
Income Below Poverty

70.3 69.6 63.5 71.6 74.3 75.1

1These percentages exclude households paying 100% or more of income for rent, households 
with zero or negative income, and households paying no cash rent. In these cases, the actual cost 
burden is indeterminate. These exclusions affect a substantial portion of the households below 
the poverty line, thus making the proportion for this group somewhat uncertain. However, the 
exclusion of households over 100% and households with zero rent balance each other out to 
some extent, thus permitting the conclusion that the proportions reported here are generally 
accurate.

Source: American Housing Surveys 1997–2007
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 this had declined to approximately 25 percent in 2007. This remains 

the case in spite of the existence of several million federally and locally 

assisted housing units for low and moderate income families.

The notion of using a fi xed percentage of income as the criterion for 
excessive costs has come under criticism by some scholars as too simplistic. 
In his excellent analysis of the relationship between shelter costs and 
expenditures for other basic necessities, Michael Stone (2006) shows that 
different shelter costs have different impacts on families, depending on 
their composition and the amount that they must spend to obtain other 
essential items, such as an adequate diet and health care. For small families, 
the 30 percent criterion may overstate their cost burden, since their other 
expenses are lower, but for large families it may greatly understate the strain 
that providing housing makes on their resources, since such families must 
fi nd larger units (often a diffi cult and expensive effort) and must also pay 
more for other necessities. However, he argues that the relative infl exibility 
of housing costs frequently leads lower income families to sacrifi ce other 
necessities fi rst, in order to avoid homelessness. His larger point is that 
families experience “shelter poverty” any time that housing costs threaten 
their ability to obtain other essential elements of survival.

Physiological Needs and the Environment of the Dwelling

Yet another type of threat to physiological well-being can come from a 
dwelling’s immediate physical environment, as well as from the dwelling 
itself. The environmental justice movement has called attention to the fact 
that low income communities in general, and communities of color in 
particular, are disproportionately affected by hazardous waste dumps and 
other environmental dangers. When decisions are being made about the 
location of such sites, government and corporate decision makers look for 
areas where political power and resistance will tend to be less, and lower 
income areas fall into this category (Bullard 2008).

Recent major natural disasters, such as Hurricane Katrina (2005) and 
serious fl oods in the South and Midwest (2007 and 2008), have highlighted 
the importance of reasonable protection from severe weather as an impor-
tant element in the protection of life and health that is derived from the 
physical surroundings of one’s dwelling. No dwelling can provide absolute 
protection from catastrophic natural events, but in many communities 
throughout the United States, thousands of housing units are located in 
fl ood plains and other areas that present much higher than average risks 
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 to one’s life, health, and possessions. Not surprisingly, many (though by no 
means all) of these dwelling units are occupied by low to moderate income 
households, because the higher risk and overall lower desirability of such 
areas makes housing that is located there cheaper. Thus, when fl oods occur 
(whether induced by hurricanes or heavy rainfall) the lives and health of 
already vulnerable people are jeopardized. In the case of Hurricane Katrina, 
these negative effects were exacerbated by the appalling lack of priority 
given by governmental authorities to warning and then evacuating people 
in the lower income, predominately black neighborhoods of New Orleans 
(Bates and Swan 2007).

When the fl oods recede, questions are raised as to whether rebuilding 
should be allowed in these fl ood-prone areas. The answer given by federal, 
state, and local governments has increasingly been “No.” In one sense, this 
is benefi cial, because people are moved out of harm’s way from future 
fl ooding, and because ongoing federal investment in fl ood reconstruction 
is reduced. However, such displacement often reduces the already limited 
supply of modestly priced housing, and in some cases it obliterates entire 
low income neighborhoods. Individuals may receive suffi cient compen-
sation to fi nd adequate replacement housing, but the overall supply 
of affordable housing may be negatively affected. In light of the recent 
increase in severe weather events that has been linked to climate change, 
this type of housing problem may get worse in the future.

Housing and Safety Needs

Safety consists of the basic need to feel secure from violations of one’s 
person and possessions by others. This category obviously overlaps with 
physiological needs, in that, as noted above, the safety of one’s person is 
a fundamental biological imperative. Thus, fi re or fl ood safety in housing 
involves both the physiological need to stay alive and the emotional need 
not to be exposed to the danger of catastrophic loss. However, the element 
of safety in housing also involves other considerations than immediate 
physical well-being:

• The ability to control one’s interactions with others. Different cultures 

have different expectations concerning privacy, but the underlying 

issue is whether an individual can exercise effective choice concerning 

how and when to limit interactions with others (Dovey 1985). An 

important element of housing quality is the degree of control of 

internal and external interactions that it provides. Internal interactions 
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 occur with those that share the housing unit, and these are affected 

by the amount of space and the demarcation of space within a 

dwelling. External interactions are those between inhabitants of the 

unit and those outside it. Housing can provide either an effective or 

an ineffective physical barrier between its inhabitants and the outside 

world. External interactions are also affected by how the unit is situated 

in relation to common areas that are shared with residents of adjacent 

units. As Newman (1972, 1995) demonstrated, some common areas 

are “defensible space” that is under the effective control of surrounding 

residents, while others do not allow them to monitor or control the 

presence of outsiders who may mean them harm.

• The ability to keep one’s material possessions secure. Possessions 

require scarce resources to acquire, so that loss of key possessions can 

greatly affect one’s overall quality of life. In addition, possessions are 

psychological extensions of the self, so that protecting them is also 

protecting a piece of one’s identity. This is refl ected in the fact that 

people whose homes have been robbed often report a sense of personal 

violation that goes beyond the fi nancial losses involved in the robbery 

(Brown and Harris 1989).

Clearly, the satisfaction of safety needs by a dwelling is greatly affected 
by its neighborhood surroundings, as well as the physical characteristics 
of the dwelling itself. Even if one’s own unit is secure, this provides little 
comfort if one must be fearful every time one leaves it. The poignant, 
widely reported story of some elderly residents of Chicago who died during 
a heat wave because their fear of crime prevented them from opening 
their windows is an extreme example of neighborhood safety impinging 
on personal safety. When one inhabits a dwelling, one also inhabits its 
immediate surroundings, and these surroundings often have a profound 
effect on all levels of need in Maslow’s hierarchy.

The American Housing Survey contains a number of indicators of the 
overall quality and safety of neighborhoods in the United States. Data on 
these indicators are presented in Table 3.4. They include such items as:

• The perceived level of crime in the neighborhood and whether this level 

of crime is “bothersome” to the households reporting. (Note: in 2007 

this measure was changed to ask respondents just to report “serious 

crime” in their neighborhoods. Since these data are not comparable to 

previous years, they are not presented in Table 3.4.)

• Other “bothersome” neighborhood conditions including:
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 • The presence of boarded up buildings or buildings with bars on the 

windows in close proximity to the respondents’ dwelling units;

• The presence of trash and litter in the neighborhood as an indicator of 

the overall level of maintenance of public areas.

Table 3.4 Selected Neighborhood Conditions: 1997–2007

  1997 1999 2001 2003 2005 2007

All Occupied 
Units 

Crime bothersome 10.4 8.2 8.7 8.5 8.7 N/A

Other bothersome conditions 15.2 15.0 14.1 13.5 14.1 15.7

 Unsatisfactory shopping 16.7 16.4 16.1 16.0 16.3 0.0

 Nearby buildings with bars on 
windows

9.2 8.7 7.5 7.2 7.0 9.5

 Nearby buildings vandalized 5.0 4.9 4.7 4.6 4.7 5.1

 Trash/Litter/Junk 9.5 8.8 9.2 8.8 8.6 8.8

Black 
Householder

Crime bothersome 17.4 13.9 16.4 15.5 14.3  N/A

Other bothersome conditions 17.0 16.9 16.4 16.4 16.1 19.1

 Unsatisfactory shopping 19.5 18.3 18.0 16.9 17.3  N/A

 Nearby buildings with bars on 
windows

22.3 20.8 17.6 17.5 15.7 21.1

 Nearby buildings vandalized 13.2 12.0 12.5 12.0 11.5 12.1

 Trash/Litter/Junk 17.2 15.6 16.5 15.8 14.9 14.5

Hispanic 
Householder 

Crime bothersome 8.2 7.7 7.6 9.7 9.6  N/A

Other bothersome conditions 8.5 9.8 11.0 12.0 11.4 14.4

 Unsatisfactory shopping 6.8 6.9 8.5 8.7 9.2  N/A

 Nearby buildings with bars on 
windows

13.1 14.2 12.1 14.1 13.3 21.0

 Nearby buildings vandalized 4.3 4.7 4.3 4.9 4.6 5.7

 Trash/Litter/Junk 9.0 8.9 9.8 11.4 9.8 10.9

Poverty 
Household 

Crime bothersome 25.2 17.9 17.5 15.0 16.0  N/A

Other bothersome conditions 25.2 23.2 20.2 16.3 18.0 19.5

 Unsatisfactory shopping 37.1 29.7 29.0 24.2 24.3  N/A

 Nearby buildings with bars on 
windows

26.3 21.2 15.7 13.5 13.2 17.7

 Nearby buildings vandalized 16.6 14.2 12.0 11.3 11.3 10.6

 Trash/Litter/Junk 28.4 23.9 21.2 19.3 18.1 15.9

Source: American Housing Survey
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 The data in Table 3.4 show that all households experience a variety 
of neighborhood problems at higher rates than they do problems with 
their own dwellings. Crime, litter, vandalism, and security measures on 
windows present bothersome levels of disorder in a range of neighbor-
hoods. However, minority neighborhoods and poverty neighborhoods 
experience signifi cantly higher rates of all of these problems in comparison 
with the rates for all households. This coincides with higher rates of prob-
lems with individual dwellings to create much more serious problems with 
the neighborhood environment for these groups than for other segments 
of the population.

Crime rates are often viewed as a fundamental measure of the personal 
safety of the residents of a neighborhood, and urban crime rates have 
fluctuated considerably during the past four decades. However, the rate 
of reported crime reflects not only residents’ responses to immediate 
threats to their personal safety but also law enforcement priorities. 
For example, many cities experienced a dramatic spike in murders and 
other serious crimes during the 1980s, much of it related to struggles 
over control of the emerging market for crack cocaine, as well as more 
traditional drug markets. In response, federal, state, and local authorities 
intensified their “War on Drugs.” This war targeted not only perpetra-
tors of drug-related violence but many nonviolent drug offenders as 
well. More arrests, plus the imposition of mandatory long sentences, 
dramatically swelled the prison population in most states, and these 
arrests and convictions were disproportionately targeted at people of 
color. Thus, while authorities claimed they were making neighborhoods 
safer with their war, they were drastically harming the life chances of 
thousands of young male residents of these neighborhoods by funneling 
them into the criminal justice system (Agid 2007; Bertram, Blachman, 
Sharpe, and Andreas 1996).

The net result of such law enforcement practices was a dual threat to 
the safety of those dwelling in low income neighborhoods, especially those 
of color. On the one hand, these residents were the primary victims of the 
violent crime that did occur, and police efforts at protecting them from this 
violence were often either ineffective or overly draconian and oppressive. 
On the other hand, families in these areas were subject to the additional 
threat of the loss of (largely) male family members due to imprisonment for 
nonviolent drug offenses, a practice that frequently does more harm than 
good to both the incarcerated individual and the surrounding community 
(Mauer 2009; Alexander 2010; Weitzer and Tuch 2006).

Another item reported in Table 3.4 is the presence of convenient 
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 neighborhood shopping. At fi rst glance this might appear to be purely 
an amenity, but it can substantially contribute to or detract from the 
quality of life in the neighborhood. When this shopping affects access to 
the basic necessities of life, then it can be harmful to the physiological 
needs mentioned above. For example, many large supermarket chains have 
effectively abandoned low income urban neighborhoods, and those that 
stay often sell their poorest quality produce at their inner city sites. If there 
are no convenient grocery stores, residents are forced to pay higher prices 
for lower quality food at neighborhood convenience stores. This can have 
very negative effects on the long-term health of families. In some cities, 
there have been serious efforts to encourage vegetable gardening or locate 
farmers’ markets where they are accessible to lower income residents.

Housing and “Belonging” Needs

Maslow chose the term belonging to describe the basic human need for 
satisfying emotional attachments to other human beings. These can 
involve attachments between parents and children, attachments between 
siblings, attachments to an extended family, friendships, romantic /marital 
attachments, and attachments to a larger network of community relation-
ships. Among the impacts of housing on the satisfaction of the need for 
belonging are the following:

• A housing unit can either promote or interfere with the development 

of positive family relationships. If the unit violates prevailing cultural 

standards for crowding, then the sense of being crammed into too small 

a space can exacerbate tensions between family members, and it can 

interfere with the emotional and cognitive development of children. 

Jonathan Kozol (2006) provides a powerful and poignant discussion of 

the impact on a family of being forced to live together in a single room 

in one of New York City’s “welfare hotels.” The conclusions of his case 

study are supported by a broad range of psychological studies (Gifford 

1997).

• A sense of belonging is also related to the control issue mentioned 

above. Hostile interactions with neighbors can affect relationships 

within families, as well as one’s overall sense of community, especially 

if one lacks effective ways to limit or avoid these interactions.

• The neighborhood in which a dwelling is located can provide either 

positive or destructive interactions with neighbors. This can particularly 

affect children or youth, who may be exposed to positive or negative 
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 role models, but adults are also affected.

• Neighbors may possess resources that are helpful to other families and 

individuals, and a sense of community among neighbors facilitates 

access to these resources, while, at the same time, the sharing of 

resources also reinforces a sense of community.

• Positive networks of associations with neighbors can form the basis for 

more effective participation in the larger political community (Saegert, 

Thompson, and Warren 2001).

• The attachment to “home” as a physical space bears a close association 

in the minds of many people with their sense of attachment to their 

nuclear and extended family, as well as powerful memories of the 

process of growing up. Environmental psychologists have documented 

that the surroundings in which one is raised imprint expectations on 

the child as to what a physical dwelling “should” look like, expectations 

that continue to operate in adult housing choices, albeit at an 

unconscious level (Marcus 1992). Growing up in dilapidated housing 

could potentially create a strong desire to acquire better surroundings 

as an adult, but it could also lower the child’s expectations as to what 

kind of housing he or she “deserves.”

A weakening of ties of belonging within families may occur for a variety 
of reasons besides housing quality, ranging from interpersonal confl ict 
to severe economic distress. Lack of male commitment to marriage and 
parenting has been strongly linked to lack of economic opportunity for 
males (Mare and Winship 1991). When males abandon the family, then a 
household headed by a single female results, and these households have the 
highest rate of poverty of any category of household, due to having only 
one breadwinner and due to the lower earning power of women relative 
to men. The children may suffer from the economic and psychological 
distress of the single parent, and the boys in particular may be harmed by 
the lack of a strong, male role model in their lives. They grow up without 
the expectation that they will ever be stable providers, and so the cycle 
perpetuates itself.

However, the type of dwellings that such families occupy may fi gure 
importantly in their overall instability and distress. Poor-quality dwellings 
expose them to stress and danger and they confer a stigma on them that 
is frequently internalized. There may also be considerable instability in 
the housing situation of these low income households. Temporary loss of 
income can lead to eviction, and the family must then fi nd another dwelling 
that they can afford or join the ranks of the homeless. Children may be 
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 constantly moved from school to school, which can exercise a powerful 
downward drag on their educational commitment and performance.

Neighborhood attachments have been frequently studied, but are noto-
riously hard to pin down. People rely on their neighborhoods for a wide 
range of interactions and assistance, ranging from casual small talk to child 
care and help with home maintenance. This is particularly true for modest 
income neighborhoods, where adults lack the community-wide ties and 
relationships that more affl uent citizens gain through their jobs and civic 
involvement. If a neighborhood suffers from a high rate of violent crime, 
then fear may limit these neighborly interactions, yet some research has 
shown that strong networks of interdependence can be formed in even 
the most depressed and violent areas (Stack 1974). Many modest income 
neighborhoods are also able to create formal neighborhood associations 
which take collective action against the neighborhood’s problems.

Considerable scholarly and practitioner attention has been directed at 
the relationship between housing characteristics and residents’ degree of 
neighborhood attachment. Home ownership is widely believed to increase 
a household’s neighborhood commitment and engagement, by creating a 
sense of permanence and by adding an element of economic self-interest 
to the preservation of the neighborhood. On the other hand, the residents 
of many upper income owner-occupied neighborhoods are quite content 
to exist with no formal neighborhood ties, because of their extensive 
networks outside the neighborhood. Many aspects of housing design have 
been examined for their impact on neighborhood attachment, including 
discussions of designs that create or fail to create “defensible space” 
(Newman 1995) and designs that encourage or fail to encourage regular 
neighborly interactions (Congress for the New Urbanism 2000). Observers 
disagree as to whether housing acts as an independent variable that affects 
these commitments or whether it simply refl ects or signals other social 
characteristics that have positive or negative effects on interaction.

Housing and Self-Esteem

According to Maslow, individuals seek to reinforce their sense of self by 
seeking status and recognition in ways that are appropriate to their culture. 
A person whose basic sense of self-worth is undermined by negative 
parental messages or by social stigmatization often lacks the self-confi -
dence to succeed in personal relationships, in education, or in the work 
environment. However, even those persons who have a solid, underlying 
sense of self-worth often seek additional reinforcement through various 
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 forms of social acknowledgment of their worth. This can take the form 
of recognition for individual accomplishments, or it can take the form of 
being identifi ed as a member of a socially desirable or prestigious group. 
In the latter case, self-esteem and belonging needs can become closely 
intertwined.

In examining the relationship between housing and needs for self-
esteem one must recognize a truth that has been skillfully articulated by 
Liechty and Clegg (2007) in their study of religious sectarianism. It is that 
a variety of genuine and legitimate human needs can be sought in ways 
that are harmful to other groups within a society. Some groups of people 
may seek to satisfy both the need for belonging and the need for esteem 
in ways that exclude and /or stigmatize other groups within a society. This 
is certainly a powerful element in the way that housing has been allocated 
spatially within communities. Consider the following:

• In American society, the type and location of one’s housing is a powerful 

symbol of one’s social prestige and acceptance. A spacious, elegant 

house in a “good” neighborhood signals that a family has “arrived” at 

a higher place on the social and economic scale. This prestige element 

is directly translated into the market value of the dwelling, so that the 

household’s economic interest in their investment powerfully reinforces 

their desire for social prestige.

• The prestige of the neighborhood is affected not just by the type of 

housing but by who lives there. Even where most of the dwellings 

in an area are of high social and economic value, their residents will 

strongly resist the proximity of even a small number of residents of 

lower socioeconomic status. They will also resist any kind of alternative 

housing or land use (such as, for example, group homes) which they 

believe will reduce the status and value of their investments.

• As a result of the exclusion of households of lower socioeconomic 

status from “better” neighborhoods, these households are compelled 

to live in areas that bear a negative stigma. This stigma harms residents 

both economically, in terms of reduced opportunities and wealth, and 

psychologically, in terms of their loss of a sense that they are valued 

and capable members of the larger community. In addition, the lower 

prestige of the area combines with the low purchasing power of the 

residents to create disinvestment in the housing stock by private owners 

and investors. The neighborhood’s physical deterioration then further 

reinforces the perceptions of higher income persons that the people 

living in such neighborhoods are undesirable as neighbors.
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 • For people of color, socioeconomic stigmatization is magnifi ed by 

racial stigmatization. Considerable research has shown, for example, 

that lower income African Americans are much more geographically 

isolated than white families with similarly low incomes (Massey and 

Denton 1993). In addition, repeated testing experiments sponsored 

by the Department of Housing and Urban Development and by 

private organizations have shown that even middle-class members of 

racial minorities frequently fi nd themselves steered and pushed into 

neighborhoods where housing values are lower than for comparable 

housing in predominately white areas (Smith and Cloud 2010).

In sum, the human need for esteem, while a normal and healthy part 
of human development, has been channeled into incredibly destructive 
patterns of social exclusion, and these patterns are nowhere more clearly 
and dramatically illustrated than in housing development.

Housing and Self-Actualization

By self-actualization, Maslow means the need to fully and creatively 
express one’s talents and capacities as a human being. He argues that 
once the more basic needs have been satisfi ed, human beings are free to 
pursue activities that lead to a broader sense of satisfaction and growth. 
The activities through which self-actualization is sought will vary greatly 
among individuals; some may seek it through artistic endeavors, others 
through economic success, others through intellectual endeavors, and 
still others through seeking to serve the larger community. This aspect of 
Maslow’s theory has been one of its most controversial elements. Some 
critics see in it an implicit justifi cation for the self-absorption of privileged 
middle-class Americans while others see the concept as simply too vague to 
create a separate, meaningful category of motivation (Daniels 1988; Geller 
1982). Toward the end of his life, Maslow himself sought to expand and 
clarify the concept, by adding another level of fulfi llment that includes 
the dedication of the self to deeper spiritual awareness and to serving the 
common good (Kolto-Rivera 2006).

However, as with his other categories, it is clear that Maslow is onto 
something with his specifi cation of the desire for self-expression and the 
desire to fully realize one’s potential as elements of human motivation that 
are distinct from other types of needs. Certainly, as one looks at the role 
of housing in people’s lives, one can see this need clearly expressed, in the 
following ways:
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 • Individuals treat their physical environments as expressions of their 

personalities, and they seek to shape them in ways that refl ect their 

tastes and inclinations. According to Dovey (1985), housing forms 

are a mix of cultural norms and individual expression. She views the 

transformation of personal space as part of “the dialectic between 

personal change and environmental change, in which we change our 

environment and we are in turn changed by environmental experience” 

(48). From the college student who puts up posters in his/her dorm 

room to the homeowners who pore over home decorating catalogs, 

people with suffi cient disposable time and income frequently devote a 

considerable amount of both to decorating and redecorating their living 

spaces. Differences in tastes and styles of utilizing their space among 

people sharing the same living space can lead to serious confl icts.

• When differences in housing preferences are displayed in an overt 

fashion, they may lead to confl icts between the right to self-expression 

inherent in the notion of “property rights” and the needs and values of 

neighbors. If I decide to express my environmental values by turning 

my front yard into a “natural prairie” my neighbors with neatly 

trimmed lawns may object that what they view as my “weed patch” 

is detracting from the aesthetics and value of their homes. If their 

verbal protests don’t work, they may seek the assistance of their 

attorneys. These concerns are refl ected in the property maintenance 

covenants that residents of some high prestige neighborhoods are 

compelled to sign.

While it may be tempting to dismiss these matters of taste as mere surface 
manifestations of housing, one must consider that those whose incomes 
and/or tenure status prevent effective self-expression through altering their 
living environment may come to view their drab surroundings as one more 
form of stigmatization, and they may, in turn, contribute to the physical 
decline of neighborhoods by ceasing to invest any energy in maintaining 
their dwelling units. The lack of control over the physical appearance of 
their dwellings becomes one more way that they are rendered powerless 
and denied an important means of self-expression.

In addition, self-actualization through education and the pursuit of a 
rewarding and successful work life is also seriously hampered by the phys-
ical and social isolation that low income neighborhoods impose on their 
residents. Of course, the physical isolation of one’s dwelling is only one 
of several factors blocking such achievements, and others such as lack of 
educational attainment and racial discrimination may have more powerful 



Housing and Human Needs 79

 effects. However, the neighborhood in which a household lives may help 
to foster and to concentrate all these other facets of disadvantage. In the 
eyes of many of its residents, as well as more affl uent people looking at it 
from the outside, the low income neighborhood symbolizes despair and 
hopelessness, and its residents are viewed as trapped in a cycle in which 
their full potential will never be realized. The relative few who are able to 
break out and to fi nd success and fulfi llment may be viewed as “exceptions 
that prove the rule.”

Housing Needs and Physical Determinism

The intimate connection between housing and the full range of human 
needs and values has created a strong tendency among social analysts 
and planners toward what has been termed “physical determinism” 
(Smith 2006; Hays 2002), This is the tendency to view the nature of the 
physical space occupied by human beings as determinative of the quality 
of their social existence. According to this view, people who live in posi-
tive surroundings experience more positive social relations, while those in 
negative surroundings experience more negative relationships. The history 
of cities in both North America and Europe is replete with efforts at social 
engineering through housing and neighborhood design (Bauman, Biles, 
and Szylvian 2000).

On one level, physical determinism is easy to discredit. A simplistic 
version of this idea was used to justify the removal of entire neighbor-
hoods of poor people, on the grounds that these areas exerted a “blighting 
infl uence” (note the disease metaphor) both on their occupants and on the 
surrounding community. Economic elites who coveted slum land for other 
purposes created the fi ction that they were “solving” the problems of poor 
neighborhoods by obliterating them. Of course, numerous sociological 
studies, beginning with Marc Fried’s pioneering work (1966), demonstrated 
the heavy social and psychological costs of such displacement, despite the 
fact that the poor neighborhoods being destroyed truly were undesirable 
environments in many ways.

On another level, however, physical determinism is diffi cult to dismiss 
out of hand. Extensive research by environmental psychologists has shown 
that social relationships and the physical spaces in which they occur exist 
in a dynamic interaction with each other. While the best-designed physical 
space cannot eliminate social isolation or social confl ict, the design, distri-
bution, and control of physical space sends powerful messages about what 
kinds of human activities can occur there. For example, in the 1950s and 
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 1960s public shopping streets were privatized into shopping malls, in 
which merchants, supported by various court rulings, came to exert virtu-
ally complete control over what activities could occur there. This control 
was used to forbid any kind of political solicitation or organizing activities, 
thus eliminating one of the formerly important uses of public space. Simi-
larly, the design and control of housing spaces exerts a strong infl uence on 
what kinds of activities tend to occur within and among housing units.

In making an argument for the vital role of housing in meeting 
human needs, one is not necessarily taking a position in favor of physical 
determinism. Like all forms of human expression or endeavor, housing 
simultaneously shapes and is shaped by the desires and intentions of those 
utilizing housing. While it is certainly true that “good” housing doesn’t 
automatically produce “good” people, it is also true that the environment 
created by housing can either enhance or detract from the positive poten-
tial of both individual and collective human activities. In advocating for 
improved housing for the poor, progressives have at times fallen prey to 
simplistic determinism, but this should not detract from advocates’ vital 
point that decent housing is an important component in human well-being 
on many levels of need and motivation.

Part II—Housing as a Commodity

In our contemporary mixed private/public economic system, most 
housing units are provided through transactions in the private market. 
Figure 3-2 shows that while increases in medical costs have soared, 
increases in housing costs have tracked closely the overall rate of increase 
in the Consumer Price Index for Urban Consumers. These data support 
the conclusion that the rising proportions of income paid for housing 
by American households is as much an incomes problem as a housing 
problem. The Economic Policy Institute reports flat or declining real 
incomes for households in the bottom two quintiles of the income 
distribution during most of the last decade, even during years when 
the economy was expanding (Mishel, Bernstein, and Allegretto 2009). 
More recent data from the U.S. Census show that the median income 
for all households, while increasing during the prosperous years of 
the late 1990s, has stayed flat since then, with exception of modest 
decreases during the recession that began in 2007 (U.S. Census 2010). 
The result of this lack of income growth is that housing costs have risen 
in relation to household incomes even as the overall inflation rate for 
housing costs has not exceeded that for other commodities. Of course, 
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there is great variation in housing costs among American communities, 
and those communities with rapidly rising costs have seen prices for 
decent quality housing slip out of reach of an even larger proportion 
of their residents.

When viewed as a commodity to be purchased by consumers, housing 
has certain characteristics that render housing markets quite different 
from markets for other basic commodities. First, when compared to 
other consumer goods, housing is relatively expensive to produce and, 
therefore, highly dependent on credit in order to be constructed and 
consumed. Thus, housing availability can be drastically affected by the 
availability of credit. Moreover, because a large portion of the credit 
market in the United States is committed to housing finance, a crisis 
in the housing market can easily generate a crisis in the economy as a 
whole, as has been forcefully demonstrated by the events of 2007–2011. 
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 In addition, because the construction of a dwelling requires the assembly 
of a diverse set of components, the fate of the industries that produce 
these components becomes dependent on the performance of the housing 
market. Loss of jobs in these industries further exacerbates the economic 
consequences of a housing downturn.

Secondly, housing is distinct from other commodities such as food and 
clothing in that it is consumed over a relatively long period of time, and 
the same housing unit is usually occupied by multiple households during 
its extended lifespan. This means that, in order to remain an asset to the 
community and to individual households, it must be constructed soundly 
enough to meet the needs of multiple consumers, not just its immediate 
occupant. Throughout its lifespan, each housing unit stands as a major 
feature of the built environment within a community. Therefore, its phys-
ical condition, along with the behavior of its various inhabitants, creates 
either positive or negative externalities for the surrounding dwellings and 
for the community as a whole. It is this extended lifespan, plus the fact that 
it occupies land with the potential for many uses, that lends housing its 
dual properties of an investment and a service that is consumed. Each unit 
has both “use value” and “exchange value.” Its use value consists of the vital 
services that it provides to those who inhabit it. Its exchange value consists 
of its market value as a commodity, which includes the value of the land 
upon which it stands as well as of the dwelling itself.

In the ideal competitive market, there should be no gap between use 
value and exchange value. According to this model, households allocate 
their resources to different commodities in order to maximize their utility. 
Different households will choose to allocate their resources differently, with 
some choosing to spend more on housing and some choosing to spend 
less. These choices represent their preferences as to how much housing 
they want to consume. The equilibrium prices for various types of housing 
would be determined by many such exchanges (Levy 1995).

In reality, there is often a large gap between the use value and the 
exchange value of housing. First, there is the issue of the resources available 
to households in relation to the cost of housing. The competitive market 
model takes the existing distribution of resources as a given in calculating 
the effi cient allocation of goods and services. If the underlying distribution 
of incomes is highly unequal, then, as documented above, many households 
will lack suffi cient resources to obtain adequate housing at the prices it is 
available without sacrifi cing other basic necessities such as food and health 
care. Of course, this income distribution is also the result of a market, the 
market for labor, so that changes in modes of production cause changes 
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 in the value of various kinds of labor, leading some groups to benefi t and 
others to lose out in the distribution of resources.

Some free market advocates have argued that the housing afford-
ability problem is largely the result of the artifi cial fl oor under the price 
of housing that is created by government regulations such as zoning and 
building codes. Without these regulations, entrepreneurs could provide 
housing at an affordable price for any household, albeit at a very low level 
of quality for the poorest households (Seidel 1978). This is essentially 
what happens in developing countries where poor people are allowed to 
construct housing out of whatever materials are available and then gradu-
ally upgrade it as funds become available. However, few Americans would 
accept the presence of the resulting shanty towns around their cities, with 
the attendant threats to the health and safety of their inhabitants and to the 
rest of the community. In the United States and other developed countries, 
the operating assumption is that housing needs are not fully met without 
the establishment of minimum standards for a dwelling unit. If these 
minimum standards increase the cost of producing housing to more than 
people of low incomes can afford, then the answer is to subsidize either 
their incomes or production costs or both.

A second effect of the gap between use value and exchange value is that 
a dwelling that provides vital shelter needs to a lower income household 
may have a very low exchange value on the market. This low exchange 
value encourages disinvestment in maintaining the quality of the dwelling 
on the part of the owner, whether it is that household or their landlord. 
Alternatively, the exchange value of the dwelling or the land it occupies 
may be driven upward through speculation to the point where its inhabit-
ants can no longer afford to purchase the bundle of services it provides. 
Even at the middle range of the price scale, the sales or rental prices of 
adequate housing typically exceed what families of low or even moderate 
incomes can afford.

A third effect of the gap between use value and exchange value is the 
concentration of housing investment at the high end of the housing 
market. Households with higher incomes can demand larger houses with 
more amenities, and, because the costs of inputs of materials and labor do 
not rise in exact proportion to the size and quality of the dwelling, more 
expensive dwellings can be produced at a higher profi t than less expensive 
dwellings. (To put it in simpler terms, the materials and labor required to 
produce a 4,000 square foot house cost less than twice as much as those 
required for a 2,000 square foot house, but the latter will command more 
than twice the price.)
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 The result is that new housing is almost never produced for low and 
moderate income households without some form of government subsidy, 
which increases the developer’s return on investment. In the market 
economy, absent government subsidy, the main mechanism for the provi-
sion of housing for people of modest incomes is the fi ltering of used 
housing units down to them from higher income households (Grigsby 
1965). If the housing is sturdy and well maintained, then this may not 
create a problem, but in many cases housing units are made available to 
lower income households only after considerable disinvestment in main-
taining their physical condition has taken place, and the lower incomes 
of their new inhabitants virtually guarantee that such disinvestment will 
continue. The one exception to the lack of investment in new housing for 
lower income people is manufactured housing, but it is often of mixed 
quality, is concentrated in stigmatized areas such as “trailer parks,” and 
lacks the investment value of “stick built” housing. (Most manufactured 
homes depreciate in value like an automobile, rather than providing stable 
or increasing equity for their owners.)

A fourth effect of the difference between use value and exchange value 
is a tendency of middle and higher income households to overinvest in 
housing, because they are basing their decision on the investment value 
of the home rather than strictly on its capacity to meet their families’ 
needs. In times when house prices are rising, households may strain their 
budgets to the limit to purchase a house that they really cannot afford, in 
anticipation of the house rising rapidly in value so that they can recoup 
their investment along with a substantial capital gain when it is sold. They 
may also fear that prices will rise totally out of their reach if they wait. 
(Federal tax breaks to homeowners also encourage this tendency.) Tradi-
tionally, the risk aversion of banks and other mortgage fi nancers, refl ected 
in underwriting practices, acted as a restraint on households’ tendency to 
acquire more than they could afford. However, over the last twenty years, 
as was discussed in chapter 2, these lenders moved toward more fl exible 
and creative ways to fi nance housing purchases, and they became less and 
less risk averse. Both buyers’ and lenders’ eagerness to cash in on the rising 
exchange value of housing led them to ignore the inevitable end of the 
period of rising prices, with disastrous consequences for both.

The discussion of the relationship between housing and basic needs 
presented in this chapter makes a strong case for housing to be considered 
what economists call a “merit” good, that is, one that is so essential to human 
survival that the market cannot be allowed to be the sole determinant of its 
allocation and consumption (Stiglitz 1986). In a competitive market, the 
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 value of a good is simply the intersection between what the buyer is willing 
to pay for the marginal unit of a good with the marginal cost of that unit 
to the producer. There is no moral judgment as to the value of the good 
to the individual or to society, because different consumers may value a 
given product differently (Levy 1995). However, in terms of social reality, 
we do have to make moral judgments that place a value on goods in terms 
of whether or not consumption of these goods is essential to the long term 
well-being of both the individual and society. The range of fundamental 
human needs that housing serves suggests that it is important for indi-
viduals and households to obtain adequate use value out of their housing 
at a price that does not compel them to sacrifi ce other basic necessities. 
The price at which dwellings can be produced on the private market while 
providing a competitive return to producers is often far more than many 
families can afford without such sacrifi ces. Therefore, public and nonprofi t 
sector involvement in the provision of housing becomes imperative if these 
families are to benefi t from an adequate dwelling.
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Part I—The Emergence of Federal Housing Assistance; 
1934–1968

In this and the following chapter, the development of housing policies 
in the social welfare policy context will be examined. This history must 
be explored at three levels of generality. First, housing policy must be 
placed in the context of the broad shifts in political climate that have 
occurred since the 1930s. It was suggested in chapters 1 and 2 that 
ideology is a major element in this general climate, shaping decisions in 
many policy arenas. In the following pages, shifts in the balance of forces 
between liberals and conservatives at the national level will be shown 
to correspond to major changes in the scope and direction of housing 
efforts. In particular, the impact on housing programs of liberal and 
conservative attitudes toward social welfare policy will be shown.

Yet, simply establishing a correspondence between such ideological 
shifts and changes in housing policy does not fully reveal the impact 
of liberal and conservative values on the housing programs that have 
emerged. One must also identify issues and concerns central to the 
housing policy arena itself, and a relationship must be shown between 
these issues and the overall political climate. The analysis of issues unique 
to housing will constitute the second level of generality at which this 
policy will be explored.

Four issues have been central to virtually every housing policy deci-
sion: the quantity of housing produced; the quality of the housing; the 
cost of the programs; and equity (i.e., the fairness of the programs in 
serving various income groups). Liberals and conservatives have taken 
conflicting positions on all of these issues, and the outcomes have been 
shaped by compromises based on the relative power of liberal and 
conservative coalitions.

Chapter 4

Federal Housing Assistance from the 
Depression to the Moratorium: 

1934–1973

87
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 Finally, the history of housing policy is the history of specifi c programs. 
Congress does not enact philosophies or approaches, but rather programs 
embodying these broader ideas. As noted in chapter 1, problems encoun-
tered by specifi c programs become feedback which is variously interpreted 
by liberals and conservatives and incorporated as ammunition in their 
political struggles. Moreover, new programs evolve in response to the 
shortcomings of the programs preceding them, as well as in response 
to broader attitudinal shifts. Thus, the third level of generality at which 
housing policy must be explored consists of the unique problems encoun-
tered by each major housing program; FHA, public housing, Section 235 
and 236, and Section 8.

While this book focuses mainly on changes in housing policy during 
recent decades, a longer historical perspective is vital to understanding 
recent events. The present chapter begins by examining housing policy 
from the Depression to 1968. Friedman (1968) traces the debate even 
farther back, to the mid-nineteenth century, when reformers began to 
pressure local governments to do something about the vile tenements 
spawned by rapid urbanization. He notes the continuity between the 
social cost arguments then raised by Jacob Riis and other reformers and the 
arguments used in contemporary battles. Nevertheless, the debate over the 
federal government’s role in housing for the poor began in earnest during 
the Great Depression of the 1930s, for it was only then that liberals had 
enough national political power to initiate serious federal involvement. 
Furthermore, the history of two major housing initiatives stimulated by 
the Depression—the Federal Housing Administration’s mortgage insur-
ance program and the public housing program—played a major role in 
shaping later political struggles.

The Changing Role of the FHA

As discussed in chapter 2, the Great Depression of the 1930s was a 
time of ascendancy for the liberal point of view, although conservative 
forces displayed their strength on certain issues. A broad consensus that 
government action was needed to respond to the country’s multifaceted 
crisis enabled the federal government to expand into areas where its 
intervention would previously have met overwhelming resistance. Both the 
Federal Housing Administration (FHA) and the public housing program 
represented just such novel interventions and, while neither was without 
opposition, both were enacted by large congressional majorities.

The major rationale for the establishment of the FHA by the National 
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 Housing Act of 1934 was clearly to aid families in need. Widespread loss 
of jobs and income in the Depression led to astronomical foreclosure and 
eviction rates, as both borrowers and creditors succumbed to the crisis. 
This, in turn, led to a rapid drop in housing construction, accelerating 
unemployment in the building trades. In 1933, Congress created the 
Home Owners Loan Corporation (HOLC), providing emergency loans to 
homeowners in imminent danger of foreclosure. However, the 1934 Act 
introduced federal regulation and support of the housing credit system 
through FHA mortgage insurance. Thus, it went beyond correction of 
immediate problems and fundamentally restructured the way people 
borrowed money for home purchases. By introducing the long-term, low-
down-payment, fully amortized, level-payment mortgage, in place of the 
short-term, high-down-payment, balloon notes of earlier years, the FHA 
greatly broadened the segment of the U.S. population who could afford 
a home (Immergluck 2009). The working- or middle-class family with 
modest but steady income now found mortgage payments within reach. It 
was these persons, whom Friedman called the “submerged middle class,” 
that the FHA program helped rescue.

The FHA program did not, however, address the problems of those 
too poor to purchase a home, and during its subsequent history, this shift 
toward service to the white middle class was accentuated. After World War 
II, the program was expanded (and supplemented by the parallel Veterans 
Administration program) to aid the housing industry in meeting the vast 
new demand generated by returning veterans and by rising incomes across 
the board. But those aided were largely white middle- or working-class 
families with enough income to purchase the new suburban tract housing 
springing up around American cities. African Americans were fi rst offi cially 
and later unoffi cially excluded from eligibility for loans by the FHA, and 
the spiral of decline affecting central city neighborhoods was accelerated 
by the FHA’s refusal to underwrite mortgages in such areas. Thus, the FHA 
was an important provider of housing to people of modest means, but 
a large segment of the population was bypassed (Semer 1976; Bradford 
1979).

The FHA program was vast in scope, a factor that might have been 
expected to engender opposition from conservatives, in spite of the respect-
ability of the middle income groups being served. However, the FHA 
began during one housing crisis and substantially broadened its clientele 
during another period of housing shortages. The large degree of popular 
support it developed made it politically diffi cult to attack. Therefore, while 
other housing proposals were subjected to intense scrutiny by the more 
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 conservative post–World War II Congresses, the FHA remained relatively 
unscathed, and the inclusion of funding for this program in any broader 
housing legislation smoothed the way for its passage.

Also of great importance to the political acceptance of FHA was the 
fact that it was part of a package of programs developed to bail out a 
group that in normal times would be major benefi ciaries of market allo-
cations—bankers and other investors. The near-collapse of the banking 
system during the Depression led to substantial government intervention 
in banking and investment problems. In housing credit, the Federal Home 
Loan Bank Act, championed and signed into law by President Herbert 
Hoover, created the Federal Home Loan Bank Board. This act virtually 
created a new form of intermediary by molding a fragmented, locally based 
group of building and loan associations into a nationwide, government 
regulated system of savings and loans (Immergluck 2004, 36). In order to 
encourage the fl ow of capital into mortgage loans, the regional Home Loan 
Banks set up by this act provided credit for savings and loan associations 
that wanted to lend beyond their own capital. However, savings and loans 
were strictly regulated. They were not allowed to make investments beyond 
mortgages, and they were restricted in the interest they could pay out on 
deposits. As shall be shown, this closely regulated system, which functioned 
well as a source of credit for households for forty-plus years, began to 
unravel in the late 1970s.

In 1938, relatively late in the Depression era, the federal government 
took a further step to encourage the free flow of capital for housing 
loans, through the establishment of the Federal National Mortgage 
Association (FNMA, or “Fannie Mae”). Fannie Mae purchased FHA 
insured mortgages from banks and other lenders, thus freeing up their 
capital for additional loans. Then, Fannie Mae sold “mortgage backed 
securities” to investors, which provided a return based on the interest 
payments on the underlying mortgages held by Fannie Mae. This indirect 
form of investment generated even more capital, because investors were 
no longer tied to the long payout periods of the underlying mortgages. 
As long as the lending practices that supported Fannie Mae’s investments 
were fiscally sound, it could play a vital and constructive role as an 
intermediary whose activities ultimately benefited families who wanted 
to purchase homes. As Immergluck describes it, Fannie Mae became 
a second major “circuit” for mortgage capital that supplemented the 
circuit provided by the Federal Home Loan Bank system (Immergluck 
2009, 33). However, when mortgage lending practices began to veer 
toward ever more risky lending during the first decade of the twenty-
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 first century, Fannie Mae became a major participant in the mortgage 
finance meltdown of that decade.

Federal mortgage insurance was crucial to the success of both of these 
new systems, since it provided suffi cient security to permit the national 
fl ow of housing capital (Semer 1976; Immergluck 2009). Thus, the FHA 
was, in a very critical sense, a conservative program as this term has here 
been defi ned. Since it facilitated profi table business transactions among 
a key group of private market participants, it was guaranteed political 
support by a very powerful interest group that at other times had opposed 
governmental activism.

In a manner typical of programs that aid market winners, the FHA 
gradually became closely identifi ed with the industry it served. Respon-
sibility for processing FHA mortgages was assumed by private savings 
and loans and by mortgage bankers, with the result that the concepts of 
sound underwriting prevalent in the banking industry became those which 
governed FHA lending (Bradford 1979). FHA policies of discrimination 
against African Americans and central city neighborhoods were, to some 
degree, merely refl ections of widespread business practices, rather than 
any unique malevolence of the FHA. However, the codifi cation of racial 
discrimination by the federal government provided powerful reinforce-
ment for a dual housing market. White families could take advantage of 
the new federal programs to improve both their housing quality and their 
wealth accumulation. African American families were largely denied this 
crucial opportunity for upward mobility and for improvement in their 
living conditions (Freund 2007).

It should also be noted that the new long-term FHA mortgages enhanced 
the value of tax benefi ts which had been available to homeowners since 
the inception of the income tax in 1913; the deductibility of mortgage 
interest and local property taxes from federal taxable income. Such deduc-
tions gradually grew to become a major tax expenditure on behalf of 
home ownership, one that was of greater benefi t to higher income persons 
because of their higher tax rates (Aaron 1972). Again, this large loss of 
federal revenue was not seriously questioned by either conservatives or 
liberals, because of its benefi ts to market winners.

Throughout the Eisenhower years, the presidency was in the control of 
moderate conservatives. Though their ability to shape policy was limited by 
the countervailing power of liberals in Congress, the Eisenhower adminis-
tration succeeded in slowing the growth of federal social welfare programs. 
In this atmosphere, the FHA’s role as an aid to private bankers serving 
the middle class was not seriously questioned. However, the election of 
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 John F. Kennedy in 1960 signaled the return of liberals to executive power 
and a gradual increase in pressure toward more governmental aid to the 
disadvantaged. The FHA became the target of some of this pressure.

The liberalism of the 1960s was initially different in spirit from that of 
the New Deal. As noted in chapter 2, the social welfare programs of the 
New Deal were undertaken to deal with a massive economic crisis, whereas 
the Kennedy-Johnson proposals were initially seen as modifi cations of an 
essentially prosperous and productive economic and social order, which 
would bring the disadvantaged into the mainstream. Nevertheless, the 
events of that decade led to a growing sense that such programs were needed 
as a response to a new crisis. According to Piven and Cloward (1971), 
Democratic leaders saw African Americans, particularly the growing urban 
black population, as a pivotal element in the party’s winning coalition and, 
therefore, responded to the demands of the civil rights movement. When 
the largely nonviolent protest of the early 1960s was augmented by the 
urban riots of 1965 to 1968, the Democrats’ sense of urgency increased, 
and their focus shifted from the abolition of legal segregation in the South 
to the economic concerns of the Northern urban ghettos. As a result, the 
Johnson administration sought to create new programs and modify existing 
ones to better aid the urban poor. The FHA, which had generally ignored 
the needs of the inner city, became a logical target for their efforts.

One way the agency became involved was through use of its mortgage 
insurance to back subsidized rental housing programs such as, in 1961, 
the Section 221(d)(3) program and, in 1968, the Section 236 program (to 
be discussed later in this chapter). A second avenue of FHA involvement 
was the modifi cation of its single family home ownership program in an 
attempt to meet the needs of central city and minority neighborhoods. 
This initiative bears some discussion at this point.

It began in the mid-1960s with FHA administrative rule changes aimed 
at altering insurance underwriting criteria to accommodate central city 
areas. One HUD directive stated that in dealing with these new “high 
risk” areas, FHA approved lenders should refrain from lending in “only 
those instances where a property has so deteriorated or is subject to 
such hazards . . . that the physical improvements are endangered or the 
livability of the property or the health or safety of its occupants are seri-
ously affected” (quoted from HUD internal documents in Bradford 1979, 
326). The Housing Act of 1968 added Section 223(e) to the Housing Act of 
1934, which “gave legislative sanction to waiving or relaxing FHA property 
standards to permit mortgage insurance for housing in blighted areas of 
central cities” (Semer 1976, 23).
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 The 1968 Act further enhanced the FHA’s role in insuring housing 
for the disadvantaged by creating the Government National Mortgage 
Association (Ginnie Mae) to supplement the work of the Federal National 
Mortgage Association (Fannie Mae). The purpose of Ginnie Mae was to 
buy mortgages on higher risk low income housing projects at a higher 
price and to resell them at market rates, absorbing the loss as a government 
subsidy. It was split from Fannie Mae to avoid any threat to the market-
ability of the latter’s mortgage-backed securities, and it soon became the 
major purchaser of mortgages for low income projects.

Finally, the 1968 Act added Section 235, which provided a federal 
subsidy of mortgage payments to persons of modest income wishing to 
purchase their own homes. This subsidy covered the difference between 
the mortgage payment at the regular FHA interest rate and the same 
payment at 1 percent interest (or 20 percent of the purchaser’s income, 
whichever was greater) (Semer 1976, 124). Two attitudes, or perceptions, 
contributed to the choice of home ownership programs as a vehicle to 
aid urban areas.

One was a growing awareness that credit problems were both a symptom 
and an important cause of housing and neighborhood decline. Redlining 
is now a standard term of opprobrium in the vocabulary of urban affairs, 
but the fact that property owners in certain areas could not easily obtain 
credit for purchase or property improvement because lending institutions 
had written off the area as high risk, was just rising into public conscious-
ness in the mid-1960s. Though the returning white gentry of the 1970s 
were to fi nd that redlining was more than a racial problem, in the 1960s it 
was viewed primarily in those terms as one more form of discrimination 
contributing to the despair and frustration of African Americans.

A second attitude was a widely held belief in the benefi cial social effects 
of home ownership. The purchase of a single family home has always been a 
central part of the American Dream. However, proponents of home owner-
ship for the poor went one step farther than recognizing it as a legitimate 
aspiration. They argued, in addition, that home ownership would instill 
a sense of personal pride which would counteract the culture of poverty, 
thereby improving not only the care that individuals devoted to their 
dwellings but their overall outlook on life. In the words of Wright Patman 
(D, Texas), chair of the House Banking and Currency Committee, “Pride 
of ownership is a subtle but powerful force. Past experience has shown us 
that families offered decent homes at prices they can afford have demon-
strated a new dignity, a new attitude toward their jobs. . . . By extending the 
opportunity for home ownership to low- and moderate-income families, 



94 The Feder al Government & Urban Housing

 we will give them a concrete incentive for striving to improve their own 
lives”(CQ Almanac 1968, 329).

Furthermore, it was felt that home ownership would create a greater 
sense of commitment to the neighborhood and the community, which 
would lead to more responsible forms of participation. As Senator Charles 
Percy (R, Illinois) bluntly stated, “People won’t burn down houses that 
they own” (U.S. Congress, Senate 1967). Interestingly enough, though 
this argument was essentially a liberal social cost justifi cation, it was very 
appealing to many conservatives, and all thirty-nine Senate Republicans 
co-sponsored Senator Percy’s proposal for a home ownership provision in 
the 1968 Housing Act (McClaughry 1975).

One other source of political support for the expansion of FHA activities 
into central city and minority areas should be mentioned here, although it 
will also be discussed in connection with subsidized rental housing. This 
was the growing tendency in the 1960s for key segments of the private 
housing industry to support government intervention on behalf of the 
housing needs of the poor, especially where the private sector was the 
provider. Government subsidy for privately produced housing services was 
not a new idea. It had been proposed in the 1930s as an alternative to public 
housing and explored thoroughly by a commission on housing appointed 
by Eisenhower in the early 1950s. Nevertheless, since the New Deal, home 
builders, realtors, and bankers had been more or less united in their oppo-
sition to any expansion of the government role in housing beyond the 
regulations and insurance programs already in place, particularly where 
that expansion involved assistance for the poor. They viewed the long-
term threat of government competition and regulation as outweighing any 
short-term gains from federal subsidies. They concentrated on limiting the 
incursion already made by public housing, rather than risk a nominally 
private sector program that might ultimately increase the government’s 
role (Freedman 1969).

In the 1960s, the National Association of Real Estate Boards (NAREB), 
whose concerns tended to focus on sale and rental of existing dwellings, 
and who thus saw government-stimulated supply increases or subsidies 
as a threat to their market, continued to resist new subsidy programs. In 
contrast, the National Association of Home Builders gradually became a 
strong supporter of such programs. They became, in fact, part of a policy 
subsystem alliance which also included the Housing and Home Finance 
Agency (HHFA, later to become HUD) and the pro-housing members of 
the House and Senate Banking and Currency Committees. The Kennedy 
and Johnson administrations actively courted such support by emphasizing 
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 the need for a public-private partnership in solving housing problems, and 
they were supported in this instance by a number of moderate Republicans. 
The new FHA home ownership programs were seen as prime examples of 
such a partnership.

As a result of these interests and attitudes, the FHA entered the 1970s at 
the helm of programs that had previously been foreign to its basic values. 
Such an uneasy marriage contained great potential for problems, and the 
emergence of these problems in the fi rst two years of the decade created 
an image of program failure which was to shape the policy debate which 
followed. Before addressing these problems, however, the other major 
element in the historical picture, public housing, must be examined.

Public Housing

The public housing program was enacted by Congress in 1937, relatively 
late in the New Deal period. Though there was organized opposition led 
by NAREB, they were unable to block it, due to wide congressional support 
engendered by the dual crisis in housing and in construction trades employ-
ment (Semer 1976). However, the program was unable to capitalize on its 
initial support because it had barely begun to produce units when World 
War II began. War needs diverted materials from housing construction, 
and public housing was mainly utilized for war industry workers rather 
than the poor. In addition, NAREB and its allies succeeded in imposing 
budget cuts in the late 1930s, which curtailed production (Gelfand 1975).

Because of this hiatus, major political confl icts over the program did 
not emerge until after the war, when the liberal New Deal coalition had lost 
strength. In 1946, Truman proposed major new funding for the program 
as part of his comprehensive housing proposal, but the public housing 
provisions proved to be the most unpopular sections of the bill and barely 
escaped deletion from the fi nal legislative product, the Housing Act of 
1949. Even this commitment was later to be seriously undermined, as shall 
be shown.

The complex history of public housing can best be understood in terms 
of four basic issues which were the focus of debate and struggle between 
its opponents and proponents. These are:

• Site selection

• The target population

• Cost and fi nancing problems

• Problems of administration and project design.
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 In each of these areas, the political balance of forces created contradictory 
pressures which made it diffi cult for the program to meet its objectives. 
Moreover, some of these contradictions continued to affect later alterna-
tives to public housing.

Site Selection

The issue of site selection arose early. The precursor to the public housing 
program, the Housing Division of the Public Works Administration, ran 
a centralized program, in which the federal government itself bought and 
developed project sites. Because of the political appeal of decentraliza-
tion and because of legal challenges to the federal government’s right 
to use eminent domain for such a purpose, proponents of a permanent 
public housing program opted for local control (Mandelker 1981). Local 
housing authorities would be created by special legislation in each state to 
develop and administer the federally fi nanced projects. In addition, local 
governments would be given a role in site selection through a cooperation 
agreement between the public housing authority and the local govern-
ment regarding payments in lieu of taxes for fi re, police, and other public 
services. Battles over public housing site selection had both a class and a 
racial dimension.

Unfortunately, but not surprisingly given the negative attitudes toward 
the poor described earlier, middle-class neighborhoods greeted public 
housing with the same enthusiasm as they might have greeted the intro-
duction of bubonic plague. And citizens’ groups could generate more 
heat than local politicians were willing to endure. Local opposition was 
further fanned by a vigorous national propaganda campaign carried 
out by NAREB. Legislation in many states required that local participa-
tion in the program be subject to direct voter approval by referendum. 
These referenda gave opponents the opportunity to excite public fears. 
In Seattle, for example, opponents published a map purporting to show 
intended sites for public housing in middle-class areas, even though the 
local housing authority had made no such decisions (Freedman 1969). 
Even where referenda were not required, pressure was exerted through 
aldermen representing various areas, as in the Chicago case documented 
by Meyerson and Banfi eld (1955).

In spite of such resistance, many of the public housing developments 
built immediately before and after World War II became popular and 
attractive places to live for white working-class families. The rent was low 
and the public landlord easier to deal with than private landlords (Vale 
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 2000). However, increasing postwar affl uence, plus the FHA and VA home 
ownership programs, enabled many white working-class public housing 
residents to become homeowners in the suburbs. Their places were often 
fi lled by impoverished African American migrants from the South who 
were moving into large cities in great numbers. Since African Americans 
were prevented by segregation from pursuing other housing opportunities, 
many public housing projects became black ghettoes from which escape 
was diffi cult.

In addition, many cities used public housing as a deliberate tool of racial 
segregation. Residents of white neighborhoods were very threatened by the 
postwar infl ux of African Americans into Northern cities. Blockbusting 
and racial tipping led to the rapid transformation of many areas from 
white to black, and whites in other neighborhoods were willing to do 
anything, including resorting to violence, to prevent this from happening. 
One way for city offi cials to respond to these fears was to build large, high 
rise public housing developments in neighborhoods that were already 
African American and then channel the postwar infl ux of black residents 
into what came to be called “vertical ghettos.”

The city that best exemplified this process was Chicago. Chicago’s South 
Side became home to huge, high rise projects such as the Robert Taylor 
Homes, which housed thousands of black families in one concentrated 
area. Some public housing was also built in white areas, but a few feeble 
attempts to integrate it were rebuffed by white violence and harassment 
against African American tenants (Venkatesh 2000).

Most localities managed to build some public housing, but the political 
pressure to locate new units in areas already occupied by the poor was 
overwhelming. Any large concentration of disadvantaged persons in 
a single development would have borne a certain stigma. However, the 
stigma was intensifi ed by the construction of new projects in the midst 
of vast expanses of dilapidated housing already bearing the label of slums 
(Meehan 1979). This stigma was self-fulfi lling, insofar as it infl uenced the 
behavior of the poor themselves. Many families with dreams of upward 
mobility avoided what they called “the projects,” even when the low rent 
would have helped fi nancially. This left a greater concentration of the 
most desperate, down and out poor with no other place to go. In addition, 
those who responded to the pressures of poverty with sociopathic behavior 
found the huge projects to be fertile ground on which to practice criminal 
activity. Critics could then point to the deterioration of the quality of life 
in public housing as evidence that it should never have been built.
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 Population Served

The population to be served was a second major problem for public 
housing. In other industrialized countries, publicly owned or subsidized 
housing has served a broad segment of the population (McGuire 1981). 
In the United States, in contrast, it was assumed from the beginning 
that only the very lowest income persons, those so desperately poor as 
to have no chance of obtaining housing on the private market, should 
be served.

The 1937 Act limited income in two ways. First, tenant income could 
not exceed fi ve times the rent, with the exception of large families. Second, 
it authorized the federal public housing agency to set dollar limits on 
income, to refl ect the legislative intent that only low income people should 
be served. The limits set during the fi rst twenty years of the program were, 
according to Freedman, so low as to ensure that occupants were among 
the poorest persons in the United States (Freedman 1969, 107). In 1959, 
these restrictions were removed, and limits were left to local discretion 
(Mandelker 1973). However, a 1971 study of seventy-four cities indicated 
that throughout the 1960s, local authorities’ limits remained well below the 
median incomes in their communities (U.S. Congress, House 1971).

Such a policy satisfi ed vertical equity, in that those with the greatest 
need had the highest priority for help. This principle has been defended 
vigorously by liberals as the only fair way to distribute the typically slender 
resources allocated to social welfare programs. Nevertheless, the applica-
tion of this principle presents severe problems for the programs involved, 
as was amply illustrated by public housing.

One problem was that for twenty-fi ve years, the nation’s major housing 
assistance program did not serve a large segment of the population with 
genuine housing needs. It appeared grossly unfair to families who worked 
hard to earn slightly better incomes than public housing tenants, but who 
ended up occupying worse housing or paying a much larger percentage 
of income to secure decent quarters. A second, and related, problem was 
that strict income limits penalized upward mobility by public housing 
tenants. During the 1940s and 1950s, most authorities evicted tenants 
whose incomes rose above the prescribed ceiling. Any laxity in this policy 
exposed the agencies to public criticism for letting allegedly “well off ” 
people live in subsidized housing (Freedman 1969, 107). However, the 
sudden eviction of such a family often put them in worse fi nancial shape, 
since comparable private housing cost more. The projects were hurt, too, 
in that these upwardly mobile persons could have provided stability and 
community leadership.
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 A third problem with strict income ceilings was that they reinforced the 
public’s negative image of public housing tenants. This problem was not 
as severe during the early years of the program, when the typical tenant 
was a temporarily poor but otherwise respectable family who needed 
aid as a result of the diffi culties of war or the Depression. Many housing 
authorities tried to maintain respectability by designing other admissions 
standards to screen out all but these families. However, during the 1950s 
the composition of the American poor as a whole gradually shifted from 
the temporarily disadvantaged to a more permanently distressed, dispro-
portionately black underclass, and a positive image became more diffi cult 
to maintain (Wolman 1971, 31). For example, AFDC families, initially 
excluded in many communities, gradually came to be admitted and to 
comprise an increasing percentage of tenants, just as they became an 
increasing proportion of the low income population. This helped reinforce 
public perceptions of the program as one more “dole” to those already 
receiving aid.

The overall effect of these three problems was to undermine political 
support, but the restriction of the program to the very poor created another 
political problem as well, that of constituency. After World War II shook 
the nation out of its economic doldrums, the poor gradually became a 
minority of the population, largely without the skills, resources, or inclina-
tion to exert political pressure on behalf of programs benefi ting them. As 
a result, the main interest group pushing for public housing consisted of 
its professional administrators, acting through such organizations as the 
National Association of Housing and Redevelopment Offi cials (NAHRO). 
The support they could muster depended not on the political clout of their 
clients but on an appeal to social cost arguments. These were suffi cient to 
keep the program from extinction, but in the face of concerted attacks from 
the private housing industry, they were hardly a political basis upon which 
it could thrive (Keith 1973; Hays 2001). That the direct participation of 
clientele groups could have made a difference is shown by the galvanizing 
effect extralegal participation by the poor through the riots of 1965–68 had 
on this and other social welfare efforts.

Financial Problems

Eugene Meehan made the fi nancial problems of the public housing 
program central to his analysis of what he considers its widespread failure. 
He contends that over most of its existence, the program was forced by 
fi nancial starvation to provide a limited number of units and a declining 
quality of service (Meehan 1977, 1979), and he documents convincingly 
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 the important role played by lack of funds. Funding was used to restrict 
the program in several ways.

The most obvious was through the appropriation of funds for construc-
tion. Congress consistently funded far fewer units than were authorized. 
The largest gap occurred in the 1950s. The Housing Act of 1949 authorized 
approximately 135,000 units per year over the following six years. However, 
actual appropriations never exceeded a peak of 90,000 units in Fiscal Year 
(FY) 1950 and reached a low point of zero in FY 1954. More typically, 
appropriations fl uctuated around 25,000 units. As a result, by 1960, fi ve 
years after the target date for completion of 810,000 new units, less than 
one-quarter of these had been built (Freedman 1969, 19–32).

This outcome resulted, in large part, from political confi gurations 
within Congress. The responsibility for substantive housing legislation was 
lodged in the housing subcommittees of the House and Senate Banking 
and Currency Committees. These committees attracted senators and 
representatives with an intense interest in housing, who developed close 
ties with federal housing agencies, and with pro-housing lobbies such as 
NAHRO and the National Housing Conference. In contrast, the Indepen-
dent Offi ces Subcommittee of the House Appropriations Committee, the 
group responsible for housing appropriations during the 1950s and 1960s, 
included many conservative Southern Democrats and Republicans, who 
were hostile to the whole concept of public housing. NAREB and other 
anti–public housing groups concentrated their lobbying on this more 
sympathetic center of power, thus preventing the achievement of the 1949 
Act’s ambitious goal.

Yet, continued funding limitations cannot entirely be attributed 
to skillful utilization of an alternative power center within Congress. 
Throughout the 1950s public housing remained an unpopular program, 
subject to periodic dismantling attempts on the fl oor of the House and 
Senate, as well as in the Appropriations Committee. In addition, the degree 
of presidential support had an appreciable impact. While Truman was 
president, he pushed for larger numbers of units (although the Korean War 
kept him from proposing the original goal of 135,000). Eisenhower, on the 
other hand, was cool to the program and, while never trying to abolish it, 
consistently recommended low levels of funding. Finally, local opposition 
affected national decisions, in that many of the units funded were subject 
to delay due to protracted site selection battles. Although local offi cials, for 
the most part, lobbied for more units as a means of reducing their slums, 
these simmering local controversies dampened congressional support.

The Kennedy administration was more enthusiastic about public 



Federal Housing Assistance: 1934–1973 101

 housing, and immediately proposed that 100,000 units be built by 1964. 
When Johnson assumed the presidency, he further accelerated the program, 
proposing 60,000 units per year for four years in the Housing Act of 1965, 
and a total of 395,000 units over three years in the Housing Act of 1968. 
Thus, the 1960s produced a strong executive branch drive toward a larger, 
smoother fl ow of units. Congress, too, seemed more willing to appropriate 
funds without the vituperative rhetoric of earlier battles.

The aforementioned change in the political environment due to the 
civil rights movement and urban riots, coupled with liberal control of the 
presidency and larger liberal majorities in Congress, largely accounted for 
this shift. However, another rather paradoxical reason for the greater ease 
with which public housing expenditures made it through Congress was 
that the focus of debate had shifted to newer, more innovative programs 
such as rent supplements. Next to these, public housing seemed familiar 
and controllable. This point will be discussed more fully below.

Money considerations, in addition to limiting the quantity of public 
housing units built, greatly affected their quality. The 1937 Act funded only 
capital costs; that is, the principal and interest on bonds issued by local 
housing authorities to fi nance construction. Operation and maintenance 
were covered out of rents, and any surplus rental income had to be applied 
toward debt repayment (Meehan 1979). Early in the program, when units 
were new and the tenants were the working poor, authorities had little 
trouble in supporting operating and maintenance costs. However, during 
the 1950s and 1960s this became increasingly diffi cult. On the one hand, 
infl ation increased expenses, and aging buildings required more repairs. On 
the other hand, tenant incomes declined. Aaron reports that between 1961 
and 1970, the median family income of public housing tenants declined 
from 47.1 percent to 36.9 percent of the U.S. median family income (Aaron 
1972, 116).

By the late 1960s, according to Mandelker, many housing authorities 
were in serious fi nancial diffi culty (Mandelker 1973, 82–83). Nevertheless, 
though Congress was funding more units, they were much less willing to 
confront the issue of operating subsidies. A major reason was that local 
authorities’ problems were widely perceived as the result of ineffi cient or 
careless management, coupled with the alleged destructiveness of tenants. 
Even though studies by the Urban Institute and the Rand Corporation 
showed that price infl ation, not poor management, was the main cause 
of the cost squeeze (Mandelker 1973, 83), most members of Congress 
were reluctant to provide money they felt would reduce local incentives 
to operate effi ciently.



102 The Feder al Government & Urban Housing

 When the cost problem was fi nally addressed, it was done obliquely 
through congressional response to a symptom; the substantial rent increases 
to which many authorities resorted in order to cover costs. These increases 
led to tenant unrest, culminating in rent strikes in Newark and St. Louis. 
Congress responded in 1969 with the Brooke Amendment, which restricted 
public housing rents to no more than 25 percent of tenant income. Since 
this limitation caused a loss of revenue for many housing authorities, 
Congress also provided operating subsidies to cover local shortfalls (and 
to pay off previously accumulated operating defi cits) (Mandelker 1973). 
Thus was created one of the housing policy controversies of the 1970s, 
which will be examined further later in this chapter.

Management and Design Issues

All three issues just described—site selection, target population, and 
cost—had an important impact on the quality and quantity of the services 
offered by public housing. However, the program stimulated another debate 
related to the quality of services it provided: a debate over the physical 
design of the structures and the quality of their management. Here, too, 
the program was caught between confl icting pressures from liberals for 
improvement and from conservatives for containment.

The issue of public housing design touched directly on a central ques-
tion common to all such programs, namely: What level of housing quality 
should be enjoyed by those whom the government assists? The prevailing 
view among conservative critics and among many liberals as well was that 
the quarters provided by the government should be Spartan. Anything 
more than the minimum quality necessary to maintain health would, in 
this view, weaken the incentive of the residents to better themselves and 
excite the resentment of unsubsidized families. The application of this 
principle proved extremely destructive to public housing in the long run.

To begin with, most citizens and elected offi cials tended to associate 
cost control with control over amenities. Strict limits on the per unit 
cost of public housing were intended to prevent local authorities from 
constructing units that might be viewed as “too luxurious” for low income 
persons. In response, Congress placed tight limits on per unit prototype 
costs often setting them well below average construction costs for an area. 
However, such costs were at least as much related to the quality of the basic 
elements of construction as to extras that might make a unit luxurious. (A 
1982 HUD study documented the relatively small impact amenities had 
on per unit costs; U.S. Department of Housing and Urban Development 
1982b, 5–8.) Therefore, these limits often resulted in shoddy construction 
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 of such basic elements as doors, windows, plumbing, and heating equip-
ment. Such short-term savings were, of course, inimical not only to the 
tenants’ quality of life but to the taxpayers’ long-term fi nancial interest in 
durable units. Widespread negative perceptions of the poor obscured this 
problem, since the tenants themselves were blamed by the public for the 
poor condition of the units.

Even where basic construction was sound, cost restrictions discouraged 
design features that were essential to the smooth functioning of families 
and of the projects as communities. Units with minimal fl oor space, eleva-
tors that stopped on every other fl oor, fl oor plans arranged to minimize 
costs but maximize security problems, a total absence of site planning 
or recreational facilities—all of these were seen as prudent cost-cutting 
measures. However, the long-term costs, both to the tenants and to the 
public, were clearly much larger than short-term savings.

Beyond this, the absence of basic amenities was a symbol of the stigma 
attached to living in public housing. As Nathan Glazer has pointed out, 
and as discussed in chapter 3, one’s concept of what level of housing 
services is minimal is a product of time and culture, and it is clear that 
the housing expectations of postwar Americans have far exceeded those 
of earlier generations or their contemporaries in other cultures (Glazer 
1967). It is also true that individuals will generally aspire to the standard 
of living of those higher on the income scale and that the total equalization 
of housing quality with aspirations would be excessively costly. However, 
there is another minimum quality line which is diffi cult to defi ne precisely 
but which, if not met, leads the individual to put less value on his dwelling 
and, perhaps, on himself. The failure to meet such a standard can, as a 
result, contribute to the deterioration of life in the project. Common 
public housing design items such as toilets without seats and cabinets or 
closets without doors would certainly fall into this category of stigmatizing 
defi ciencies.

Yet another design controversy which negatively affected elite and mass 
acceptance of public housing concerned its aesthetic contribution to the 
community as a whole. In sharp contrast to the widespread public senti-
ment in favor of Spartan dwellings for the poor, a number of infl uential 
planners, architects, and social critics attacked public housing’s lack of 
aesthetic quality as a blight on the community (Friedman, L. 1968). In 
the 1930s, modernist architects favored the “tower in the park” design 
(i.e., large high rises surrounded by open space) over what they saw as 
the crowding and congestion of urban slums (Bauman, Biles, and Szyl-
vian 2000; Radford 1996). In this respect, the design of public housing 
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 mirrored larger trends in architecture that affected all types of dwellings 
and commercial structures.

However, the concrete or brick monoliths built in larger cities soon 
came to be criticized not only for their drab appearance but for their 
lack of human scale. In her classic critique of modernist planning (Jacobs 
1961), Jane Jacobs argued that more traditional street layouts, far from 
being chaotic, fostered community through constant interpersonal 
interactions and informal mechanisms of social control ( eyes on the 
street, to use her well-known phrase). In addition, the work of Newman 
on “defensible space” showed that physical design could enhance or 
detract from the safety of public housing neighborhoods (Newman 
1972, 1995). The massive impersonal housing blocks required mothers 
to send their children ten floors down to play, unsupervised, in barren, 
rubble-strewn lots, and the hallways and stairwells of these buildings 
became havens for criminal activity. However, given cost constraints, 
the demand that public housing provide low-cost shelter for tens of 
thousands of people while at the same time meeting the criteria of 
a warm, personal, communal environment and/or making a major 
architectural statement, was difficult, if not impossible for public housing 
authorities to meet.

Closely related to the physical defi ciencies of public housing were 
widespread perceptions of local management diffi culties. In the 1950s, 
many agencies tried to keep their projects respectable in the eyes of the 
community by screening out applicants they considered undesirable and 
by extensive intervention into the private lives of tenants. The eviction 
of female tenants for becoming pregnant out of wedlock was standard 
policy in many localities, and tenants were often fi ned heavily for physical 
damage to the property (Steiner 1971). In the 1960s, tenants’ groups chal-
lenged such regulations as paternalistic, and by the end of the decade, most 
authorities had loosened their parietal rules. At the same time, many other 
public housing managers were under fi re for being too lax (i.e., for not 
responding vigorously to problems of physical damage, criminal behavior, 
or other social confl icts). Each of these criticisms was valid for some proj-
ects, and it was not impossible to fi nd, in the same locality, strictness in 
some areas coupled with laxity in others. Nevertheless, the simultaneous 
existence of these two critiques was typical of the cross-pressures under 
which the program operated.

Because of numerous criticisms of public housing management during 
the 1960s, the decade saw the beginnings of various efforts at improve-
ment. Existing managers received training, and tenant councils were set 
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 up to provide resident input (Peterman 1993; Monti 1993). Also, social 
services and recreation for tenants were expanded. These experiments had 
varying success, depending on the good faith with which management 
undertook them, the ways in which the confl icts engendered by tenant 
participation were handled, and the adequacy of funding. Overall, such 
efforts contributed to an atmosphere of uncertainty within the program, 
which was to affect later policy decisions.

Subsidies and Supplements

Another dimension of housing policy in the 1960s, which was to have 
an important impact later, was extensive experimentation with alterna-
tive ways to assist low income tenants, through the use of private sector 
construction and leasing. As noted in connection with Section 235, neither 
conservatives nor liberals were receptive to the idea of subsidies to the 
private sector for the provision of low income housing during the fi rst 
twenty-fi ve years of federal housing efforts. Conservatives feared expan-
sion of the government’s housing role. Liberals were concerned that the 
private sector would be unable to provide the service as cheaply as the 
public sector, thus denying benefi ts to lower income persons.

In addition to the ambivalence of those representing various points on 
the political spectrum, one also has to look at the political dynamics of the 
housing policy struggle in the 1940s and 1950s to explain the absence of 
private sector programs. Public housing became an established program, 
but it was under such severe attack that several moves in Congress to 
extinguish it nearly succeeded. Therefore, liberal housing advocates 
concentrated on maintaining a minimal level of activity in this existing 
program, and the distrust of federal involvement prevalent in the 1950s 
helped discourage innovation of any kind. On the other side of the battle, 
conservatives discovered they could not muster enough votes to kill the 
program, and they gradually accepted its existence on a limited scale. They 
found that its impact on the private market could be kept to a minimum 
(1) by controlling appropriations; and (2) by perpetuating local struggles 
over site selection, which kept the poor concentrated and isolated. By the 
end of the 1950s, the program, though not particularly liked by either side, 
was at least a known quantity.

In spite of these ideological and pragmatic factors, Kennedy came into 
offi ce determined to push beyond the political equilibrium established 
around a 25,000 unit per year public housing program. On the one hand, 
his desire to improve housing conditions for the poor led him to push for 
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 expansion of public housing. On the other hand, several concerns moti-
vated him to look at other forms of assistance.

First, qualitative criticisms of public housing from the Left were 
becoming more intense in the late 1950s, thus encouraging Kennedy’s 
advisors to seek alternatives to public ownership. Second, innovations 
helped satisfy an urge displayed by Kennedy’s advisors in many areas of 
policy—the urge to project an image of creativity and progress, in contrast 
to the stagnation they attributed to the Eisenhower years. Third, they 
perceived a need to aid families with incomes too high for public housing 
but too low to obtain standard housing on the private market. According to 
Milton Semer, concern among housing policy analysts that this group was 
not being reached by either FHA or public housing increased during the 
late 1950s (Semer 1976, 116). Fourth, Kennedy became president during 
an economic downturn which hit the housing industry particularly hard, 
raising unemployment in the industry to as high as 20 percent. Expanding 
government involvement in housing construction was a way to stimulate 
this key element of the private economy.

Finally, the Kennedy administration, and later the Johnson administra-
tion, placed great emphasis on the principle of public-private cooperation 
in solving social problems. Without the Great Depression at hand to stimu-
late fears of total system collapse, it seemed necessary to move beyond 
this kind of threat as a social cost argument and to emphasize the direct 
gains that the private sector could realize from helping the poor. Not only 
would the stability and harmony of society as a whole be enhanced, but 
various market winners could profi tably expand their opportunities by 
helping the disadvantaged. Such a commonality of interests would expand 
the political base of social welfare programs, thereby avoiding the pariah 
status that direct government handouts to the poor such as public housing 
and AFDC had endured. Such considerations overrode the liberal concerns 
about vertical equity mentioned above, and led to the pursuit of public-
private partnerships.

Kennedy’s fi rst housing initiative in this direction was the Section 
22l(d)(3) Below Market Interest Rate program, enacted in 1961. This 
program enabled private lenders to originate mortgages on rental housing 
developments at a rate below the prevailing market rates. Then, they 
could sell these mortgages to Fannie Mae at a price based on market rates. 
The loss sustained in this transaction constituted a subsidy designed to 
reduce rents. Participation was also encouraged by the extension of liberal 
borrowing terms by FHA. The Section 22l(d)(3) program was directed at 
families with incomes too high for public housing but too low for standard 
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 private housing. The upper income ceiling was usually set at or near the 
median income for a particular geographical area, while the fl oor was the 
upper income limit for public housing. Another important provision was 
that tenants were not evicted if their income rose above a certain fi xed 
level, but could continue residence at higher rents.

In its fi rst four years, approximately 90,000 units were committed under 
the program, yet, it remained vulnerable to attack on a number of grounds 
and thus did not establish a stable political foothold. First, the interest 
subsidies did not result in as large a reduction in rents as had been hoped. 
In some cases, rents were only twenty dollars a month lower than conven-
tional FHA multifamily projects, with the result that only the upper range 
of moderate income families could be served. This, combined with the lack 
of eviction due to rising income, raised the median income of 221(d)(3) 
tenants to fi ve thousand dollars in 1965, a relatively high fi gure for that 
time. Media reports of allegedly well-to-do tenants living in these projects 
hurt the program’s image.

In short, the program was caught on the opposite horn of the dilemma 
that ensnared public housing. Public housing served a very low income 
group and as a result was stigmatized as a dole for the undeserving. Section 
22l(d)(3) served a slightly higher income group, and was attacked for 
giving aid to those who were too well-off to deserve it.

A second political diffi culty arose from the nature of its impact on the 
federal budget. Since the entire mortgage on each project was purchased 
by Fannie Mae, each development required a large sum of federal money 
up front. Only a fraction of this amount would actually be lost to the 
government in the long run, since the loan was to be repaid by the devel-
oper. However, the program’s large initial outlays enabled its detractors to 
characterize it as excessively costly and made it a target of strict funding 
limits.

To avoid the problem of budgetary impact, the Johnson administration 
sought a different type of program in 1965. Their alternative, called the 
rent supplement program, restructured the subsidy so that, instead of being 
applied indirectly through the government’s repurchase of the mortgage 
at a loss, it was applied directly to the tenant’s rent. FHA would insure a 
market rate loan to fi nance the project which, along with other expenses, 
would determine an economic rent for the project. The difference between 
this fi gure and 20 percent of the eligible tenant’s income would be paid 
as a direct federal subsidy. While costing the same, or possibly more, this 
approach had the advantage of limiting the program’s yearly budgetary 
impact.
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 This new proposal became the target of bitter debate in Congress. 
However, the focus of this debate was not the program’s budgetary impact. 
Instead, the major bone of contention was the income group to be served. 
Like Section 221(d)(3), this program was aimed at families in what the 
Johnson administration referred to as the 20 percent gap between public 
housing and private standard housing. Yet, the subsidy provided in the 
rent supplement proposal was somewhat deeper than that of the earlier 
program, and it was far more direct and visible. While the change in subsidy 
method minimized budgetary impact, it converted the government’s effort 
from an indirect stimulus to low-cost housing construction to what oppo-
nents could characterize as a subsidy to middle income families.

This debate split supporters of federal housing programs, as well 
as mobilizing opponents. The National Association of Housing and 
Redevelopment Officials (NAHRO) opposed the program, calling it 
“administratively cumbersome and socially indefensible” (CQ Almanac 
1965,361). This stance was motivated by the self-interest of local public 
housing authorities in keeping their program center stage, as well as an 
ideological objection to helping higher income groups. The proposal ulti-
mately attracted such strong opposition that Johnson was forced to make 
a major modifi cation in order to secure passage. Eligibility requirements 
were amended so that, instead of serving the 20 percent gap, subsidies were 
available only to those with incomes at or below public housing limits. 
Only by averting an expansion of federal activity into the moderate income 
area, thereby allaying both conservative fears of government expansion 
and liberal fears of abandonment of the poor, could Johnson get rent 
supplements through Congress.

The rent supplement debate was also fanned by increasing fears that the 
federal government would force socioeconomic and/or racial integration 
on higher income areas. Rent supplements were seen by both proponents 
and opponents as a more effective tool than public housing for achieving 
such integration. Higher income limits meant that subsidies could be 
extended to families who could afford to move into middle income areas, 
and, because it involved direct contracts between the HHFA and private 
builders, site selection would not require local government approval. By 
1965, the federal government had become fi rmly identifi ed with the cause 
of civil rights and with aid to the urban poor, as symbolized by the presence 
of African American housing advocate, Robert Weaver, as head of HHFA. 
Congressman Paul Fino (R, N.Y.) expressed the fears of many oppo-
nents, saying that the bill was “without safeguards to prevent the housing 
administrator from moving the poorest people into the best housing.” This 
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 position was echoed by Senator John Tower (R, Texas) who said that the 
program’s goal was to “get low income, middle income, and high income 
groups all living together.” Neither of these statements explicitly mentioned 
racial integration, but one House member characterized race as “a major 
subsurface issue.” (Quotes are from the CQ Almanac 1965,373–77,246.)

Though the rent supplement program was fi nally enacted, its imple-
mentation was very slow, in large part because opponents used their 
second line of defense, the appropriations process, to block it. Congress 
refused to appropriate funds in 1965, and in 1966 it cut Johnson’s request 
in half. Also, a rider was attached to the 1966 appropriations bill which 
forced HHFA’s successor, the new Department of Housing and Urban 
Development (HUD), to seek local government approval for rent supple-
ment projects (CQ Almanac 1966, 245). This subjected the program to 
the same local site selection battles encountered by public housing. As it 
became clear that the program would remain small in scale, the Johnson 
administration sought another alternative more palatable to Congress and 
to the public.

The new plan was incorporated in Johnson’s 1967 housing proposal and 
became law as the Section 236 program, a major part of the Housing Act 
of 1968. This program again utilized annual subsidies to private lenders 
rather than government loans, in order to minimize budgetary impact. 
But, in this program, the subsidies were not paid as direct rent supple-
ments. Instead, the developer arranged a loan at market rates but only 
paid 1percent interest, the difference being made up by federal payments 
to the lender. Furthermore, in an effort to avoid the virulent opposition 
that had greeted the income provisions of the rent supplement program, 
the new proposal buried its income limits in the subsidy mechanism. No 
family paid less than a basic rent, computed on the basis of the 1 percent 
mortgage rate (however, 20 percent of the units in each project were set 
aside for additional subsidy through rent supplements). The upper income 
ceiling was set by a “fair market rent,” calculated on the basis of rents for 
comparable units in the locality. No family for whom 25 percent of income 
was less than or equal to the fair market rent was eligible (US. General 
Accounting Offi ce 1978).

However, Congress was, as Semer expresses it, “still not of a mood 
to turn . . . [HUD] loose to work in the general vineyard of ‘low- and 
moderate-income’ housing” (Semer 1976, 126). Congress came up with 
a complicated formula for income ceilings, which refl ected its clear desire 
to keep a strict income lid on the program. In the end, the new program 
was enacted with much less controversy than rent supplements and was 
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 funded at a much higher level than any previous subsidy program. Also, 
the income limits were much more liberal than those of the rent supple-
ment program.

To complete the picture of new subsidy efforts in the 1960s, another 
program should be mentioned which slipped through Congress quietly 
in 1961—the Section 23 Leased Housing Program. Under this program, 
a public housing authority could locate a vacant unit, select an eligible 
tenant from its waiting list, and determine the rent that the tenant would 
pay based on its usual criteria. Then, it could sign a lease with the private 
landlord in which it agreed to pay the difference between the tenant’s 
payment and the private market rent for a comparable unit. This program 
avoided the controversy surrounding other ventures into private sector 
housing because it was clearly within the control of established agencies 
and because it remained small scale throughout the 1960s. Its signifi cance 
is that, of all the housing programs enacted during that time, it was closest 
to the housing allowance concept that was to become popular in the 1970s, 
and thus, it served as a model for later proposals.

Fair Housing

The Fair Housing Act of 1968 was a historic piece of legislation that was a 
direct response to the ongoing racial discrimination in the sale and rental 
of housing that had created the racially divided settlement patterns that 
characterized all American cities. As has been shown, the desire of privi-
leged white citizens to maintain racial apartheid in their neighborhoods 
and communities affected all aspects of decision making with regard to 
housing. Racial considerations subverted the stated goal of the public 
housing program—decent affordable housing—and turned the program 
into a tool for perpetuating segregation. As new subsidy programs emerged, 
they too were shaped by the imperative of the racial divide. However, the 
Fair Housing Act was not directed at housing production by the govern-
ment but at private acts of discrimination by landlords, realtors, and 
buyers/sellers of real estate. Along with the Civil Rights Act of 1964 and 
the Voting Rights Act of 1965, it was considered a major accomplishment 
of the struggle for civil rights for African Americans and other people of 
color.

The passage of the Fair Housing Act was accompanied by bitter debate 
in Congress, with opponents characterizing it as an assault on the “prop-
erty rights” of white citizens. Mara Sidney (2003) documents the fact that 
proponents of the act, in order to develop positive language that would 
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 counter these attacks, linked it to upward mobility by African Americans. 
According to the narrative that they created, educated, middle-class African 
American families who wanted to move out of the poverty and turmoil of 
the ghetto could use the protections of this Act to secure housing in more 
stable (presumably white) neighborhoods. In this way, they turned the 
urban riots, a potential liability for anyone arguing for expanded civil rights 
in the latter half of the 1960s, into an asset by creating a set of “deserving 
blacks” who would be the benefi ciaries of the legislation.

This framing of the issue was successful in securing passage of the Act, 
but it resulted in a law that was focused on individual acts of discrimi-
nation perpetuated against those who were otherwise “deserving” of 
being admitted to white, middle-class neighborhoods. It further put the 
burden on individuals by specifying that HUD could only act on the basis 
of individual complaints of discrimination, not on the basis of overall 
patterns of discrimination. Compared to the two earlier civil rights laws 
just mentioned, its enforcement mechanisms were incredibly weak. It took 
other legal actions, such as court cases and HUD regulations created in 
response to court cases, to directly address the issue of how housing devel-
opment, whether publicly or privately sponsored, acted to perpetuate the 
segregation of whole neighborhoods and areas of the city.

Summary of Part I

I have attempted in Part I to set the stage for later housing policy deci-
sions by tracing the development of three major types of subsidy programs 
prior to 1970: FHA single family mortgage insurance; public housing; 
and a collection of programs based on indirect and direct subsidies to 
private builders which were developed in the 1960s. By 1970, all of these 
programs had, by one route or another, become important parts of the 
federal strategy for improving low income housing.

No single piece of legislation embodied the liberal commitments of the 
Johnson administration more than the Housing Act of 1968. It reaffi rmed 
the sweeping rhetorical goal of the Housing Act of 1949, “to provide a 
decent home and living environment for every American family,” and it 
also set specifi c quantitative targets. The Act declared “that it [the goal] 
can be substantially achieved within the next decade by the construction or 
rehabilitation of 26 million housing units, six million of these for low- and 
moderate-income families” (HUD 1976, 143). All of the programs included 
in the Act were funded at levels unheard of in the previous thirty years of 
federal involvement. Looking at this legislation at that time, it was possible 
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 to conclude that the nation had fi nally made a serious commitment to the 
use of federal resources to improve housing conditions for lower income 
families.

The actual course of events was quite different. After about four years of 
large-scale expansion, the entire federal housing effort was brought to a halt 
by the Nixon Moratorium, amid charges that all the major new programs 
had been failures and amid calls for a totally new approach. As will be 
shown in Part II, the seeds of this rapid policy reversal lay in the unresolved 
nature of the underlying ideological and political disputes in which housing 
was embedded, disputes already aired in the 1950s and 1960s. In short, 
the ship was standing on the launching pad, with plenty of fuel and a 
seemingly clear fl ight path charted, but the captaincy changed hands 
and the crew was still deeply divided on the basic direction it should 
take. Thus, it could be expected that the mission would dissolve into 
midcourse wrangling, which would nearly halt the fl ight altogether.

Part II—From Boom to Bust in Federal Housing Assistance: 
1969–1973

Dye and Ziegler (1981) argue that a presidential election cannot be treated 
as a mandate for particular policy directions because: (1) voters are poorly 
informed about the issues and candidates’ positions on the issues; and (2) 
voters choose candidates for many reasons, of which only a small part are 
agreements or disagreements with specifi c policy stands. The election of 
1968 was one in which the policy mandate was particularly murky. Voters 
were tired of the Vietnam War but hostile to the antiwar movement. 
They supported programs to aid the poor, but they wanted law and order 
restored in the cities, after three years of riots. The turmoil that plagued 
Johnson’s tenure seemed at one point to be driving millions of tradition-
ally Democratic voters away from the party, either to Nixon or the third 
party candidate, George Wallace. Yet, in the end, the Democratic candidate, 
Hubert Humphrey, gained majorities in most of the groups in the tradi-
tional New Deal Coalition, thereby rendering Nixon’s victory margin razor 
thin (Converse et al. 1969).

Dye and Ziegler go on to say that, while the popular will as to policy 
options is obscure, elections do serve the function of bringing into power 
a new leadership group which usually has different plans for governing the 
country (Dye and Ziegler 1981, 210–13). In one sense, this was certainly 
the case in 1968. A distinctly different group assumed power when Nixon 
took offi ce. Yet, in another sense, the division of power between liberals and 
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 conservatives was as complex as the voter’s electoral decision, particularly 
with regard to social welfare policies such as housing assistance.

First, multiple perspectives were represented within the Nixon admin-
istration. Some advisors, such as Daniel Patrick Moynihan, Robert Finch, 
and George Romney, felt that the previous administration’s commitment 
to solving the problems of the poor should be maintained, having been 
reformed and stripped of excesses by the new administration. The key to 
future Republican electoral success was, they felt, to move toward the center, 
to portray themselves as more cautions and responsible liberals than the 
Democrats. Others, such as John Mitchell, supported the notion of a new 
Republican majority, based on groups who wished to contain, if not totally 
reject, the demands of the poor. This majority would add to the traditional 
Republican core of conservatives many of the disaffected middle class who 
felt that their money and their values were being sacrifi ced to the demands 
of strident minorities. Nixon himself, according to several accounts, lacked 
a clearly articulated philosophy on domestic social programs and attached 
less importance to these issues than to foreign affairs (Evans and Novak 
1971; Safi re 1975). Therefore, the direction his administration took was 
greatly infl uenced by which group of advisors was able to gain his ear.

Second, the election of 1968 left in place forces strongly supporting 
Great Society programs. The election made only a slight dent in the Demo-
cratic majorities in both houses of Congress, thus leaving liberals with 
a strong power base. In addition, interest groups with a stake in various 
programs retained considerable political clout. The governments of most 
large cities were not Republican strongholds, but many in the party did not 
want to write off this political base entirely. And local offi cials as a group, 
whether Democratic or Republican, still commanded a respectful ear in 
Congress when speaking through such organizations as the U.S. Confer-
ence of Mayors. There were also private sector interest groups who could 
be counted on the side of such programs. These were not groups Nixon 
could afford to totally ignore.

The result of these contradictory pressures was a Nixon Administration 
stance on social welfare policy that gradually shifted over his fi ve and a 
half years in offi ce. Initially, following the lead of his more liberal advisors, 
Nixon made efforts to contain, control, and redirect, but not to reverse, 
major Democratic initiatives. Programs with the weakest support, such 
as the War on Poverty (which had alienated many in Congress with its 
efforts to organize the poor politically rather than simply give out benefi ts) 
were the fi rst recommended for reorientation or reduction. Meanwhile, 
programs with greater support, such as housing assistance, were continued 
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 and even expanded. Yet, as Nixon’s term progressed, the liberals gradually 
lost infl uence and, one by one, departed the administration. This left the 
more conservative group in control of domestic policy, a group inclined 
to use the political weaknesses displayed by various programs as oppor-
tunities to push for their curtailment. Particularly in the period between 
Nixon’s overwhelming reelection victory in 1972 (which they interpreted 
as a mandate for a shift in policy in a conservative direction) and his total 
loss of political effectiveness in mid-1974 due to Watergate, the admin-
istration was more aggressive in pursuing reorganization measures and 
budget cuts.

These internal shifts in the Nixon team are stressed here because, 
in general, the failure of any program to perform, or its generation of 
undesirable side effects, are not in themselves suffi cient conditions for 
a successful political attack on the program. As Wildavsky has pointed 
out, criteria for success or failure are usually ambiguous, judgments of 
effi cacy are dependent on value perspectives, and many programs serve 
purposes other than their stated objectives (Wildavsky 1979). In addition, 
it is possible for decision makers to choose from a variety of responses to 
program defi ciencies, ranging from minor administrative adjustments to 
major modifi cations or substitutions (Hays 1986). Therefore, in explaining 
instances, such as housing assistance, where concern about defi ciencies 
led to severe curtailment or abolition of programs, one must also look 
for political actors with the motives and ability to utilize the programs’ 
weaknesses to undermine support. Many Great Society programs displayed 
serious fl aws, and the ideology of the Nixon team inclined them to favor 
drastic changes over adjustments.

Another aspect of Nixon’s strategy bears discussion before the particular 
problems of housing programs are examined. This was his tendency to 
couch major efforts at retrenchment in the rhetoric of reform previously 
associated with liberal initiatives. Even though Nixon’s political strength 
grew as his term progressed (until the Watergate scandal exploded), and 
although he intensifi ed his efforts to change the direction set by the Great 
Society, the underlying political support for social welfare programs was 
suffi ciently strong that he did not openly advocate a full-scale retreat from 
federal involvement. Instead, he cast himself in the role of a reformer, 
who wished to improve the fairness and effectiveness of federal efforts 
to help the disadvantaged. In an October 13, 1969, message to Congress, 
he declared that “this would be the watchword of the Administration: 
REFORM,” and he went on to list eleven areas of reform, ranging from the 
draft to revenue sharing to the Offi ce of Economic Opportunity (Nixon 
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 1971, 11D-A). Most of these reforms would reduce the public sector’s active 
role on behalf of the disadvantaged, and they were often accompanied by 
funding reductions. Such changes would, of course, be reforms from a 
conservative point of view, but Nixon was clearly appealing to liberals by 
suggesting that he sought changes in the means, not in the ends or the level 
of commitment. This blending of retrenchment with reformist rhetoric 
infl uenced the development of housing programs by encouraging new 
approaches.

Nixon’s victory created great concern among housing proponents that 
Johnson’s initiatives would quickly be abandoned (Keith 1973). However, 
in keeping with the cautious strategy just described, Nixon sent just the 
opposite signal by appointing George Romney, a pro-urban, pro-housing 
Republican, as Secretary of Housing and Urban Development. Romney 
promised greater administrative effi ciency in the programs enacted in 1968 
and then presided, for the next four years, over the largest boom in the 
construction of federally assisted housing that had ever occurred. Data on 
the production of units in programs run by HUD are presented in Figure 
4-1. They show the extent of the boom between 1969 and 1974, and the 
contribution of each of the major programs begun or accelerated by the 
Housing Act of 1968.

If a single period can be identifi ed during which the support for these 
programs began to unravel, it is probably the year 1971. As Figure 4-1 
shows, this was when production reached its peak, but it was also a year in 
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 which investigations by Congress and the media began to uncover problems 
in the Section 235 and 236 programs, and in which ongoing controversies 
over public housing intensifi ed. Since each program had its own path of 
development and decline, it is best to examine them separately.

The Section 235 Program

Cities Destroyed for Cash was the lurid title of one journalist’s exposé of the 
Section 235 program in Detroit. This book begins with fi gures purporting 
to demonstrate the program’s failure on a national scale. Then, the author 
launches into an account of the juicier details of the Detroit scandal, 
including the murder of an evil realtor by a conscience-stricken man who 
had helped her procure houses from inner city residents at rock-bottom 
prices in order to sell them at huge profi ts (Boyer 1973).

While most descriptions of the program lacked the drama of this 
account, it accurately refl ected the aura of scandal that enveloped it in 
1971 and 1972. The Wall Street Journal, Business Week, The National 
Observer, and other infl uential periodicals carried stories about FHA’s 
troubles (McClaughry 1975, 4), while several congressional investigations 
were begun (U.S. Congress, House Committee on Banking and Currency 
1970, 1971b; Committee on Appropriations 1972; Committee on Govern-
ment Operations 1971, 1972a). Meanwhile, grand juries indicted builders, 
realtors, and FHA offi cials in Detroit, New York, Philadelphia, and several 
other large cities. Clearly, these programs had gone awry in some commu-
nities, serving neither the interests of the general public nor their intended 
benefi ciaries (Lilley 1972b, 1972c).

The pattern of abuse which emerged from these investigations is well 
summarized in this account of a home purchase under Section 235:

In a typical case, a real estate operator would buy up a number of 

rundown or abandoned buildings in an inner-city slum. He would make 

suffi cient cosmetic repairs to make the building temporarily presentable. 

An FHA appraiser—often a fee appraiser—would infl ate the appraisal 

value, occasionally for an illegal kickback. The operator would fi nd an 

aspiring low income family with little knowledge of the responsibilities 

of home ownership. The bank would make the loan, knowing, of course, 

that FHA would step in, in case of default. The operator would take his 

money and disappear. Later, the homeowner would discover that his 

home had many substandard conditions, conditions more expensive to 

correct than his limited budget permitted. Having only $200 in the deal, 

and facing huge expenses and protracted wrangling, the homeowner 
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 would abandon the property and disappear. And another problem home 

went into the FHA inventory. (McClaughry 1975, 21)

This account identifi es several key actors in the transaction; the FHA 
administrators, the prospective buyer, the realtor or builder, and the 
mortgage banker. All displayed attitudes or behavior that combined 
to make the outcome unfavorable. In addition, the transaction was 
infl uenced by the condition of the inner city housing market in which 
it was taking place. Let us briefl y explore each actor’s role.

The passage of the 1968 Act thrust the FHA into territory both 
unfamiliar and uncomfortable for its staff. After years of underwriting 
mortgages for middle-class, white buyers using the banker’s criterion of 
economic soundness as a measure of risk, the FHA staff was suddenly 
asked to change both its criterion and its clientele. Backers of the 1968 
Act were concerned that the criterion of economic soundness erected an 
arbitrary barrier around inner city areas, since it was based as much on 
the location of a house as its physical condition. Their intent was that 
the FHA would bring its expertise to bear on inner city problems, with 
a reasonable relaxation of standards to refl ect inner city conditions. 
However, during implementation, many local FHA administrators 
heard a different message. In the words of a 1971 HUD Audit Report, 
“We were informed, both orally and in written comments [by local 
FHA offi cials] that the word was out from the Central Offi ce to relax 
the inspection requirements” (U.S. Congress, House Committee on 
Banking and Currency 1971b, 85). This tendency to interpret a lowering 
of standards as a philosophy of “anything goes” was exacerbated by the 
push from top HUD offi cials for high-volume production of units, plus 
a lack of adequate staff in many fi eld offi ces.

The result was, in some areas, a breakdown of the normal FHA 
review process. Properties were not inspected or given only an external, 
“windshield” (drive-by) inspection. In a masterpiece of bureaucratic 
understatement, the HUD Audit Report notes: “The conditions were so 
bad in some of the houses we inspected that the interior inspection by 
an appraiser prior to insurance is debatable” (87). In addition, the value 
of houses was often determined by private fee appraisers who were 
themselves local realtors, and their carelessly or deliberately infl ated 
valuations were accepted without review.

With FHA willing to relax its standards, there were numerous 
builders and real estate agents willing to exploit the situation for quick 
profi ts. These agents could easily fi nd willing buyers among low income 



118 The Feder al Government & Urban Housing

 persons eager to improve their housing. The agents would use FHA 
backing to reassure the buyer of the quality of the house. Then, they 
would take advantage of FHA laxity, or, in some cases, bribe offi cials 
to look the other way while the house was sold in poor condition 
and/or at an infl ated price. They found their most fertile ground in 
neighborhoods that were changing racially or could be tipped toward 
racial change by skillful manipulation. Blockbusting was, as Bradford 
points out, a technique highly developed by unscrupulous inner city 
realtors long before the FHA program was introduced. It depended 
for its success on whites who were afraid of property value loss due to 
integration and on African Americans who, because they faced very 
restricted housing choices, were eager to open up new areas. However, 
the impact of blockbusting had, in the past, been limited by the lack of 
available credit, since most banks would lend to African Americans, if 
at all, only on the most unfavorable terms.

The new FHA initiatives opened a fl ood of credit to areas vulnerable 
to racial change. FHA mortgage insurance made lending in these areas 
virtually risk free for mortgage bankers and savings and loan associa-
tions. They could get FHA approval on the structure, service the loan 
for a nice fee, and then immediately sell the mortgage to Fannie Mae. 
If the mortgage defaulted, FHA covered the loss and was left with the 
property (Bradford 1979).

The willingness of realtors to sell inferior units to low income persons 
at high profi ts can, in one sense, be explained by sheer greed, without 
reference to more abstract values. Yet, in another sense, such behavior 
fi ts into a broader set of attitudes toward the poor. The fact that the 
middle class often stereotypes the poor as lazy, ignorant, unkempt, or 
destructive makes economic exploitation of them seem more ethically 
palatable. When challenged, entrepreneurs respond with statements 
such as “It’s better than what they had,” or, “These people don’t care how 
it looks,” or, “They’ll just tear it up anyway.” Where the entrepreneur is 
white and the client is black, such stereotyping is intensifi ed, although 
black entrepreneurs may also exploit their own community. Interviews 
with local FHA offi cials conducted during HUD and congressional 
investigations show they often shared these types of attitudes toward 
the people they were serving.

To reject these stereotypes, however, is not to suggest that the attitudes 
and lack of knowledge of buyers had no impact. By extending home owner-
ship to lower income persons, the FHA was reaching many who had little 
knowledge of the responsibilities it entailed. Typical of the problems cited 



Federal Housing Assistance: 1934–1973 119

 by many authors is an account, given to this writer by a local government 
offi cial, of a new Section 235 owner who went to the bank demanding that 
they fi x the plumbing, as if the bank were the landlord rather than simply 
the mortgagee. Because of such problems, the FHA was justly criticized for 
a total absence of counseling of prospective home buyers or even a sense 
of responsibility for blatantly fraudulent representation of housing condi-
tions by sellers to buyers. As the HUD Audit Report stated, “FHA personnel 
advocated . . . the caveat emptor concept” (84). To its credit, HUD several 
times requested funding for counseling, but Congress refused until 1972, 
after the program had been tainted by scandal.

Yet, in spite of the importance of the attitudes of low income purchasers, 
the tendency of many accounts to blame the problems of Section 235 on 
lack of buyer awareness is a subtle form of “blaming the victim” (Ryan 
1976) if it is not placed within the total social and economic context of 
these transactions. Some accounts describe buyers who were aware of the 
shortcomings of houses they were buying but felt compelled to take advan-
tage of what seemed a once-in-a-lifetime opportunity for home ownership. 
Contrary to the abstract economic models of many market advocates, the 
poor are often unable, or perceive themselves as unable, to shop freely on 
the open market for the best product, even when given a cash subsidy to 
do so. Thus, they may take what they can get, even with full knowledge of 
its defi ciencies.

Furthermore, the problems of many purchasers seemed to stem as much 
from fi nancial overextension as from inadequate cultural background. 
The program not only subsidized interest but reduced the down payment 
to as low as two hundred dollars, and even this amount was often paid 
by the real estate speculator. Thus, the buyer had little fi nancial stake in 
the property and was more inclined to equate home buying with renting. 
In addition, the computation of the percentage of income to be paid for 
housing did not take into account maintenance expenses for which the 
owner would be responsible, nor did the program allow for the accumula-
tion of a maintenance reserve to deal with large, one-time expenditures. 
Finally, the problems encountered by many buyers were the direct result of 
poor construction and thus were so costly that few homeowners could have 
easily paid for them. A staff report of the House Committee on Banking 
and Currency comments:

The staff did fi nd cases where homeowners failed to take care of basic 

maintenance responsibilities, but in such cases the result was for the 

most part only poor housekeeping by middle class standards. However, 
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 no homeowner can be expected to cope with poor construction, cracked 

foundations, improper wiring, and a general failure of contractors to 

meet local building and maintenance requirements. A welfare mother 

with four or fi ve children may well have a house that is in less than 

spotless condition, but they cannot be blamed because there is only one 

electrical outlet in the entire house and no . . . heating vents in any of 

the bedrooms on the second fl oor. (U.S. Congress, House Banking and 

Currency Committee 1971b, 106)

It is much easier to recite the well-documented catalog of Section 
235 abuses than it is to establish a picture of the success or failure of the 
program as whole (Berger 1969). Most critiques of the program were based 
on case studies of a few major cities. While understandable in light of the 
complexity of the data involved, it is nevertheless hard to gain from a few 
cases an accurate picture of the program’s national impact. In cities such 
as Detroit and Philadelphia, the program generated massive corruption 
and had a clearly negative impact on some of the neighborhoods involved. 
Other cities operated the program in a manner benefi cial to the low income 
people affected.

Because the response of many lower income families to problem units 
was abandonment of the property, the rates of delinquency and foreclosure 
of loans are reasonably good indicators of the national incidence of the 
problems described above. Figure 4-2 shows the cumulative number of 
units in default or in foreclosure for each year from 1969 to 1979 as a 
percentage of the cumulative number of Section 235 loans in effect for that 
year. This graph shows a signifi cantly higher proportion of loans in default 
or foreclosure for the Section 235 program than for FHA home mortgage 
programs as a whole, particularly in the period from 1971–74.

Clearly, some of the program’s difficulties resulted in a much higher 
casualty rate than was typical in suburban and/or middle income areas. 
However, these default rates do not suggest total crisis or collapse. Of 
all the loans made, over 90 percent did not end up in foreclosure, an 
indication that the majority of the program’s clients were reasonably 
well served. As Downs points out, Section 235 was known from the 
beginning to be high risk, due to the marginal neighborhoods and 
low income families involved. Thus, high foreclosure rates should not 
have been surprising. He also notes that the cost of such defaults was 
vastly overestimated by Romney and others on the basis of the Detroit 
experience. He estimates a cost of $3,000 per HUD-acquired unit for 
handling and resale (Downs 1973, 65).
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Looking at the impact of defaults strictly in numerical terms does 
not, of course, take into account the social and psychological effects 
of abandoned dwellings and governmental callousness. Nevertheless, 
even if one is less sanguine about the programs’ failures than Downs, a 
question remains as to whether the program was fundamentally flawed 
or could have been substantially improved through changes in design 
and administration. There is some evidence that such modifications 
could have had favorable results.

First, another look at Figure 4-2 shows an interesting pattern in the rate 
of foreclosures. The program began in 1969 and by 1970 showed a modest 
default rate of 2.0 percent and a foreclosure rate of 1.0 percent. This rate 
began to accelerate rapidly in 1971, and by 1973, nearly 9.0 percent of loans 
were in default, and about 2.0 percent were in foreclosure. However, after 
1975, the rate declined rapidly, to percentages of default and foreclosure 
that were closer to the average for all FHA loans. To put it another way, most 
of the program’s foreclosures occurred early in the life of the individual 
mortgages affected. This pattern suggests that a screening of applicants 
was taking place through early foreclosure that should have taken place 

Note: Percentages are computed based on the total number of loans in effect in any 
given year.

Source: Department of Housing and Urban Development Statistical Yearbook, 1979
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 before the sale, since most structural or fi nancial problems that could cause 
default within one or two years of sale should have been apparent at the 
outset. Once this de facto screening of applicants occurred, the rate of 
foreclosure returned to a much more reasonable level. This provides more 
direct evidence that administrative laxity, not basic program design, was 
responsible for much of the abuse. Though the task of changing business-
oriented FHA offi ces into social welfare agencies would have been diffi cult 
at best, top HUD offi cials made little or no effort to retrain local FHA staff. 
Instead, they sent down a message equivalent to “Damn the torpedoes, full 
speed ahead.” Existing FHA appraisal and inspection procedures contained 
suffi cient safeguards to prevent gross abuse, had the staff applied them 
properly (Downs 1973, 51).

Beyond this, other features likely to increase program success would not 
have been impractical. Extensive counseling would have minimized the 
role of buyer ignorance in default and abandonment, although counseling 
would, in many cases, have had to be backed up by fi nancial help with 
maintenance costs. In addition, as McClaughry’s excellent analysis suggests 
(McClaughry 1975), a conscious effort by the FHA to involve neighbor-
hood groups in planning and executing the program might have curtailed 
blockbusting, shoddy construction, and abandonment. Such efforts would 
have slowed production, but they would have brought the program closer 
to meeting its objectives.

Evidence that such modifi cations could have led to success is provided 
by the testimony of Leonard Katz, a former FHA administrator from 
Milwaukee, Wisconsin. In Milwaukee, applicants were required to take three 
classes in home buying before being given a list of realtors to contact. For 
those program participants on welfare, an inspection of the home by the 
Welfare Department was required. If the purchaser lacked the two hundred 
dollars down payment, this was supplied by a grant from the St. Vincent de 
Paul Society. As a further safeguard, the buyer was required to personally 
inspect the property before purchasing, and at the closing, he or she was 
represented by a lawyer from the Legal Aid program. Finally, the buyer 
was given a class in home maintenance by the University of Wisconsin 
Extension Service (U.S. Congress, House Committee on Government 
Operations 1972a, 162–71).

This extensive interagency cooperation required an administrative effort 
that, in one sense, was above and beyond the call of duty for an FHA offi cial. 
Yet, it yielded concrete benefi ts for the agency as well as for buyers, since 
the Wisconsin foreclosure rate, as of early 1972, was 0.09 percent, or nine 
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 foreclosures out of 8,500 mortgages insured (McClaughry 1975, 25). Ironi-
cally, during much of this time Katz’s offi ce was being castigated by higher 
HUD offi cials for low productivity, while the Detroit FHA Director, whose 
offi ce would later produce the worst scandal in the country, was being 
praised for his “aggressive processing of inner-city homes” (McClaughry 
1975, 126).

The fact that there was plenty of room for constructive change within 
the existing program was frequently raised in testimony by interest groups 
supporting it within the housing policy subsystem. The Mortgage Bankers 
Association provided a report to the Senate Appropriations Committee 
listing many individual success stories and lauding the virtues of good 
counseling for prospective buyers (U.S. Congress, Senate Appropriations 
Committee 1971). Other congressional supporters also emphasized the 
program’s positive aspects and took the Nixon administration to task 
for most of its failures (see, for example, U.S. Congress, Joint Economic 
Committee 1973).

This response by program supporters placed the Nixon team in a delicate 
position. On the one hand, the program’s failures could be used as grounds 
for the disengagement to which Nixon was already inclined. Rather than 
making a genuine effort at improvement, it could gradually distance itself 
from the program, while claiming leadership in the search for alternatives. 
On the other hand, since virtually all Section 235 production had occurred 
under the Nixon administration, its spokesmen had to avoid criticizing the 
program in such a way as to direct more blame on their own shortcomings. 
Thus, the testimony of George Romney over the fi rst Nixon term contains 
negative appraisals of program performance, but it also attempts to play 
down the extent of abuse and to emphasize the steps taken to improve it. 
This ambiguous position was a further incentive for Nixon to couch later 
attacks in terms of reform rather than retrenchment. He could thus cast 
himself in the role of improving the tools of housing policy rather than 
throwing them out after failing to use them properly.

The Section 236 Program

The Section 236 rental housing program, the 1968 Act’s counterpart to the 
Section 235 home ownership program, received less public attention, in 
part because its concept was not as novel as home ownership for the poor. 
Also, the program’s failures were less massive and visible. Nevertheless, the 
program’s diffi culties did receive attention, which contributed to the loss 
of political support for housing assistance in general.
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 In 1972, the Surveys and Investigations Staff of the House Appropria-
tions Committee investigated Section 236 and identified a number of 
problems. These may be divided into three groups:

• Problems of site selection;

• Problems related to the motivations and qualifi cations of sponsors;

• Problems of excessive costs and rents.

It was noted earlier that policy makers sought to avoid lengthy local 
conflicts over site selection by moving from public housing to private 
sector subsidies. In Section 236, some conflict was avoided by the fact that 
builders could obtain their sites through private real estate transactions. 
However, the tendency to concentrate units in low income or central 
city areas was not eliminated. Builders saw these areas as their natural 
market and sought to locate new units accordingly. In addition, there 
were delays and restrictions on construction in higher income areas 
which could, under public pressure, be imposed by public bodies. Many 
suburban areas had zoning laws that virtually excluded multifamily 
development; and, even where this was not the case, middle-class citizens 
saw Section 236 projects in the same negative light as public housing 
(though tenant incomes were generally higher) and utilized all available 
legal avenues to keep them out.

The concentration of Section 236 projects in central city and/or low 
income areas had at least two negative consequences. First, projects some-
times inherited the negative reputation and the social problems of their 
surroundings, much as public housing had done earlier. Second, some 
cities experienced overbuilding of projects in relatively small geographic 
areas. If this did not directly create vacancies in new units, it often was 
the indirect cause of vacancies in older projects nearby, as eligible tenants 
sought out the greater amenities available in newer developments.

HUD regulations mandated a careful check of marketability as part of 
the processing of Section 236 proposals, but its staff often lacked detailed 
knowledge of local markets. And, though the market will itself adjust 
supply and demand in the long run, it does permit short-term problems of 
oversupply. If such an oversupply problem pertains to fast food restaurants 
on a commercial strip, then the failure of the last two built may not affect 
anyone but the investors. But, in the already volatile conditions of urban 
housing markets, the failure of a housing development may generate nega-
tive consequences for an entire neighborhood, as well as for the project’s 
owners and residents. Furthermore, when the entire program is under 
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 close, and often hostile, scrutiny, anything that increases failure rates can 
cloud its future.

Section 236 sponsors could be of three types: cooperatives, nonprofi t 
organizations, or limited dividend, profi t-making corporations or partner-
ships. The last two types constituted the bulk of the developers. Nonprofi t 
organizations accounted for roughly one-third of the starts. A typical 
pattern was that of one Midwestern city in which a consortium of churches 
was formed to sponsor a project. The intent of these organizations was 
altruistic—to improve housing opportunities for lower income persons. 
However, as shall be shown, these groups’ lack of expertise in housing 
created serious problems with the units built under their sponsorship.

Limited dividend sponsors were, in contrast, investing in subsidized 
housing for profi t. Their return on investment was formally limited to 6 
percent, but there were numerous ways this return could be increased. The 
complex relationships that developed in this situation bear some discus-
sion, since they affected not only Section 236 but also the Section 8 program 
which superseded it in 1974. The experience with the use of tax subsidies 
in Section 236 also infl uenced the design of the Low Income Housing Tax 
Credit, which was enacted in 1986. The following discussion is drawn from 
the aforementioned House staff report (U.S. Congress, House, Committee 
on Appropriations 1972); and from a Congressional Budget Offi ce report 
on real estate tax shelters (U.S. Congress, Budget Offi ce 1977).

As was also true for unsubsidized multifamily developments, the 
primary attraction of a Section 236 development to wealthy investors was 
not the return from rental income but the sheltering of other income from 
taxation. Mortgage interest and property taxes were deductible, and tax law 
permitted the use of accelerated depreciation on the value of the property. 
The investor could shelter current income by counting against it paper 
losses in the value of the rental units.

These losses were subject to recapture for tax purposes upon sale 
of the property, because the difference between the actual sales price 
and the depreciated value claimed in prior years was subject to capital 
gains tax. However, the capital gains tax rate was much lower than the 
income tax rate for persons in upper income brackets, and the differ-
ence between accelerated and straight line depreciation was not subject 
to recapture if the property was held for sixteen years or if the funds 
were reinvested in another subsidized housing project. In addition, the 
investor enjoyed the tax-free use of the sheltered income during the 
time the property was held. Finally, investors could, by putting up a 
certain percentage of the down payment, claim that portion of the total 
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 cost of the development as a basis for fi guring accelerated depreciation. 
For example, if a development cost $1,000,000, with a down payment 
of $100,000, an investor could put up $20,000, or 20 percent of the 
down payment, and claim 20 percent of the depreciation losses for the 
entire $1,000,000 project.

These tax benefi ts led to a variety of ownership arrangements under 
the general rubric of tax syndication. The developer himself usually did 
not have enough income to take full advantage of the tax benefi ts, so he 
would “sell” them by setting up a limited partnership with other inves-
tors. The developer served as general partner, with responsibility for 
actual development process, while the liability of the others was limited 
to the money invested. Since subsidized housing was considered a high-
risk investment, it would have been very hard to raise suffi cient capital 
for Section 236 projects without the additional incentive of tax breaks. 
However, the complex ownership patterns had some disadvantages for 
the long-term viability of such projects.

To begin with, most of the tax benefi ts were realized in the fi rst ten 
to fi fteen years of the project’s life. Therefore, investors were tempted 
to use the project for these benefi ts and then sell it, without concern 
for its long-term survival. (As shall be discussed in chapter 8, the loss of 
assisted units through such sales became a major policy concern in the 
1980s.) In addition, most partners had little knowledge about manage-
ment, and, since their fi nancial risk was limited, they had little incentive 
to become effective watchdogs over the developer or its management 
agent. Finally, since income from rent was not their major source of 
return, investors had little incentive to pressure managers to run a 
tight ship in terms of maintenance or vacancy losses. Though investors 
had an interest in avoiding the early collapse of a project, their arm’s 
length relationship discouraged early detection and prevention of such 
a collapse.

A third problem for Section 236 was that of cost and rent escalation. 
One source of cost escalation was the developers themselves, who had 
an obvious incentive to infl ate construction costs in order to maximize 
subsidy payments. Higher profi ts could be inserted into development 
costs through land acquisition. HUD based its mortgage amount on its 
own appraisal, and the House Appropriations Committee staff found 
that the actual cost was often much lower than the appraised value. 
They could also infl ate revenue through fees and overhead charged to 
the limited partnership for design, general contracting services, setting 
up the tax syndication, or for management.
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 HUD did attempt to regulate these costs, but a combination of 
lack of local data, general administrative laxity, and the shrewdness 
and determination of developers often made regulations ineffective. 
Paradoxically, where HUD did enforce regulations, the result was often 
construction delays, which themselves increased costs. The process 
was so complex that a group of developers arose who specialized in 
subsidized projects. They developed the patience and expertise to nego-
tiate the maze of HUD approval and to turn it to their advantage. The 
effects of such practices were refl ected in a HUD estimate that Section 
236 projects cost 10–20 percent more than comparable conventional 
projects, not including “tax expenditures” (i.e., revenue lost due to 
tax breaks) (U.S. Department of Housing and Urban Development 
1974a).

Problems also arose in connection with operating costs. Developers 
deliberately manipulated the situation by obtaining HUD agreement 
to low estimates of operating costs for the purpose of project approval, 
so that they could insert higher construction costs in the original rent 
levels. Once the project was in place, enforcement became more lax and 
increased rents to cover operating costs could be sought.

In addition to deliberate manipulation, the real costs of maintenance 
and utilities increased rapidly in the early 1970s. This was part of the 
larger trend in which the median income of tenant households increased 
more slowly than the costs of rental housing. This trend created serious 
problems for all rental housing, but its impact was especially severe on 
Section 236, which based its subsidy levels on costs rather than on a fi xed 
percentage of tenant incomes. Steadily rising costs and rents reduced the 
potential market of eligible tenants, prevented the most needy families 
from benefi ting from the program, and created an additional incentive for 
project managers to skimp on maintenance and services.

As in the case of Section 235, it is easier to recite a list of problems than 
to assess the total impact of these problems on the program. Again, the 
incidence of mortgage foreclosures is a useful indicator of the nationwide 
severity of program defi ciencies. Figure 4-3 shows the cumulative total 
of units foreclosed or assigned in relation to the total number of units 
constructed. It reveals a low foreclosure rate in the fi rst three years of the 
program, followed by a rapid increase between 1973 and 1976, when most 
units built under the program came into existence. In subsequent years, 
foreclosures moved upward only gradually, from about 56,000 in 1976 to 
just over 71,000 in 1979. As of that year, 16.4 percent of the units built had 
ended up in foreclosure.
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 The strong surge of early foreclosures probably refl ects the initial prob-
lems of marketability and fi nancing just discussed. These data conform to 
the pattern found in a 1978 General Accounting Offi ce (GAO) report on 
the program, namely, that most foreclosures occurred early in the project’s 
life, in some cases even before construction was completed. As in Section 
235, this early surge of foreclosures suggests that nonviable projects were 
being screened out by foreclosure. This, in turn, points to the inadequacy 
of HUD’s pre-approval screening process (U.S. GAO 1978).

In one sense, this problem is an inherent defect of such public-private 
programs. Evidence from many areas of public policy suggests the disad-
vantages in motivation and information control that regulating agencies 
suffer in relation to the industries they regulate, and their tendency to be 
co-opted by those they regulate. Also, as noted in the 1978 GAO study, the 
very fact that investors were protected by government insurance made them 
more inclined to let a troubled project default rather than working out 
long-term payment arrangements as was often done with private projects 
in fi nancial diffi culty. Yet, in another sense, this pattern of early foreclosure 
suggests that, even within the inherent limitations of the public oversight 
process, a substantial reduction might have been achieved by tightening 
administrative procedures. Moreover, even the foreclosures that did occur 
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 did not add up to the picture of escalating fi nancial disaster portrayed in 
the media during the early years of the program.

Data on overall foreclosure rates also conceal some important differences 
in rates of failure between various types of Section 236 projects. Table 4.1, 
taken from a 1980 GAO analysis, breaks down foreclosures according to 
project type. It shows that projects undertaken by nonprofi t sponsors had 
more than four times the rate of failure of those undertaken by for-profi t 
groups. The GAO suggested this was principally due to two factors: (1) 
These groups’ lack of experience in housing fi nance or management; and 
(2) undercapitalization of projects due to limited resources. Also notable 
is the fact that projects involving substantial rehabilitation had a much 
higher failure rate than new construction. This refl ected the tenuous situ-
ation in which rehabilitation projects found themselves. Often located in 
declining neighborhoods, their marketability depended on improvements 
in the entire area, an uncertain prospect over which sponsors had little 
control. Also, the fact that rehabilitated units often cost nearly as much as 
new ones but could not command the same rents left them with a much 
narrower fi nancial margin.

When these two problem categories are removed from the total, the 
failure rate for newly constructed Section 236 projects drops to just over 
7 percent. According to the GAO, this was actually 2 percent less than the 
rates of the FHA Section 207 market interest rate program (for middle 
income rental units) for a similar period and less than the 15 percent rate 
experienced by the Section 22l(d)(3) program. It was still substantially 
higher than that for privately insured multifamily developments (just 
over 1 percent). However, considering that the Section 236 program was 
designed to fund developments too risky for normal private sector invest-
ment, this higher rate should not have been surprising. In sum, had more 

Table 4.1 Section 236 Cumulative Assignment 
and Foreclosure Rates: 1977

Type of sponsor
New Construction Substantial Rehabilitation

Family Elderly Family Elderly

Limited dividend (for profi t) 7.1% 1.7% 31.3% 13.6%

Nonprofi t 32.6% 5.9% 65.1% 12.5%

Source: U.S. General Accounting Offi ce, Evaluation of alternatives for fi nancing low and 
moderate income rental housing. PAD 80-30, 1980.
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 caution been taken with nonprofi t sponsors and with rehabilitation, and 
had the tighter administrative controls mentioned above been imple-
mented, Section 236 could have been remarkably successful in terms of the 
long-term fi nancial viability of its projects.

There were, nevertheless, other questions raised about this program not 
directly related to its numerical rate of failure. The Section 235 program, 
to the extent that it was successful, conferred the substantial fi nancial and 
psychological benefi ts of home ownership on low income persons, in addi-
tion to the benefi ts associated with occupying a “decent, safe and sanitary” 
dwelling. In this respect it had a distinct advantage over any other subsidy 
program.

In contrast, the Section 236 program was an alternative way to provide 
assisted rental housing that could be fairly compared to earlier methods of 
achieving the same goal. One point of comparison was vertical equity. Both 
liberals and conservatives criticized the program for not meeting the needs 
of the lowest income tenants. This criticism was later confi rmed by the 1978 
GAO report, which found the 1975 median income of Section 236 tenants 
to be $5,634, in contrast to the national median income of $11,400 and 
the public housing tenants’ median income of $3,531. However, the group 
in question clearly was not affl uent and had legitimate housing needs that 
the private market could not meet. And, given the questions raised earlier 
about the image and political support problems of a governmental housing 
effort strictly for the poorest of the poor, one may legitimately ask whether 
vertical equity should be so strictly followed that moderate income persons 
must wait in line for federal subsidies until the housing needs of all of the 
very poor have been served.

The other question raised about Section 236 was the cost of extensively 
subsidizing new construction of housing for lower income persons by the 
private sector. The program’s attractiveness to private builders certainly 
contributed to its achievement, in a very short time, of a higher level of 
production than any other such program. Yet, in order to appeal to profi t-
oriented fi rms, it had to funnel a substantial amount of public dollars into 
the pockets of wealthy investors. This proved to be a major weakness of 
the program in the eyes of both conservatives, concerned with the size 
of public expenditures, and liberals concerned with utilizing funds effi -
ciently to serve the poor. As shall be shown in chapter 5, it led to increased 
advocacy of programs relying on existing housing. Yet, the fact that new 
construction programs could add to the supply of low-cost housing and 
the fact that they engendered a larger constituency for subsidized housing 
than did publicly owned housing continued to make them appealing. 
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 Therefore, the issue of new construction versus the use of existing units 
would recur throughout the 1970s and 1980s.

While the Section 235 and 236 programs were reaching new heights of 
production and also running into serious problems, the public housing 
program also enjoyed an unprecedented construction boom, as is shown in 
Figure 4-1. However, this boom, too, coexisted with the intensifi cation of 
its earlier problems. These continuing diffi culties provided a rationale for 
the Nixon administration’s inclusion of public housing in its blanket attack 
on housing assistance programs. The two most signifi cant public housing 
problems were those of fi nancial management and site selection.

Since the federal subsidy to public housing covered only construction 
fi nancing, the rapidly rising operating costs encountered by local public 
housing authorities in the 1960s had to be paid out of rents. This gave them 
the choice of decreasing maintenance and tenant services, increasing rents, 
or both. Reductions in maintenance accelerated physical deterioration. 
Rent increases put larger burdens on low income persons and stimulated 
rent strikes or other tenant protests in several cities.

Senator Edward Brooke, a liberal Republican and the fi rst African 
American elected to the Senate in the twentieth century, became deeply 
concerned with the problems of public housing, and he spearheaded efforts 
to obtain federal operating subsidies. At the same time, he wished to limit 
the rent burden local authorities could impose. Therefore, he attached to 
the Housing Act of 1969 an amendment that tied increasing operating 
subsidies to an upper limit on rents of 25 percent of tenant income.

The passage of the Brooke Amendment was followed by a protracted 
struggle between HUD, Congress, and affected groups over how the new 
restrictions and subsidies were to be applied. According to one account, 
HUD offi cials tended to blame local administrators for their projects’ 
fi nancial problems, and thus were concerned that operating subsidies not 
encourage bad local management. Therefore, they put the most restrictive 
interpretation possible on congressional intent with regard to distribution 
of operating subsidies (Mandelker and Montgomery 1973). In the year 
following the Brooke Amendment, HUD spent only $33 million out of an 
appropriation of $75 million (Mitchell 1974, 446).

Furthermore, according to Meehan, the entire process was carried out 
without considering the vast accumulation of deferred maintenance prob-
lems. Congress eventually enacted a modernization program to fi nance 
correction of such problems, but it again was underfunded and did not 
allow localities fl exibility in identifying and correcting their most serious 
physical defi ciencies. This tendency to ignore accumulated problems, as 
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 well as a reluctance to respond to immediate problems was, according to 
Meehan, symptomatic of HUD’s failure to answer the most fundamental 
question of all, namely, how much does it really cost to provide minimum 
adequate housing services with a reasonable degree of effi ciency (Meehan 
1979)?

The bottom line for most local authorities was that new funding was 
insuffi cient to cover revenue losses caused by the Brooke Amendment, espe-
cially considering infl ation. The program thus began the 1970s with more 
new construction than ever, but with many of its older units crumbling. 
Symbolic of this deterioration was the demolition (beginning in 1972) of 
St. Louis’ vast Pruitt-Igoe project, which had been rendered uninhabitable 
by extreme physical deterioration. Pictures of the dynamiting of those 
buildings (constructed a mere fi fteen years earlier) made the front pages of 
newspapers across the country and made an indelible impression on many 
who knew little else about the program. The media treated Pruitt-Igoe as 
a symbol of the alleged total failure of the program, though thousands 
of other public housing units across the country continued to provide 
decent housing to their tenants. This new symbol added momentum to 
the push for new approaches to housing subsidies, which Nixon was soon 
to initiate.

Problems related to site selection also continued to plague public 
housing in the early 1970s, and the issue that increasingly dominated this 
controversy was the racial composition of public housing projects. In the 
late 1960s, the severe racial segregation of public housing became increas-
ingly unacceptable to groups of African Americans and liberal whites 
striving for racial equality. As the FHA had been attacked for perpetuating 
segregation, so, too, public housing was criticized for creating “vertical 
ghettos.”

As mentioned earlier, Chicago had one of the most blatant policies of 
public housing segregation in the country in the 1950s and early 1960s. 
Each city council member had de facto veto power over the location of 
public housing in his/her ward, with the result that virtually all units 
were in predominately African American areas (Lazin 1976; Meyerson 
and Banfi eld 1955). It was not surprising, therefore, that a court challenge 
to the Chicago program was mounted by civil rights activists in the late 
1960s. This challenge, often referred to as the Gautreaux case (though it 
was actually a series of cases), resulted in a federal court order charging the 
Chicago Housing Authority and the city council with racially motivated 
site selection practices. The court also set forth several steps to be taken to 
reverse this pattern (Mandelker et al. 1981).
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 Court challenges in other cities were directed at the exclusion of public 
housing and other subsidized development by white, suburban communi-
ties. Such challenges were successful when, as in Lackawanna, Pennsylvania, 
and Black Jack, Missouri, a clear intent to discriminate through zoning and 
other policies could be shown. Where this could not be shown, as in the 
James v. Valtierra case, policies that had the indirect effect of excluding 
low income (African American) housing were upheld. In another case, 
Shannon v. HUD, the U.S. Court of Appeals ruled that HUD had to take 
into account the impact of a project on the racial and economic compo-
sition of the neighborhood it was to be built in and that HUD should 
not cause further segregation by its site selection policies (Mandelker et 
al. 1981, 581–90). Partly as a result of these court cases, Nixon, in 1971, 
ordered all federal housing agencies to actively promote equal housing 
opportunities, and HUD issued a series of regulations designed to make 
racial deconcentration an important factor in site selection.

As the long history of civil rights legislation and litigation has shown, 
issuing court orders and federal policy guidelines banning segregation is 
relatively easy, while enforcing them vigorously is much harder, and actu-
ally obtaining integration as a result of enforcement is harder still. This 
is shown by the events following the initial Gautreaux decision. Mayor 
Richard Daley Sr. and the Chicago City Council responded to the decision 
with a policy of massive resistance reminiscent of Southern segregationists. 
The council refused again and again to approve public housing sites in 
white areas which were offered by the Chicago Housing Authority and 
HUD in an effort to comply with the Gautreaux ruling. The result was a 
virtual halt in public housing development for several years until a further 
ruling was obtained which suspended the Illinois state law requiring local 
government approval for public housing sites and allowed the Chicago 
Housing Authority to proceed on its own.

As for HUD regulations, there was virtually no weapon HUD could 
wield over local communities strong enough to overcome determined 
opposition to racial or economic integration. Many were willing to forgo 
participation in federal programs if this was to be the price. In some 
instances, HUD softened the regulations so as to minimize their impact. 
For example, the site selection criteria established by HUD as a result 
of the Shannon decision did not forbid low income housing in minority 
areas but required that comparable units be available to minorities 
in white areas (Mandelker et al. 1981). This turned enforcement into 
a numbers game wherein the hypothetical possibility of an African 
American moving into a white apartment complex was substituted for 
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 the actual development of new units in a nonminority area. But even 
in cases where pressure from HUD or the courts forced the location of 
new housing in middle income, white areas, the current residents often 
voted with their feet, thereby tipping the surrounding area into majority 
black status (Lazin 1976).

The strength of white resistance to residential integration through 
federal housing programs, plus the fact that fears of racial integration 
seemed to increase the overall level of public and elite hostility to govern-
ment housing efforts had long ago led many within the African American 
community and its white allies to question the use of housing integration 
as the major strategy for improving black housing conditions. The costs of 
residential segregation to African Americans are considerable (Massey and 
Denton 1993), yet the brick wall of white resistance led many to believe 
that housing improvement within African American neighborhoods was 
the best route to follow. These questions continued to arise throughout the 
1970s. When, for example, a federal court in one of the Gautreaux cases 
approved the suspension of funds to Chicago’s Model Cities program as 
a way to force the city council to approve new public housing sites, many 
African Americans protested that the integrationist strategy followed by 
Dorothy Gautreaux and her ACLU allies was actually hurting more than 
helping their community (Lazin 1976). And although the black power 
and black separatist movements played a key role in pushing an internal 
development strategy for black communities, they were not alone in the 
belief that segregated housing was better than no housing.

In the broader context of the development of federal housing programs, 
the constant struggle over the use of public housing to achieve racial 
integration can be seen as one more source of division among liberal 
supporters. Basic liberal values permit plausible arguments for housing 
integration as a primary or as a secondary strategy depending upon one’s 
view of the best way to serve the long-term interests of African Americans 
and other minorities (Hartman and Squires 2010). Given the multiple 
negative impacts of segregation on the life chances of people of color, the 
integrationist argument is the most powerful in the long run, but in the 
short run, the priority of getting people of color in decent housing regard-
less of location may take precedence. Meanwhile, like other such divisions, 
it tended to strengthen conservative efforts to undermine the momentum 
of such programs and to keep them small and socially marginal. Though 
many factors set the stage for the Nixon administration’s attempt at 
retrenchment, the continued inability of public housing to resolve its basic 
dilemmas was certainly an important infl uence.
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 Late in 1972, rumors began to circulate within HUD that Nixon was 
contemplating a moratorium on housing program activity. These rumors 
were taken so seriously that HUD Area Offi ces began to process Section 
235 and 236 applications frantically, with the result that, as Nixon’s new 
HUD secretary, James Lynn, was later to comment ruefully, “more approv-
als . . . [were given] in the three week period from December 15, 1972 to 
January 8, 1973 than in the entire fi scal year up to that time” (CQ Almanac 
1973b, 429). These fears proved well founded. Choosing to take the battle 
into the camp of the “enemy,” the outgoing HUD secretary, George Romney, 
announced the freeze in a January 8 speech to the Houston convention of 
the National Association of Home Builders. As outlined by Romney, the 
freeze included:

• A moratorium on all new commitments for subsidized housing 

programs, including Section 235 and Section 236;

• A hold on new commitments for water and sewer grants, open space 

land programs and public facilities loans until Congress establishe[d] a 

program of community development special revenue sharing of which 

these programs would become a part;

• A freeze beginning July 1 on all new commitments for urban renewal 

and Model Cities funding, also a part of the administration’s community 

development revenue sharing plan;

• A freeze on new commitments for similar, smaller Farmer’s Home 

Administration programs in the Agriculture Department. (CQ Weekly 

Report 1973a, 40)

So far, this chapter has described the major problems in existing housing 
programs that made them vulnerable to such a move and has outlined the 
general policy orientations of the Nixon administration that led them to 
contemplate it. However, to convey the full political context of the mora-
torium, it is necessary to treat several other developments which played a 
direct role in bringing it about.

First, the importance of Nixon’s massive reelection victory must 
be emphasized. These were heady days, when it appeared that Nixon’s 
approach had been endorsed by all segments of American society. True, 
Congress remained in Democratic hands, but in the months before the 
Watergate scandal began to poison all aspects of Nixon’s political life, it 
seemed that he had gained new strength. Coupled with the conservative 
shift within the Nixon administration on domestic issues (symbolized, in 
the housing fi eld, by George Romney’s departure and his replacement by 
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 James Lynn) this new mandate could be expected to stimulate bold new 
moves.

Second, the moratorium resulted from the impact on housing policy of 
another national policy debate—the debate over the proper role of federal, 
state, and local governments in administering domestic programs. Early 
in his fi rst term, Nixon set forth what he called the “New Federalism.” 
This involved two concepts. One was consolidation and simplifi cation of 
the numerous federal categorical grant programs initiated during prior 
Democratic administrations. The other related concept was devolution 
of control over program administration from the national level to states 
and localities. As noted in chapter 2, advocacy of greater local control is a 
common stance among conservatives. However, the New Federalism had 
also struck a responsive chord among liberal local offi cials as well, because 
they saw the categorical grant-in-aid system as eroding their political and 
administrative control. These issues will be discussed more thoroughly in 
chapter 6.

Many of Nixon’s New Federalism proposals were eventually enacted. 
In the short run, however, they encountered rough sledding in Congress, 
because congressional allies of many categorical programs feared loss of 
funds and loss of commitment to solving specifi c problems. The struggle 
between Nixon and Congress over the proposed Housing and Urban Devel-
opment Act of 1972 occupied most of 1972. The proposal included both 
the consolidation of community development programs, such as urban 
renewal, into a block grant and the reorganization and consolidation of 
fi fty existing federal housing programs. After passing the Senate in March 
1972, this bill was buried by the House Rules committee in September (CQ 
Weekly Report 1972). Once the election was over, Nixon had an incentive to 
try dramatic action which he hoped would break the deadlock.

A third major issue affecting the moratorium was the long struggle 
between Nixon and Congress over executive impoundment of funds 
appropriated by the legislative branch. Nixon had tried impoundment on 
numerous occasions, succeeding in some cases, but having several others 
struck down by the judiciary (Mitchell 1974). The moratorium was, in 
effect, an impoundment of funds, but it was justifi ed on the grounds that 
the programs as constituted could not be administered properly. Since 
these programs had serious and well-publicized problems, Nixon’s advisors 
felt he could make this action stick both in the political arena and in court. 
As it turned out, they were right on both counts. In his January 8 speech, 
Romney laid out the elements of the administration’s rationale for the 
moratorium. He cited an “urgent need for a broad and extensive evalua-
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 tion of the entire Rube Goldberg structure of our housing and community 
development statues and regulations.” He went on to say that:

While the Section 235 and 236 programs appear to be working well in 

many parts of the country . . . they have too frequently been abused 

and made the vehicle of inordinate profi ts gained through shoddy 

construction, poor site location, and questionable fi nancial arrangements. 

(CQ Weekly Report 1973d, 140)

With regard to public housing, he stated that:

[S]ome very fundamental mistakes have been made. . . . The public 

housing units began to fi ll up with welfare families and many who 

exhibited antisocial behavior. . . . Gradually, criminal elements, drug 

addicts, and other problem elements came to dominate the environment 

of these units. (CQ Weekly Report 1973d, 140)

Two months later. Nixon reiterated these themes. He announced that a team 
of researchers had been assembled within HUD to conduct a thorough 
study of all housing programs and to produce a report by the fall of 1973, 
under the leadership of Michael H. Moskow, HUD Assistant Secretary for 
Policy Development and Research. The new HUD secretary, James Lynn, 
was also heavily involved in the study (Phillips 1973a, 1256–57).

Meanwhile, housing proponents in Congress reacted with dismay to 
the moratorium. Both pro-housing Democrats, such as Senator William 
Proxmire, and pro-housing Republicans, such as Senators Charles Percy 
and Edward Brooke, were very critical. In addition, a national coalition 
of forty-nine organizations, including the NAHB, the National League of 
Cities, the National Education Association, AFL-CIO, and the Mortgage 
Bankers Association, called on Congress to delay confi rmation of Lynn and 
other Nixon appointees until the freeze was lifted.

Yet, when it came to action, Congress could not muster suffi cient unity 
to take on the freeze directly. In May 1973, the House passed a resolution 
authorizing funds for housing and urban development programs. When it 
reached the Senate, Proxmire attached an amendment ordering the presi-
dent to end the freeze. The amended resolution passed the Senate and was 
accepted by House conferees, but with a veto of the entire bill certain, 
the full House voted to recommit the conference report, thereby forcing 
the passage of a new resolution without the anti-moratorium provision. 
Other attempts to cancel the freeze during the eighteen months it was in 
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 effect also failed. Actions like the moratorium ultimately intensifi ed resent-
ment against Nixon for attempting to create, in the then current phrase, an 
“imperial presidency.” This resentment helped fuel reactions to Watergate. 
In the short run, however, it appeared to be a decisive and highly successful 
attempt to alter the course of housing and community development policy 
in a conservative direction, and it was given judicial support by a favorable 
ruling in Pennsylvania v. Lynn. Meanwhile, he used the hiatus in housing 
activity he had created to promote an alternative approach to the provision 
of housing subsidies to lower income persons. His proposals, and their 
impact on housing policy, will be discussed in chapter 5.

Chapter Summary and Conclusion

From the perspective of 2012, the struggles to create effective housing 
programs in the 1960s and 1970s may, at fi rst glance, appear to be 
primarily of historical interest. However, the issues and dilemmas that 
still affect current housing programs were clearly on display forty-plus 
years ago. The list includes: site selection, income criteria, design features, 
cost effectiveness, management issues, and the proper role of the private 
sector. Underlying all of these specifi c issues is the failure of the United 
States to clearly and effectively address the fundamental question raised 
in the title of a recent book on housing policy, “Where are poor people 
to live?” (Bennett, Smith, and Wright 2006). For many middle-class and 
upper-middle-class citizens, their fi rst answer is “NIMBY!” but beyond 
that they have little concern for the quality of life of the poor and are very 
inclined to “blame the victim” for all the problems of housing assistance 
programs. The efforts of people who do care are bedeviled by this hostility 
and indifference, and yet they continue to struggle to improve the housing 
conditions of the poor. The next phase of this struggle occurred in the late 
1970s and early 1980s, with the Housing and Community Development 
Act of 1974 providing the legislative framework. This will be the subject 
of chapter 5.



 

In September 1973, HUD completed its report on housing programs 
and strategies. Under the title Housing in the Seventies, it included what 
had been promised, a comprehensive review of federal involvement in 
housing, particularly housing for the poor. Though couched in the 
technical language of policy analysis, it was clearly not an objective 
program assessment but a political document designed to achieve a 
certain end. One point it attempted to drive home was the alleged 
failure of previous housing subsidy programs, in order to legitimize 
Nixon’s suspension of these programs. To support this point, virtu-
ally all the shortcomings mentioned in chapter 4 were emphasized. 
However, the report was also designed to achieve a broader goal: the 
justifi cation of a new approach to addressing the housing problems of 
the poor. This involved much greater reliance on direct cash subsidies 
to housing consumers than previous programs. Therefore, in order to 
fully understand the direction taken by this report, it is necessary to 
examine the concept of housing allowances and the genesis of this idea 
within the Nixon administration.

The term housing allowance encompasses a range of possibilities. In 
its simplest form, a housing allowance is a cash grant to a low income 
household (usually based on a percentage of income deemed appropriate 
by policy makers for a household to spend on housing), which enables 
them to rent or purchase a unit of better quality than they could afford 
unassisted. This approach presupposes that the main reason why the poor 
occupy substandard units is insuffi cient income to obtain standard housing 
and that a cash grant will enable them to shop in the private market for a 
unit that meets their needs. Given the increase in effective demand gener-
ated by these grants, the market will respond with an adequate supply. 
Thus, even though “housing allowance” connotes earmarking the grant for 
housing purposes, the assumptions behind this approach are very similar 
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 to those underlying broader proposals of unconstrained cash grants to the 
poor, such as the negative income tax, that had been put forward in the 
late 1960s and early 1970s.

Because of a number of concerns to be discussed later, not all propo-
nents of the housing allowance concept favored it in its pure form. Most 
advocated constraints or supplements to the basic cash grant. The most 
widely accepted constraint involved supervision of the landlord-tenant 
relationship by a public agency, in the form of an inspection of the unit 
to ensure its standard condition and varying degrees of participation in 
the lease agreement. The principal supplement was the linkage of the cash 
grant to a program of new construction to ensure that the supply of low 
income housing would increase along with the demand.

The housing allowance approach was proposed at various times during 
the fi rst thirty-fi ve years of federal housing efforts, but it was kept on 
the back burner for the reasons discussed in chapter 4. Nevertheless, this 
approach has always had certain features making it attractive to both 
liberals and conservatives. These encouraged this alternative to surface 
in the 1970s, after other approaches had acquired some tarnish. Housing 
allowances involve less active interference in the production of housing 
by the private market than any other type of public subsidy, because the 
government’s role is largely one of making lower income people more 
effective consumers. Little or no direct government production or subsidy 
of production is involved. This made it particularly appealing to conserva-
tives who wished to keep government activism on behalf of the poor at a 
minimum, as suggested in the discussion of Milton Friedman’s position 
in chapter 2.

The authors of Housing in the Seventies transformed Friedman’s argu-
ment into a seemingly more precise formulation, which they used to 
demonstrate the greater effi ciency of cash housing grants. Utilizing survey 
data from public housing tenants, they attached a dollar value to the 
amount of housing tenants said they would consume if they were given 
cash, and they established a ratio between this amount and the actual cost 
of each of the in-kind subsidies. They referred to this ratio as “Transfer Effi -
ciency.” The cash value of the subsidy invariably amounted to less than its 
actual costs, thus allowing the authors to discount the overall effi ciency of 
existing programs by ratios of less than one (U.S. Department of Housing 
and Urban Development 1974a, 90–91). This result is not surprising, since 
most consumers prefer a free to a constrained choice and since low income 
consumers may have low expectations as to the quality of housing they 
can consume. It is questionable, however, whether the precision of a hypo-
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 thetical dollar fi gure derived from this expression of preference should 
have been equated to the actual dollar costs of in-kind subsidies and used 
as a standard of comparison. In addition, this formulation tended to play 
down the positive externalities generated for the neighborhood and the 
community by improved housing conditions.

While the appeal of housing allowances to those holding the traditional 
conservative belief in minimum government is obvious, one might ques-
tion their compatibility with the operating ideology of many conservative 
political actors. Since this group has traditionally supported programs that 
funnel government aid to the activities of market winners, it might have 
been expected that the housing subsystem would have found a sympathetic 
audience for its emphasis on producer subsidies. To a signifi cant degree, 
such subsidies were a logical extension of the government regulation and 
support already given to the housing industry as a whole. The extra expen-
ditures resulting from high production costs and tax breaks could have 
been justifi ed as stimulants to private investment and employment in the 
construction trades.

The lack of appeal of these programs to conservatives, and their 
subsequent attraction to housing allowances, derived, in large part, from 
the inability of the backers of these subsidies to disassociate them from 
the negative connotations attached to the ultimate benefi ciaries of their 
programs—the poor. Other programs that subsidize private sector activi-
ties usually serve some overall goal of economic growth or national security 
which is widely shared by economic and political elites. The subsidy serves a 
particular fi rm or industry, but it is also compatible with an image of shared 
well-being in which the common interests of economic elites are identifi ed 
with the public interest. In the case of housing subsidies, the funds aided 
certain segments of the housing industry, but the product ended up in the 
hands of a group viewed by most conservatives as undeserving. Therefore, 
to the extent that projects failed fi nancially or deteriorated physically, the 
money fl owing into them came to be seen as waste even though it did 
provide a boost to the construction industry.

In addition, housing programs based on producer subsidies violated 
another key conservative norm—the desire to keep low income housing 
programs confi ned to a relatively small number of people who can 
be labeled as truly destitute. The authors of Housing in the Seventies 
devoted much attention to the issues of horizontal and vertical equity, 
replaying arguments raised about moderate income housing in the early 
1960s. Throughout the report they lamented that: (1) current programs 
served only a small segment of the eligible population; and (2) persons 
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 of moderate income were being served while some lower income people 
were not. Although critics of the report pointed out that it exaggerated the 
proportion of the low income population not served (U.S. Congress, Senate 
Committee on Banking and Urban Affairs 1974), these basic characteriza-
tions of the programs were correct. However, at least two responses could 
have been made to this lack of equity. One was to recommend expansion 
of both low and moderate income programs until the legitimate needs of 
both groups were met. Clearly, the authors of the report were not willing 
to accept the extensive reallocation of resources to housing from other 
purposes necessary to eliminate inequity in this fashion, since the report 
also criticized existing programs for their aggregate costs.

They recommended, instead, that existing resources be concentrated on 
the lowest income segment of the population and that these resources be 
spread out to serve as many of this group as possible. The authors clearly 
expected that housing allowances would do this. Since their data suggested 
that families wanted to spend less on housing than they were compelled 
to spend as a result of production subsidies, the authors concluded that 
housing could be provided at a smaller per unit cost if the poor were 
allowed to shop. Also, a larger proportion of existing housing could be 
used, rather than directing subsidies at relatively more expensive new 
construction. In sum, the report argued for the housing allowance as a 
means of avoiding a drastic increase in the share of the pie going to low 
income housing while redistributing it more broadly among those with 
housing needs.

The appeal of the housing allowance concept was not, of course, limited 
to conservatives. The typical liberal stance had been to push for expansion 
of the government’s role in this area, but many liberals began, in the 1970s, 
to look more favorably on housing allowances. Both pragmatic political 
considerations and considerations of program effectiveness contributed to 
this shift. On the pragmatic side, the supplementation of public housing 
with federally assisted private sector projects, while it made production 
somewhat less subject to political blockage at various levels of government, 
did not succeed in improving the overall level of political support for such 
programs as much as had been hoped. True, it had made political allies 
out of a key segment of the housing industry, but, for the reasons cited 
above, this did not guarantee a more stable political niche. In addition, 
local community opposition, and the resultant concentration of projects 
in marginal or poor areas, was often as intense for Section 236 projects 
as for public housing. Regardless of private ownership and regardless of 
occupancy by a slightly higher income group than public housing, such 



New Directions in Housing Assistance: 1973–1980 143

 projects were still seen by middle income neighborhoods as instruments 
of socioeconomic and/or racial integration. Finally, the argument that 
housing allowances would reduce per unit subsidy costs had an appeal to 
liberals as well as conservatives, in that it promised a larger impact from a 
limited amount of dollars.

Liberal views of program impact and effectiveness may be grouped 
around three issues: (1) the changing needs of low income households; (2) 
the benefi ts of de-concentrating the poor; and (3) the philosophical issue of 
empowerment. With regard to the fi rst issue, a broad spectrum of housing 
policy analysts in the 1970s believed that the overall physical condition 
of the housing stock had improved greatly, and there was considerable 
evidence from the U.S. Census to support this. Therefore, they believed 
that the central housing problem for low income households was no longer 
one of residence in substandard dwellings but one of paying too large a 
percentage of their income for standard dwellings. A logical conclusion 
was that housing subsidies should shift their emphasis from production 
to direct support for the housing costs of the poor. Thus, the notion of 
housing allowances had more appeal than in the 1960s, when most studies 
had stressed the shortage of standard housing for the poor.

With regard to the second issue, liberal concern with the ghettoization 
and stigmatization of the poor through their concentration in large 
housing projects increased rather than decreased during the 1970s. 
Public housing was seen by many liberals as well as conservatives as 
going from bad to worse, in spite of efforts to save it financially and 
administratively. Nixon struck a responsive chord when he blamed 
this trend on the concentration of an ever-lower income segment of 
the population in these units. The appeal of the “culture of poverty” 
concept was still strong, and the multiple social problems created by the 
concentration of the poor in public housing were seen as manifesting 
this culture in its most pathological form. Moreover, some Section 236 
developments spawned similar problems.

As a result, the concept of de-concentrating the poor through scattered-
site, small-scale developments became increasingly popular among housing 
reformers in the early 1970s. It was seen as a way to provide the poor with 
decent housing while avoiding negative side effects. In the prevailing view, 
the poor could blend into a middle-class neighborhood in small numbers 
without arousing too much hostility and could learn from their middle-
class neighbors the virtues of responsible community behavior. They 
would also enjoy the improved public services which the political clout of 
their middle-class neighbors could command.
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 The fact that the housing allowance concept went one step beyond the 
de-concentration of public housing by eliminating or reducing production 
subsidies was seen as a further enhancement of the assimilation process. 
Middle income neighborhoods had proved quite capable of detecting and 
resisting even small, scattered site developments, and such developments 
raised fears of infi ltration similar to those voiced in connection with rent 
supplements a few years earlier. Also, the juxtaposition of new, govern-
ment-built housing for the poor with unsubsidized working-class or 
middle-class dwellings often enhanced the sense of inequity felt by the 
units’ neighbors. Such problems were eventually to occur with housing 
allowances as well, but at the time it was believed that the low visibility 
of housing allowances would substantially reduce the friction normally 
caused by low income housing.

With regard to the third issue, the idea of housing allowances had a 
certain congruence with a philosophical theme in liberal thinking that 
gained importance during the 1970s—the concern for empowerment 
of the poor (Beer 1978). Whereas the New Deal legacy had been one of 
government interventions on behalf of the poor, interventions engineered 
by white, middle-class professionals, the 1960s saw attacks on these inter-
ventionist institutions themselves by political organizations representing 
the poor (Piven and Cloward 1971). Stimulated in part by the community 
action rhetoric of the War on Poverty and by the direct action strategies 
of the civil rights movement, many leaders in disadvantaged communities 
began to view the bureaucracies that handed out social welfare benefi ts as 
instruments of social control designed to keep poor clients “in their place” 
while at the same time addressing their material needs. They demanded, 
and to a limited extent received, representation in institutions making and 
implementing social welfare policies. On the ideological level, the concepts 
of empowerment and de-bureaucratization began to appear in liberal writ-
ings, which had, prior to this time, tended to emphasize more paternalistic 
values of social engineering.

The relationship between empowerment and housing allowances 
is complex. When the idea was fi rst proposed, some writers on the Left 
denounced it as a means of throwing the poor back onto the tender mercies 
of the private landlord. Chester Hartman suggested in a 1974 article that 
housing allowances were a “hoax.” By increasing the effective demand for 
housing in the restricted market available to lower income persons, such 
allowances would, he argued, enable landlords to charge higher rents for 
existing units without substantially improving them and would give them 
more leverage in negotiating and enforcing lease provisions. Such a change 
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 would, therefore, restrict the ability of the poor to control their housing 
conditions. In contrast, keeping low income housing a visible public 
program would ultimately give the poor more leverage over its administra-
tion, especially as advisory and participatory mechanisms continued to 
evolve (Hartman and Keating 1974).

Nevertheless, the concept of allowing the poor to choose their own 
housing was very compatible with the overall liberal concern with empow-
erment, especially as data on increased supplies of standard housing began 
to reduce fears of a low income market crunch. There was also increasing 
distrust of the ability of public offi cials to make intelligent decisions for the 
poor. Conservatives had always questioned the competence of the public 
sector and now some in the liberal camp began to share that distrust.

Housing in the Seventies was not the fi rst place where housing allowances 
emerged into serious consideration as a policy option. As early as 1968, 
the Kaiser Committee appointed by President Johnson had recommended 
an experimental program of housing allowances. According to Raymond 
Struyk’s account, Harold Finger and Malcolm Peabody, members of Nixon’s 
HUD team appointed shortly after the Kaiser report was released, picked 
up this recommendation and pushed it within the administration. In 
proposing the legislation that was to become the Housing Act of 1970, Nixon 
included research funds intended to cover such a study. An amendment 
by Senator Edward Brooke specifi cally mandated such an experiment, and 
Brooke’s proposal was included in the fi nal bill (Struyk and Bendick 1981).

This legislation marked the beginning of the Experimental Housing 
Allowance Program (EHAP), one of the longest, most complex, and most 
expensive experimental programs ever launched by the federal govern-
ment. EHAP was really three different experiments, set up in different 
communities throughout the United States to test various aspects of the 
housing allowance concept. As summarized by Struyk, these were:

1. The Demand Experiment, in which the responses of low income clients 

to alternative payment formulas, levels of payments, and minimum 

housing standards were measured in terms of participation levels, 

mobility, and level of housing consumption;

2. The Supply Experiment, in which the response of housing markets 

in two communities to rapid demand increases due to large-scale 

participation in the program, were tested;

3. The Administrative Agency Experiment, in which the impact of various 

administrative structures and various levels of client services was tested 

in a number of locations. (Struyk and Bendick 1981, 8)
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 This might seem a logical point at which to summarize the fi ndings of 
these complex experiments. However, in terms of the history of Nixon’s 
policy initiatives, these fi ndings are not immediately relevant, since EHAP 
was barely underway in 1973 when the moratorium was declared and 
Housing in the Seventies was written. Nixon did not wait for the results of 
EHAP before launching his policy initiative, and the immediate impact 
of the EHAP study stemmed more from the simple fact that it was being 
done. The existence of such a large and systematic experimental program 
gave housing allowances a respectability that they might not otherwise 
have had. Moreover, Nixon fi rst touted the housing proposal that was to 
become Section 8 as a further experiment, thus linking it to EHAP.

One other element of the total environment in which Nixon’s proposals 
were spawned—the Section 23 program—needs attention before 
proceeding with a full discussion of these proposals and their results. 
As mentioned in chapter 4, Section 23 was instituted without fanfare in 
1961, as a means for local public housing authorities to gain additional 
units without stimulating hostile community reactions. Because of the 
commitment of the Kennedy, Johnson, and early Nixon administrations 
to production subsidies, the program remained small throughout its fi rst 
twelve years. However, when housing allowances were being considered, 
Nixon’s team looked with new interest on this program. Section 23 was not 
a pure housing allowance program, since the local housing authority, not 
the tenant, secured and leased the unit. Yet, it did involve cash payments 
to private landlords, and Nixon asserted in this September 1973 housing 
message that the program “can be administered in a way which carries out 
some of the principles of direct cash assistance” (CQ Weekly Report 1973b, 
2523). Consequently, he lifted the freeze on this program and authorized 
HUD to process applications for an additional two hundred thousand 
units. He and his advisors saw it as a “tried and true” program which lent 
further credibility to their new proposals.

Part II—The Section 8 Programs

The Creation of Section 8

Although Nixon endorsed the housing allowance concept in September 
1973, he also stated his intention to continue suspension of all programs 
except Section 23 while studying the problem further (CQ Weekly Reports 
1973b). However, in late 1973 and early 1974, he came under increasing 
pressure to do something about housing. The president of the NAHB, 
George Martin, complained bitterly in Senate testimony that “[u]nder. . . . 
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 [Nixon’s] plan, all that low and moderate-income groups have to console 
them is the hope that 2 or 3 years in the future some type of housing 
allowance may be instituted on a gradual basis to help them obtain decent 
housing” (CQ Weekly Report 1973c, 2969). This complaint fell on sympa-
thetic ears in Congress. By late 1973, Watergate revelations were eroding 
Nixon’s strength. And, though Senator William Proxmire lamented that 
(presumably due to Watergate) “I just don’t know how you can get the 
attention of the country on this,” the Watergate pressure benefi ted housing 
proponents by gradually softening Nixon’s stand, as he sought to earn 
congressional good will in any way possible.

Therefore, the Nixon administration supported an omnibus housing 
and community development bill, which made its way through Congress 
during the fi rst half of 1974. This bill contained the major provisions of 
Nixon’s earlier proposal, the Better Communities Act, which consolidated 
various community development programs into a block grant (to be 
discussed in chapter 7). It also proposed to rapidly phase out Sections 
235 and 236, replacing them with an expanded version of the Section 23 
program.

The House passed a bill on June 20, 1974, which closely resembled 
Nixon’s proposal (CQ Weekly Reports 1974b). However, the Senate version, 
passed earlier, differed substantially. Infl uenced by the housing lobby 
headed by the NAHB, the Senate voted to reinstate the Section 235 and 
236 programs with $500 million in new funds. The Banking Committee 
chair, Senator John Sparkman (D, Ala.), asserted that “much of the highly 
publicized criticism leveled at the subsidy programs did not stand up 
under deep scrutiny” and “the two subsidy programs had been revised to 
meet legitimate complaints” (CQ Weekly Report 1974d, 621).

In the summer of 1974, the imminent threat of impeachment led 
Nixon to rescind the moratorium, in one of several last-ditch attempts 
to salvage his presidency. The upcoming impeachment proceedings also 
spurred rapid action on the housing bill by the House-Senate conference 
committee, since its members felt that Congress’ preoccupation with the 
Senate trial would kill the bill for that session. A compromise was reached 
on August 6, 1974, two days before Nixon’s resignation. The conference 
committee report followed the House bill in adopting the administration’s 
expanded version of the Section 23 program (Section 8 of the new law). 
However, House conferees agreed to continue Section 235 and Section 236, 
albeit with a drastically reduced authorization. To make up for this reduced 
new funding, the bill specifi cally authorized HUD to spend $400 million 
in prior contract authority which the moratorium had left unused (CQ 
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 Almanac 1973b).The administration announced that the compromise was 
acceptable, and, nine days later, both houses cleared the conference version. 
It was signed into law as the Housing and Community Development Act 
of 1974 by the new president, Gerald Ford.

This new act was a large and complex piece of legislation. The impact 
of its community development provisions on housing policy will be 
explored in chapter 6, while our present focus will be on Section 8, which 
set a new course in housing assistance. This new program contained three 
subprograms—New Construction, Substantial Rehabilitation, and Existing 
Housing. A fourth, the Moderate Rehabilitation program, was added in 
1978. Substantial Rehabilitation closely resembled New Construction, 
Moderate Rehabilitation resembled the Section 8 Existing program, 
and both were rather small in scale. Therefore, this discussion will deal 
mainly with the two larger subprograms. It will fi rst outline their common 
elements, and then describe the unique features of each subprogram.

What these subprograms had in common was an emphasis on the 
direct subsidy of the tenant’s rent as the basis for assistance. The widely 
accepted figure of 25 percent of income was chosen as a reasonable rent 
burden. The subsidy for each household was the difference between this 
percentage of income and an “economic rent” for the unit which HUD 
determined to be reasonable based on building costs, age, and amenities. 
However, the economic rent could not exceed the Fair Market Rent (FMR) 
for that particular size and type of unit in the project’s geographic area, 
a figure determined by HUD on the basis of comparable units in the 
locality. FMRs ran substantially higher for New Construction than for 
the Existing Housing program. HUD officials could also set a project’s 
rents as much as 20 percent higher than the FMR, if they believed that 
conditions warranted it.

Since Section 8 replaced both low and moderate income subsidy 
programs, eligibility requirements were fairly broad. The income maximum 
was set at 80 percent of the locality’s median income for a family of four, 
with higher limits permitted for larger families. Further requirements were 
designed to avoid two extremes—the exclusion of very low income persons 
from the program (which many believed had occurred with Section 236) 
and the undue concentration of lower income people in projects (one of 
the shortcomings of public housing). On the one hand, the law required 
that 30 percent of those assisted must earn less than 50 percent of their 
local community’s median income. On the other hand, the top limits were 
set high enough to include some of those previously considered to be 
moderate income, and new construction projects in which only a portion 
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 of the units were subsidized were given priority over projects consisting 
entirely of subsidized units (U.S. Congress, House Committee on Appro-
priations 1977, 28–30; Mandelker et a1. 1981).

The total number of Section 8 units available was determined by the 
level of congressional appropriation. Unlike food stamps and other public 
assistance programs, housing assistance was never made an entitlement, 
that is, a benefi t that was mandated to be available for all eligible house-
holds. From this pool, successive allocations were made to regional offi ces 
and from regional offi ces to area offi ces. The area offi ce then determined 
the total number of units to be allocated to a community, and desig-
nated the proportions of units for new construction, rehabilitation, or 
existing housing, based on the Housing Assistance Plan submitted by each 
locality.

The requirement of the Housing Assistance Plan (HAP) was another 
innovation in the 1974 Act. Designed by congressional housing advocate 
Rep. Thomas Ashley, it was intended to make local governments take active 
responsibility for planning their communities’ housing needs, thereby 
becoming more aware of the integral role of housing in community 
development. It was also hoped that the process would make the program 
more responsive to differences in local housing markets. In preparing their 
HAPs, localities were to gather data on the number, type, and condition of 
housing units in their community, and they were to determine the groups 
in the low income population (e.g., families, the elderly, the handicapped, 
etc.) most in need of assistance. Based on these data, they were to project 
housing needs for a three-year period, tabulate the extent to which housing 
currently under development would meet those needs, and request feder-
ally assisted units on the basis of remaining needs. HUD would, in turn, 
base its future requests for funds on HAP data (Struyk 1979).

The HAP process had a signifi cant impact on the Section 8 program. 
However, HAPs were actually submitted as a part of each locality’s Commu-
nity Development Block Grant (CDBG) application. For this reason, and 
because the HAP process raised issues of federal-local relationships, which 
will be discussed more fully in chapter 6, a more complete discussion of its 
infl uence will be postponed until the CDBG process has been examined.

Around the core requirements just described, the two subprograms 
varied according to their distinct purposes. The New Construction program 
resembled Section 236 in that HUD reviewed and approved plans and 
cost data from each project and then signed a long-term rental assistance 
agreement. It also resembled Section 236 in the indirect subsidies associ-
ated with it. It was initially anticipated that the HUD approval and rental 
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 assistance contracts would be suffi cient guarantees of project soundness to 
attract private mortgage money. However, private lenders proved reluctant 
to get involved on this basis alone, and the program was increasingly linked 
to other public subsidies and guarantees.

In addition to existing forms of government support, such as Ginnie 
Mae write-downs of mortgage costs and FHA insurance, two newer 
forms of subsidy were brought into play to support the program. One 
form took advantage of the ability of local housing authorities to issue 
tax exempt bonds. These authorities could themselves be developers 
of Section 8 New Construction units, but the use of tax exempt bonds 
(authorized for public housing under Section 11 b of the 1937 Housing 
Act) was also extended to private developers by the 1974 Act. Under this 
provision, the local authority usually formed a special entity to issue 
the bonds, and the proceeds were then lent to the private developer. 
Though not backed by the “full faith and credit” of the public entity, these 
bonds were seen by private developers as a relatively safe, inexpensive 
source of funds (U.S. Department of Housing and Urban Development 
1978d 178).

Another form of subsidy for Section 8 New Construction came from 
state housing fi nance agencies. Created by state law to promote housing 
development, these agencies were empowered to issue tax exempt bonds 
to fi nance various types of housing, especially for lower income persons. 
States that had such agencies had utilized them to assist Section 236 proj-
ects. However, the Section 8 regulations actively encouraged state agency 
participation, and many more states were enticed to create such agencies 
by the prospect of easier participation. HUD created a special allocation of 
units for state agency–fi nanced projects, permitted streamlined processing 
of applications, and allowed a forty-year contract (to match state agency 
bond terms). This was the beginning of substantial state involvement in 
assisted housing production, a role that would continue to be vital in the 
ensuing decades.

Finally, tax subsidies resulting from accelerated depreciation and the 
deductibility of mortgage interest continued to be available to Section 8 
developers. Tax syndication was pushed vigorously, as it had been earlier, 
and many of the same specialized developers who had put together Section 
236 projects continued to do so under Section 8. A 1978 HUD survey of 
one hundred Section 8 developers revealed that sixty-nine of them had 
been involved in some previous HUD program, and that nearly all planned 
to sell the tax benefi ts from their projects (U.S. Department of Housing 
and Urban Development 1978d, 168, 180).
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 In the end, the main differences between Section 8 New Construction 
and Section 236 were that the subsidy was couched in terms of a direct 
rent payment to tenants and that it was somewhat deeper than the earlier 
program had provided. It is ironic that the very features which had made 
President Johnson’s rent supplement program so unpopular in the mid-
1960s now contributed to the Section 8 program’s appeal in the changed 
climate ten years later.

The Section 8 Existing Housing program more closely resembled 
the pure housing allowance concept, except that local housing agencies 
retained substantial administrative control. Such agencies applied to HUD 
for a certain number of units and, if approved, signed an Annual Contri-
butions Contract permitting them to assist these units. Applications were 
then accepted from tenants, who had to be certifi ed as eligible under the 
income guidelines. Eligible tenants then had sixty days to fi nd a unit that 
met their needs and to secure the cooperation of the landlord. Or, they 
could request to remain in their current unit. In practice, agencies usually 
maintained lists of suitable units from which tenants were encouraged to 
choose. Once selected, the unit had to be inspected to determine compli-
ance with minimum housing quality standards before occupancy was 
permitted. Having approved the unit, the agency then signed a contract 
with the landlord for up to fi fteen years. The tenant also signed an agency-
approved lease (Mandelker et al. 1981).

Despite the enactment of new legislation, the years 1974 and 1975 were 
the nadir of assisted housing production for the 1970s. This is clearly 
shown in Figure 5-1. There were enough units already in the pipeline to 
keep the moratorium from totally halting Sections 235 and 236, but the 
lack of new applications during that eighteen-month period was refl ected 
in low levels of construction during the following two years. Meanwhile, 
Section 8 was very slow in starting. It took more than a year for HUD to 
develop regulations and for local agencies and developers to gain a clear 
enough understanding of the new rules to apply in large numbers. Thus, 
Section 8 did not make a major contribution until 1976.

However, Figure 5-1 also shows that, once the initial glitches were 
worked out, both the New Construction and the Existing Housing 
programs took off quickly. The Existing Housing program went into high 
gear fi rst, since its approval process was much simpler. Yet, production of 
new units also began to rise rapidly after 1977, contributing an increasingly 
large proportion of the total assisted units. The Substantial and Moderate 
Rehabilitation programs began to have a visible role in 1977, but did not 
contribute large numbers of units. Overall production continued at high 
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levels into the early 1980s when Reagan’s budget cuts and program changes 
began to have an impact.

This upsurge in production took place in an atmosphere of relatively 
low confl ict surrounding housing policy. The administration of President 
Jimmy Carter, which took offi ce in 1977, did not display the desire for large 
new social welfare initiatives that previous Democratic administrations 
had shown. Items such as energy and controlling infl ation ranked ahead 
of these on Carter’s policy agenda, and his desire to lower federal defi cits 
limited his willingness to propose new expenditures. Furthermore, Carter 
proved unsuccessful in pushing through many of the modest proposals he 
did make. His welfare reform proposal stalled in Congress and was fi nally 
scrapped. He did succeed in enacting changes in CDBG funding rules and 
the new Urban Development Action Grant program; but several other 
parts of his urban package were defeated (CQ Almanac 1978, 1979).

Some responsibility for these failures must be laid at the feet of Carter 
and his advisors. As Edwards (1980) has documented, they displayed a 
notable lack of skill in dealing with Congress and on many occasions 
allowed potential support to dissipate through bad timing, bad communi-
cation, and poor personal relations with members of Congress. However, 
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 Carter’s diffi culties were also due to the nature of the times. As noted in 
chapter 2, the optimism of the early 1960s had been replaced by wide-
spread perceptions of economic stagnation and the notion that the nation 
was going to have to accept limits. In keeping with this mood, some former 
supporters of liberal programs moved toward the conservative view that 
government was becoming too large, too powerful, and too expensive, 
thereby gaining themselves the designation of “neo-conservative.” One 
indication of this mood with regard to housing was Congress’ failure to 
reestablish a housing production goal upon the expiration of the ten-year 
goals set in the Housing Act of 1968. Because the goal of six million feder-
ally assisted units had not been reached, there was pessimism that a new 
goal could actually infl uence policy and a desire not to commit the nation 
to large new efforts (CQ Weekly Reports 1978).

Nevertheless, in spite of the loss of support for social programs under 
Carter, existing housing programs reached high levels of production rela-
tive to previous years. The attention given to other issues helped to insulate 
them from scrutiny and debate, and the housing policy subsystem, fi nding 
after initial skepticism that many aspects of Section 8 were very congenial, 
continued to push for higher funding levels. Carter did call for and receive 
spending reductions in housing in the last year of his term, due to concerns 
with infl ation and the federal defi cit (CQ Weekly Reports 1979a,1979b, 
1979c). However, his overall level of support was relatively high, compared 
to later years. It was only when Carter’s ambivalent support was replaced 
by a new administration ideologically committed to retrenchment that 
these programs, too, came under attack.

Because of the lack of controversy during this period, evaluation studies 
of Section 8 are scarce in comparison to the extensive evaluations and 
critiques of programs of the early 1970s. However, available data permit a 
fairly detailed picture of Section 8 to be drawn. In addition, large amounts 
of data from EHAP became available during the late 1970s, data that were 
compared to ongoing, operational programs. All of these evaluation efforts 
were politically signifi cant because some of their results were used by the 
Reagan administration to justify proposals for the reduction and redirec-
tion of federal housing assistance. These evaluations raise three key issues: 
cost and risk, the population served by the programs, and the geographical 
distribution of the housing produced.

With regard to Section 8 New Construction, the attention of policy 
analysts naturally turned to its cost, since this subprogram most closely 
resembled earlier programs believed by many to be too costly. Estimating 
the relative costs of Section 8 and other programs is a complex process for 
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 a number of reasons. First, actual construction and operating costs had 
to be accurately determined from data that varied widely within program 
types as well as between them. Second, the actual proportion of the total 
costs the government paid varied, depending on the clientele served and 
on the extent of indirect subsidy through tax shelters. Third, costs had to 
be projected for the entire twenty- to thirty-year life cycle of a project, a 
process that relied as much on estimates as on hard data.

However, studies of Section 8 program costs by the U.S. General 
Accounting Offi ce (1980) and by HUD (1982b), found Section 8 New 
Construction to be comparable in costs and effi ciency to Section 236. The 
two studies also reached similar conclusions concerning the relative costs 
of various forms of Section 8 fi nancing (Ginnie Mae Tandem, Section 11b, 
or state housing fi nance agencies). Construction and operating costs varied 
less than 3 percent between various types of Section 8 New Construction, 
but there was a larger variation in subsidy costs to the federal govern-
ment. Projects run by state housing fi nance agencies had more indirect 
costs because of the additional federal taxes foregone on their bonds, a 
point that led the GAO to question the cost effectiveness of this fi nancing 
method. Units built under Section 236 were found to have cost slightly 
more than Section 8 units (in constant dollars). However, because of the 
somewhat higher income group served by Section 236, federal subsidies 
were lower.

Another important issue was the risk of project failure, since this issue 
had a major impact on the fate of the Section 235 and 236 programs. Due 
to the variety of fi nancing mechanisms used in this program, there is no 
single, readily available source of data on foreclosures, such as exists for 
earlier, FHA-insured programs. Nevertheless, the GAO report showed 
striking differences in the development patterns of Section 8 and Section 
236 which led to fewer problems in the former.

Table 5.1 contrasts the Section 8 New and Substantial Rehabilitation 
programs with Section 236 by type of sponsor and by the proportions 
of family and elderly units. If these data are compared with the data on 
the foreclosure rates of various types of Section 236 projects presented 
in Table 4.1 (chapter 4), it becomes clear that the distribution of projects 
shifted away from the higher-risk to lower-risk categories. The category 
with the lowest foreclosure rate, new construction for the elderly by for-
profi t sponsors, rose from 4 percent of Section 236 projects to 45.7 percent 
of Section 8 projects. In addition, in spite of the new emphasis placed on 
rehabilitation as a housing strategy in the late 1970s, a smaller percentage 
of Section 8 projects involved rehabilitation than had Section 236 develop-
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ments. Since rehabilitation projects also had much higher foreclosure rates, 
this contributed to a lower probability of Section 8 failure.

Other factors were mentioned by the GAO as minimizing the risk 
of Section 8 fi nancial failure. One was the cautious approach of state 
housing fi nance agencies. To a greater extent than federal agencies, state 
housing agencies were dependent upon a good fi nancial track record for 
the continued salability of their bonds. This made them scrutinize their 
projects very closely. Second, fi nancial failure was discouraged by the fl ex-
ibility of the Section 8 subsidy mechanism. In Section 236, the subsidy was 
attached to fi nancing costs. Though operating subsidies were eventually 
made available, these were seen by Congress as an excessive additional cost 
and were only reluctantly granted, as had been the case for public housing. 
Also, rising rents in Section 236 projects could force out the lower income 
tenants who originally occupied the units, thus reducing the market for the 
units. In Section 8, the subsidy was tied to the rents paid by the tenants, and 
the FMRs were expected to rise with infl ation. Thus, the program could 
absorb cost increases and keep projects afl oat. However, this fl exibility 
also had a disadvantage in that rising costs contributed to criticism of the 
program as too costly. Why subsidized housing rents should be expected 
to be immune from the infl ationary pressures affecting all other prices is 
not clear, but any social welfare program with rising costs seems to violate 
some conservatives’ incremental criterion, regardless of the justifi cation 
for the increases.

A second major issue that was raised in connection with Section 8 New 
Construction was the population served. The underlying irony of the risk 

Table 5.1 Characteristics of Section 8 and Section 236 Projects

Type of Sponsor 
and Program

Percentage of 
New Construction Units

Percentage of Substantial 
Rehabilitation Units

Family Elderly Family Elderly

Limited dividend (for profi t)

Section 236 62.0 4.0 9.0 0.8

Section 8 39.2 45.7 3.5 0.4

Nonprofi t

Section 236 15.0 5.0 3.5 0.4

Section 8 1.3 4.5 — 0.3

Source: U.S. General Accounting Offi ce, Evaluation of alternatives for fi nancing low and 
moderate income rental housing, 180
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 reduction data just presented is that lower risks were achieved in part by 
shifting the population served in ways questionable on equity grounds. 
The most obvious shift was away from family units toward units for the 
elderly. Table 5.1, based on 1977 data, shows that just over 50 percent of new 
Section 8 units had been constructed for the elderly. By 1979, according to 
the HUD Statistical Yearbook, this proportion had risen to 74 percent. Many 
low income elderly persons had a genuine need for improved housing and 
could benefi t from special security systems and other amenities. However, 
according to the GAO, the elderly represented only 23 percent of the total 
income-eligible population (U.S. General Accounting Offi ce 1980, 77). 
Therefore, the dominance of Section 8 New Construction by elderly units 
can better be explained by their attractiveness to both builders and local 
offi cials than by need. First, the public tended to regard the elderly as the 
“deserving poor” and thus to be less hostile to housing for them than to 
family housing. Secondly, they were perceived as less likely to engage in 
antisocial behavior than families containing disadvantaged youth. This 
perception reduced neighborhood resistance and lessened the developer’s 
sense of fi nancial risk.

The geographic location of new Section 8 units also affected the popu-
lation served. Here again, the program shifted its emphasis away from 
high-risk, inner city developments and toward construction in suburban 
and nonmetropolitan areas. The 1982 HUD study found that, whereas 56.5 
percent of Section 236 developments were located in central cities (with 
19.8 percent in suburbs and 23.7 percent outside SMSAs), the central city 
percentage of Section 8 developments varied from a low of 18.8 percent 
for state agency–fi nanced projects to a high of 33.7 percent for GNMA-
fi nanced projects (U.S. Department of Housing and Urban Development 
1982, 4–28). While there are legitimate housing needs in small commu-
nities, this trend also represented a movement away from the largest 
concentrations of the poor.

The large proportion of elderly and non–centra1 city units also had 
a negative impact on the program’s ability to serve minorities. A 1981 
HUD study of the program’s clientele found both African Americans 
and Latinos to be underrepresented. The concentration on elderly units 
contributed to this because a much smaller percentage of the elderly poor 
(23 percent) than of non-elderly poor (39 percent) were in these groups. 
But even among the elderly poor, minorities were underrepresented, 
constituting only 11 percent of those served. Those African Americans 
and Latinos who did participate often moved into neighborhoods with 
less minority concentration, shifting on the average from areas that 
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 were 54 percent minority to areas with 35 percent minority residence. 
Nevertheless, this advantage for a few participants was counteracted 
by the location of most projects outside central cities, since HUD 
also found that program participation was heavily influenced by the 
geographical proximity of a project. (U.S. Department of Housing and 
Urban Development 1981b)

The impact of program characteristics on the income distribution of 
those served is more ambiguous. The inclusion of large numbers of elderly 
tended to drive the income level of those served downward, since a larger 
number of elderly fi t into HUD’s Very Low Income category, which they 
defi ned as incomes of less than 50 percent of the median. Thus, the 1981 
HUD study found that very low income persons were disproportionately 
represented among program benefi ciaries. Yet, the 1980 GAO study found 
that Section 8 assistance was not as concentrated in the very low income 
brackets as public housing. According to GAO, families with incomes at 
75 percent of the offi cial poverty line were more than fi ve times as likely 
to benefi t from public housing as were families above the poverty line, 
whereas Section 8 benefi ts were much more evenly distributed between 
the very poor and the near poor (U.S. General Accounting Offi ce 1980, 
82–83).

In attempting to evaluate the total picture of the population served by 
Section 8 New Construction, one encounters the same complex tradeoffs 
that have bedeviled federal housing policy since the 1930s. This program 
was explicitly designed to give administrators the fl exibility to serve a fairly 
wide range of lower income persons, from the destitute to the working 
poor. The GAO data suggest that this goal was met, while the HUD results 
suggest a marked, though not drastic, shift toward the lower end of the 
income scale. Either way, the results seem to violate a major criterion for 
policy success. Concentration on the lowest income persons satisfi es the 
most straightforward principle of vertical equity (i.e., serve the neediest 
fi rst). On the other hand, public housing suffered both administratively 
and politically from its concentration on an exclusively low income popula-
tion, and it seemed unfair to penalize upward mobility by excluding people 
from participation when their incomes reached a certain level. In addition, 
Section 8 achieved its stress on very low income persons by concentrating 
on the elderly. Therefore, a shift away from the elderly would have meant 
an increase in the overall income level of Section 8 tenants. Although 
seemingly in violation of vertical equity, such a move might have actually 
made the program more equitable by restoring the fl exibility to deal with 
the housing needs of poor working families closer to the eligibility cutoff.
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 Another trade-off was between fi nancial risk and service to those in 
need. Risk and failure are labels that subject programs to political attack 
by opponents who attribute these to poor administration or the inherent 
shortcomings of nonmarket approaches. Yet, in reducing its risk factors, 
Section 8 New Construction moved away from large segments of the 
eligible population. Its projects had a better track record than either 
public housing or the earlier subsidy programs in terms of management 
and fi nancial soundness, but they achieved this by serving more of those 
considered “safe” (i.e., elderly white poor in suburban communities).

Section 8 Existing Housing

The Existing Housing program involved lower costs and less fi nancial 
risk than the New Construction program. The typically lower rents of 
older, existing units meant that Fair Market Rents were set much lower. 
According to a 1982 Congressional Budget Offi ce study, the annual per 
unit subsidy was less than half that of the New Construction program (U.S. 
Congress, Budget Offi ce 1982, 39). Also, because the units were already in 
place, the federal government did not have to share the fi nancial risks of 
new construction in order to induce participation. However, despite these 
lower costs, some analysts raised questions about its cost effectiveness. 
These questions revolved around the complex relationship between rent 
levels, housing quality, and tenant needs. They can best be understood as a 
logical sequence in which each successive question generates the next.

The fi rst question is whether or not the program induced increases in 
the rents of existing housing. One facet of this question is the issue raised 
by Hartman and others when the housing allowance was fi rst proposed: 
Does the increase in real demand due to the subsidy push rents upward 
in areas where lower income persons are concentrated? The conclusion of 
both the EHAP study and of various studies of Section 8 Existing Housing 
was that this was not a serious problem. In most areas, the concentra-
tion of these units was not large enough to have an appreciable impact on 
aggregate demand for housing, yet even where large numbers of units were 
concentrated in modest sized communities, such as in the EHAP supply 
experiment, the introduction of the units was gradual enough not to have 
a major effect.

A second facet of this question is whether rents for participating units 
were pushed upward by the program. A 1978 HUD evaluation found 
that, while the subsidy reduced the tenants’ average rent burden from 40 
percent to 22 percent of income, the total rents paid on behalf of program 
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 benefi ciaries went up substantially. Many tenants moved to more expensive 
quarters, causing the average total rent to be 70 percent greater than their 
rent prior to program participation. Those who stayed in the same units 
had a smaller, but nonetheless signifi cant increase of 28 percent. Since 
the subsidy was based on the difference between a fi xed 25 percent of the 
tenant’s income and the rent actually charged, the landlord had an incentive 
to raise the rent to the FMR ceiling, while the tenant had no incentive to 
resist such an increase. Thus, the study found that the actual rents charged 
averaged from 92 to 96 percent of the FMR for the area, depending on unit 
size (U.S. Department of Housing and Urban Development 1978b, 33).

A second question, fl owing from the fi rst, is whether or not the increased 
rents actually improved housing conditions for the program’s benefi ciaries. 
The conclusion of the HUD study was that, while some of the increase 
could be attributed to the landlord’s taking advantage of the FMR ceiling, 
much of it was related to improvement in the quality of the housing. 
Thirty-seven percent of all units received at least minor repairs in order 
to participate in the program, and movers reported their new units to be 
in better condition than their former ones. Moreover, tenants frequently 
reported that they had relieved overcrowding by moving to larger units or 
by separating families sharing the same quarters. Most of those who moved 
reported improvement in neighborhood environment.

The fact that housing quality improved for program participants raises, 
in turn, a third question, harking back to earlier arguments about the over-
consumption allegedly resulting from in-kind subsidies. Was the Section 
8 Existing Housing program paying for overconsumption of housing by 
a few while leaving a large number of eligible families without assistance? 
Clearly, this program served only a fraction of those eligible, so the heart of 
the question is really whether or not the level of housing services provided 
constituted overconsumption, in relation to some more limited level of 
services, which could be more broadly distributed within existing resource 
constraints. Expressed in this fashion, the question can, in turn, be divided 
into two parts: (1) Was there overconsumption relative to some reasonable 
objective standard of housing consumption? and (2) Was there overcon-
sumption relative to the level of housing services the recipient would have 
chosen if given less constrained assistance?

The fi rst part of the question was raised in a 1979 study by Olsen and 
Rasmussen. Building upon another study by Follain (1979), the authors 
argue that, early in the program, Fair Market Rents gradually moved 
beyond the levels required to obtain units meeting the absolute minimum 
standards set by HUD. The authors suggested tighter controls on the FMR 
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 so that the same amount of federal dollars would serve more households. 
However, their analysis did not take into account a fundamental problem 
associated with program implementation, namely, the variation in the 
quality of units selected on both sides of whatever physical standard is 
used. In such a program it is inevitable that substandard units will slip in 
through administrative laxity and/or through the inability of particular 
tenants to fi nd units of the prescribed minimum quality. The 1981 HUD 
study found that, even with current FMRs, roughly 50 percent of the units 
sampled fell below the HUD minimum standard on at least one criterion. 
Therefore, if one wishes to assure that most tenants receive units at or 
above the minimum quality standards, it would seem poor policy to set a 
rent standard that will barely purchase the minimum unit.

The second part of the overconsumption question raised a more serious 
diffi culty for the program, in light of the long debate over the value of 
in-kind subsidies to their recipients. The fi ndings of the EHAP study, 
disseminated in the late 1970s, brought this question into clear focus. In 
EHAP’s Demand Experiment, less constrained subsidy mechanisms were 
used than those incorporated in Section 8. The basic design involved a 
direct cash payment to the tenant, not the landlord. The payment was 
based on the difference between a percentage of the tenant’s income and 
some rent level determined to be appropriate on the basis of comparable 
units in the area. However, unlike Section 8, the tenant did not actually 
have to pay this amount of rent to get the full subsidy payment but could 
choose how much of it to spend on improved housing and how much 
to allocate to other items of consumption. Given such a choice, EHAP 
participants usually chose to spend only a small portion of their grant 
on improved housing and to spend the rest on other items. Both tenants 
and landlords made only the minimum repairs needed to comply with 
the program’s physical standards, and if repairs were too extensive, both 
tended to withdraw from the program rather than comply (Struyk and 
Bendick 1981). Thus, the study suggested that tenants might be satisfi ed 
with lower housing standards than those set by middle-class professionals 
and that subsidy levels could be lowered without sacrifi cing the perceived 
well-being of low income households.

Such a conclusion fit well with the conservative perception of the 
inappropriateness of active federal intervention on behalf of low 
income persons. It suggested that the priority on high quality new 
and rehabilitated units and even on consumption of improved existing 
housing was one shared by HUD officials, builders, and other housing 
advocates but not by the potential clients of their programs. As a result, 
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 this argument became a central feature of the Reagan administration’s 
argument for its new housing voucher program, to be discussed in more 
detail in chapter 7.

In concluding this discussion of the Section 8 Existing Program, it is 
necessary to examine the population served, in order to compare this 
program with Section 8 New Construction. A conclusion supported by 
all the evaluations was that the Existing Housing program served a much 
more representative cross-section of the low income population than 
Section 8 New Construction. According to the 1981 HUD study, the house-
holds served were 26 percent elderly and 44 percent minority, proportions 
much closer to those in the eligible population. In addition, both the 1978 
and 1981 HUD studies concluded that this program came much closer to 
balancing the desire of some minority and/or low income persons to move 
into available units in higher income, nonminority areas with the desire of 
others to have the program accessible in areas where they already lived. The 
1978 study pointed out that, while only a small portion of participating 
families moved out of the area in which they currently lived, the prob-
ability of moving to a new area was strongly correlated with the extent of 
searching in those areas. Furthermore, moving or not moving into new 
areas was, to a signifi cant degree, a matter of individual choice, although 
it was also recognized that units were not available in better neighbor-
hoods for all who might want them, especially in the case of minority 
households.

While Section 8 was, in terms of numbers, the dominant program of 
the late 1970s, our picture of this period would be incomplete without 
noting the continued support enjoyed by public housing. Figure 5-1 shows 
a modest, but nonetheless constant level of public housing starts in the late 
1970s. A portion of this was accounted for by units authorized earlier, but 
Congress continued to make new reservations of 35,000 to 50,000 units 
per year through the last Carter budget in 1981 (National Low Income 
Housing Coalition 1983a, 12). Also, substantial funds were provided for 
operating subsidies and for modernization of public housing units.

Why this continued support for public housing? Several reasons seem 
to be central. First, for all its faults, public housing was a tried and true 
program that could be counted on to produce units for low income 
persons. It had a constituency of local housing authorities that continued 
to press for more units. In the period of uncertainty following Nixon’s 
moratorium, when it seemed Section 8 would never get moving, Congress 
decided to revive public housing and made a new appropriation for FY 
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 1977. Out of frustration, they turned back to an established process of 
housing production (CQ Weekly Report 1976a).

Second, many housing advocates recognized that public housing served 
a segment of the low income population that it was diffi cult to induce 
the private sector to serve, even with deep subsidies. As has been shown, 
Section 8 New Construction drifted more and more toward serving the 
elderly. This meant that relatively few new units were made available to 
low income families. The Section 8 Existing Housing program served a 
better cross-section, but, according to Sternlieb (1980), there was a general 
tendency during this period for privately constructed units to move toward 
a standard size of two, or at the most three, bedrooms. This meant that large 
low income families were fi nding it increasingly diffi cult to fi nd units in 
the subsidized or unsubsidized private market. In addition, both programs 
ameliorated but did not eliminate the market disadvantage suffered by 
minorities. For all these reasons, public housing remained the housing of 
last resort for the poorest and most desperate families.

A third basis for support was the effi ciency argument, which could still 
be plausibly advanced on behalf of public housing. One argument for 
housing owned by the public sector was that the asset remained in the 
public domain, thereby allowing the initial investment to produce services 
to targeted groups over a long period of time. In contrast, (as the later 
resale crisis proved abundantly) there was no guarantee that new private 
housing built with public subsidies would remain available for low income 
housing, and subsidies to existing units involved simply the purchasing of a 
service, not a tangible public asset. The value of the assets already produced 
by the public housing program was tacitly recognized by Congress through 
its continued approval of operating and modernization subsidies for the 
1.3 million units still in operation, although some members of Congress 
continued to object to the cost of these subsidies. Another effi ciency argu-
ment was advanced in the 1980 GAO report cited earlier. GAO analysts 
argued that when costs related to the size and type of unit were held 
constant, the long-term subsidy costs for public housing units were less 
than for new, privately constructed units. Indirect tax subsidies, though 
included in public housing via the use of local tax exempt bonds were 
not as extensive as in privately built units. Also, the subsidy level in public 
housing was not as heavily infl uenced by rising rent levels in the private 
market.

Anyone who has raised house plants is familiar with the specimen that 
looks ragged most of the time but never seems to die. This seems an apt 
metaphor for the public housing program. The standard treatment of 
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 public housing in the media, and in academic texts on urban policy as 
well, suggests that it was the failure of this program that led to the develop-
ment of new subsidy programs from 1968 on. Yet, for the reasons stated 
above, public housing continued to have its defenders, and the program’s 
continued funding suggests that they were listened to by Congress. In addi-
tion, those who studied public housing more closely and comprehensively 
tended to fi nd that its failure was far from total. For example, a 1983 study 
by the Congressional Budget Offi ce found that approximately 15 percent of 
public housing units could be classifi ed as seriously troubled, while most 
of the rest provided the poor with affordable housing which was in rela-
tively good condition (U.S. Congress, Budget Offi ce 1983, 15–16). While 
not an environment that many middle-class persons would fi nd desirable, 
the majority of public housing units were providing a necessary service to 
the very poor in a reasonably adequate fashion.
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Introduction

In this chapter, the major federal initiatives in community development 
between 1945 and 1980 will be explored, with particular attention to the 
close relationship between these efforts and federal housing policy. In 
chapter 2, it was argued that housing programs have often been viewed 
within the frame of reference of community development policy, since 
housing constitutes an important use of any community’s physical space. 
Because of this close association, the policy subsystem that handles housing 
programs overlaps considerably with that which handles community 
development policy—the same subcommittees in Congress, the same 
federal agency (HUD), and, often, the same local agencies.

Nevertheless, as also suggested in chapter 2, there have always been 
powerful conservative groups interested in community development 
who have not shared with housing advocates a strong interest in utilizing 
community development programs to improve the housing conditions 
of the poor and who, in fact, have been willing to sacrifi ce low income 
housing quality in the name of other goals. Therefore, the alliance between 
housing advocates and community development advocates has always been 
uneasy, and liberals concerned with housing have had to push aggressively 
for the inclusion of housing goals in community development strategies.

In addition, a focal concern of community development policy has been 
the issue of intergovernmental power relationships. Though social welfare 
policies such as housing assistance have also been affected by intergovern-
mental relations, these issues have been raised more directly through the 
struggle over urban renewal and other community development strategies. 
The resolution of these intergovernmental issues has profoundly shaped 
community development programs, and this, in turn, has greatly affected 
their impact on housing.

Chapter 6

The Federal Role 
in Community Development

165
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 In Part I of this chapter, the federal government’s fi rst major urban 
redevelopment effort, the urban renewal program, will be traced from its 
roots in the New Deal era to its demise in 1974. The struggle that occurred 
over the housing impact of this program will be given particular attention. 
In addition, the effects of urban renewal and other urban programs on 
federal/local relationships and local politics will be examined. Part II will 
explore the ways in which the local and national concerns raised by the 
impact of urban renewal and other federal categorical programs led to a 
shift in the nation’s community development strategy. The Community 
Development Block Grant program which embodied this new approach 
will be discussed in some detail. Finally, it will be shown that this change 
had a major impact on housing by stimulating a shift from clearance to 
housing rehabilitation as the major focus of neighborhood renewal.

Part I—Urban Renewal as a Community Development Strategy

A major increase in federal involvement in the physical redevelopment of 
local communities was presaged by the emergency public works projects 
enacted early in the New Deal. The primary purpose of these projects was 
to create jobs for the legions of unemployed, but they also produced capital 
improvements which local governments that were nearly bankrupt could 
no longer afford. Signifi cantly, federal construction of low income housing 
was initially a part of the Public Works Administration. The Roosevelt 
administration saw the replacement of slum dwellings with new, low-cost 
housing as a useful public purpose to be served by workers on the federal 
payroll.

However, it was also signifi cant that local property owners successfully 
challenged in court the clearance aspect of this early federal housing effort, 
on the grounds that the goal of “removing blight” was not a legitimate 
public purpose of the federal government and thus could not justify the 
use of eminent domain to acquire property (U.S. v. Certain Lands in the 
City of Louisville, Ky.). At the same time, the door was left open for the use 
of eminent domain by the local government for the same purpose, with 
proper state authorizing legislation. This led to a much more decentral-
ized design for the public housing program, and this, in turn, helped to 
establish a more general pattern for federal programs—local planning and 
execution of projects utilizing federal dollars (Mandelker et al. 1981).

Early support for federal urban redevelopment arose in a seemingly 
unlikely quarter—the National Association of Real Estate Boards (NAREB). 
According to Gelfand, the drastic slowdown in urban growth brought 
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 about by the Depression aroused concern among real estate and business 
investors with a heavy fi nancial stake in central city property. They feared 
that a spiral of decay would substantially reduce the value of their assets, 
and they accurately foresaw that prosperity would bring a renewal of the 
suburbanization which had begun in the 1920s. These investors defi ned 
blight not just as the existence of residential slums but as patterns of land 
use that blocked successful (i.e., profi table) redevelopment of central 
city land to “higher” uses, whether commercial, industrial, or residential. 
They came to believe that local government might, with federal fi nancial 
backing, play a useful role in removing blight. First, it could use its power 
of eminent domain to overcome a major obstacle to redevelopment—the 
assembly of smaller parcels of land into larger ones. Second, using the 
justifi cation of an increased tax base and a new, improved face for the 
central city, governments might be persuaded to write down high central 
city land acquisition and demolition costs that were also an obstacle to 
redevelopment.

Therefore, NAREB and its affi liated think tank, the Urban Land Insti-
tute, began in the late 1930s to generate proposals for federal involvement 
in urban redevelopment. NAREB’s fi rst proposal called for neighborhood 
associations of property owners to decide which properties to redevelop. 
This was later replaced with the idea of a community-wide redevelopment 
commission with broad condemnation powers. Eventually, their proposal 
was introduced as legislation in Congress in 1943. Although it never got 
out of committee, it was an important precursor to the redevelopment 
provisions of the Housing Act of 1949.

The advocacy of urban redevelopment by such a conservative group 
generated mixed reactions among academics and planners who had been 
urging the renewal of cities. Gelfand notes that “some took [it] . . . as a posi-
tive sign of a new civic awareness among realtors,” and he goes on to quote 
Frederic Delano, who “considered it a matter of importance to fi nd the 
real estate men taking an active interest in trying to solve the problems to 
which they have been somewhat indifferent and which, it seems to me, they 
have largely created” (Gelfand 1975, 117). In contrast, housing-oriented 
planners found it ironic that NAREB should propose federal subsidies to 
private developers while at the same time bitterly attacking the new public 
housing program as socialistic and un-American.

Nevertheless, as the 1940s progressed, liberal housing advocates began 
to see advantages to supporting urban redevelopment. The public housing 
program had taken a beating from NAREB and its conservative allies in 
Congress. Perhaps housing advocates could strengthen their position by 
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 agreeing to accept subsidies for private redevelopment in exchange for 
some units of public housing to re-house those displaced by redevelopment. 
Thus, there began an uneasy alliance between those who saw economic 
redevelopment as the main goal of such a program and those who wanted 
to make housing for the poor its central focus.

In the end, the two purposes were fi rmly linked together in the bill, 
introduced in 1945 by Senators Wagner, Ellender, and Taft, which became 
the Housing Act of 1949. Much to the chagrin of NAREB leaders, the 
bill emphasized housing as its main goal. It required that redevelopment 
take place primarily in residential areas and that decent housing for those 
displaced be provided. The law also authorized 810,000 units of public 
housing to replace and supplement the housing destroyed. This housing 
emphasis was a short-term political liability in that the public housing 
provisions sparked a bitter debate which held up passage for four years. 
Yet, in the long run, the urban redevelopment proposal benefi ted from 
its attachment to housing goals. First, it made the bill more appealing to 
liberals than urban redevelopment alone would have been, especially in 
light of the housing shortages after World War II. Second, the controversy 
surrounding public housing defl ected critical attention from the redevel-
opment provisions. On the other side of the coin, private real estate and 
business interests found the bitter pill of public housing easier to swallow 
when sweetened with the prospect of federal subsidies for economic devel-
opment. Of the diverse coalition that supported the Housing Act of 1949, 
long-time housing advocate Catherine Bauer commented, “Seldom has 
such a variegated crew of would-be angels tried to sit on the same pin at 
the same time” (quoted in Gelfand 1975,153).

The implementation of urban redevelopment under Title I of the 
Housing Act of 1949 raised a number of complex housing issues. However, 
before exploring these issues, a brief overview of the design and impact 
of the program is in order. Title I provided federal funding for property 
acquisition, demolition of structures, and site preparation in redevelop-
ment areas. However, it also required that the local government support 
one-third of program costs, a share usually provided in the form of “non-
cash grants-in-aid” (i.e., various public works carried out in support of the 
redevelopment project). Proceeds from the sale of land were used to repay 
as much of the federal costs as possible, but because the cost of acquiring 
and demolishing existing structures was much greater than the price 
at which the land was sold, the program provided a substantial federal 
subsidy to encourage private redevelopment.

Another attractive feature of the program was that eminent domain 
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 could be used to assemble large parcels of land for redevelopment. Private 
land assembly in central cities was diffi cult because of multiple owners 
and often clouded titles. Compulsory public acquisition eliminated these 
problems. Unlike the federal use of eminent domain for clearance, its 
use by local authorities passed muster with the courts, as long as proper 
state authorizing legislation was in place. The removal of “blight” and the 
conversion of land to “higher and better” uses were considered legitimate 
public purposes for state and local governments.

As with any new and complex program, initial implementation was 
slow. By 1953, only $105 million out of the original $500 million in 
grants had actually been committed. However, economic and political 
pressures brewing in the early 1950s contributed to the program’s expan-
sion. Suburbia was exploding with new housing and commercial activity, 
which reduced the central cities’ share of total metropolitan retail trade 
from 68 percent in 1948 to 58 percent in 1954 (Gelfand 1975, 158). This 
suburban development was profi table to many business interests, but for 
many others, it was a major threat to their huge investments in the central 
city and to their civic pride. These central city–oriented business leaders 
made common cause with a new group of progressive big city majors who 
saw redevelopment as a source of long-term political support. Pittsburgh 
under David Lawrence and New Haven under Richard Lee provided models 
to other cities in this regard. Initially, much of this work was done with 
private and local government funds, but the federal urban redevelopment 
program proved an increasingly attractive supplement to local efforts. 
Therefore, applications increased in the late 1950s, in spite of complex 
federal requirements (Mollenkopf 1983).

Meanwhile, legislative changes made the program more attractive to 
localities. The Housing Act of 1954 changed the program’s name from 
urban redevelopment to urban renewal, and, to encourage comprehensive 
planning, required each city to submit a Workable Program showing how 
it planned to attack urban decay. Though this requirement imposed more 
red tape on localities, the Housing and Home Finance Administration 
(HHFA) left the real planning initiative to local governments, restricting 
itself to a technical and fi nancial review of applications. More importantly, 
the new law shifted the program’s emphasis away from housing by allowing 
a larger percentage of projects to be nonresidential.

By 1959, when Eisenhower tried to cut back the program as a budget 
reduction measure, it enjoyed strong enough support that the Demo-
cratic Congress blocked his effort. When Kennedy took offi ce in 1961, he 
showed the same favorable attitude toward urban renewal as toward other 
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 urban-oriented programs, and funding was increased substantially. More 
and more cities applied during the early 1960s, so that, by the end of the 
decade, there were few large cities that did not have at least one urban 
renewal project planned or underway.

Yet, as projects multiplied, so, too, did the controversy surrounding 
the program. Some critics were laissez-faire conservatives, such as Martin 
Anderson (1964). He argued that federal funds should not be used to 
selectively subsidize private developers to carry out projects that would 
not be feasible or profi table within the natural workings of the market 
system. This criticism reemerged in later years as it became increasingly 
clear that urban renewal could not reverse the suburbanization of the U.S. 
metropolis. In 1974, Irving Welfeld, writing for the American Enterprise 
Institute, questioned the cost effectiveness of what he saw as a govern-
ment fi nanced attempt to “buck the tide” of polycentric urban settlement 
(Welfeld 1974).

However, many urban leaders believed there was something vital to be 
preserved for the community as a whole by maintaining a viable central 
business district and a viable central city community. The new central 
business districts that emerged in the 1950s and 1960s were administrative, 
governmental, and cultural centers rather than the dominant commercial 
hubs they had once been. Yet, economic leaders and government profes-
sionals shared the view that a positive image and function for downtown 
were worthy of public support.

Liberals concerned with ameliorating the plight of the poor also recog-
nized a close association between the fate of the central cities and the fate 
of the poor. In general, urban aid and aid to the poor continued to be 
closely linked, and any move to withdraw funds from community develop-
ment altogether would have been resisted as contrary to their interests. 
Although civil rights advocates began to talk about opening up the suburbs 
and although the Fair Housing Act of 1968 gave them a new tool to do this, 
the central city was realistically seen as the main point at which housing 
and other services would continue to be delivered to the poor.

Nevertheless, the urban renewal program itself became the target of 
increasing criticism from liberals. While accepting the need to aid the 
central cities, liberal critics became concerned with the housing and neigh-
borhood impact of the program. Since this is the facet of urban renewal 
that is of most importance to the present work, these liberal concerns will 
be discussed in some detail. These problems may be grouped into three 
basic categories: (1) Problems of project delays; (2) Problems of relocation; 
and, (3) Problems of neighborhood impact.
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Project Delays

On a late spring day in 1970, a group of about one hundred demonstra-
tors (of which this author was one) marched from downtown Louisville, 
Kentucky, south to an urban renewal site adjacent to the University of 
Louisville. To protest the fact that this land, which had once contained 
low income housing, had lain vacant for several years, we planted a Poor 
People’s Garden among the remaining rubble, asserting that if the land 
couldn’t house the poor, at least it could feed them. This protest symbol-
ized the hostility which the long delay between clearance and rebuilding 
engendered in many citizens. The site we cultivated was part of dozens of 
acres of cleared land adjacent to Louisville’s central business district, which 
lay vacant for periods of fi ve to ten years before any new construction was 
begun.

Five years later, as an urban renewal administrator in Richmond, Virginia, 
I obtained an insider’s view of the causes of such delays. Richmond’s 
renewal efforts were much more oriented to replacing demolished housing 
with low to moderate income housing than were Louisville’s, yet delays still 
detracted from the program’s image and impact. One of Richmond’s typical 
projects, Fulton, had been designated in the city’s Community Renewal 
Program in 1966. After three years of planning and community organizing, 
property acquisition fi nally began in 1969. One site within the project had 
been designated for Section 236 housing, to provide at least some low and 
moderate income replacement units. Acquisition and condemnation of 
property, relocation of its occupants, and demolition of structures on that 
site took at least two more years. Then, the site was graded and fi lled to 
raise it out of the James River’s hundred-year fl ood plain, which proved to 
be more expensive and time consuming than anticipated.

Meanwhile, Richmond ran afoul of HUD’s site selection criteria which, 
as noted earlier, sought to avoid excessive concentration of new subsidized 
units in low income areas. In a classic federal Catch-22, the agency was 
halted by one set of regulations while trying to comply with another set—
namely, urban renewal regulations (to be discussed below) requiring that 
redevelopment of cleared residential areas include a substantial proportion 
of low to moderate income housing. The agency was eventually able to 
show that private developers had constructed enough comparable units in 
outlying areas to satisfy HUD’s requirements, but not before an additional 
delay had occurred. Still another year’s delay resulted from the inability 
of HUD, the developer, and the Virginia Housing Development Authority 
(which was providing low interest fi nancing) to agree on various cost and 
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 design issues. Finally, ground was broken in 1976, with occupancy begin-
ning eighteen months later, more than ten years after the project began.

A national survey of program impact by Heywood Sanders showed that 
the delays encountered in Louisville and Richmond were very typical. Some 
could be attributed to local agency errors, but the sheer complexity of the 
process was the fundamental reason. Problems of planning and political 
organization; legal problems with the acquisition of property; problems 
of coordination between the renewal agency, other local government 
agencies, private developers, HUD, or other federal programs—none were 
amenable to quick resolution. However, as Sanders suggests, delay was a 
major enemy of public acceptance of the program, intensifying other criti-
cisms. The years of further decay and destruction in project areas which 
elapsed before renewal began created a negative image which it was hard 
for the eventual new development to erase (Sanders 1980).

Relocation

Of all the issues raised in connection with urban renewal, the issue 
of the displacement of low income residents was the most powerful 
catalyst for opposition. The scene in which an elderly person is evicted 
from his/her home of thirty years while the bulldozer operator revs his 
engine outside had become a staple of television and movies, and the 
villain was usually labeled “urban renewal” regardless of the private or 
public nature of the redevelopment causing the eviction. Yet, on a less 
emotional level, data began to accumulate during the first fifteen years of 
the urban renewal program’s operation which showed a severe problem 
of housing destruction and displacement. With the public housing 
component reduced and the emphasis on commercial redevelopment 
increased in the late 1950s, the program quickly destroyed many more 
units of low income housing than it replaced. To be sure, many of the 
units destroyed were far below prevailing standards of decent habitation, 
but they did provide shelter for persons with few other housing choices. 
And, to representatives of the poor and minorities who were becoming 
increasingly politically active in the 1960s, this massive physical assault on 
their neighborhoods was the ultimate indignity. Coupled with extensive 
displacement due to highway construction and to private redevelopment, 
urban renewal was one more way the poor were being shoved aside to 
meet the needs of upper income groups.

In 1971, Chester Hartman summarized a decade of studies of the impact 
of displacement on the poor. These studies found the impact to be largely 
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 negative, in both economic and psychological terms. In most cases, persons 
displaced had to occupy more expensive units in only marginally better 
structures as a result of their move. Homeowners, though compensated 
for their dwellings at market value, were often forced to become tenants, 
because the prices paid for their substandard homes were too low to permit 
the purchase of even modest replacement units (Hartman 1971). Equally 
harmful, in many cases, were the psychological effects of being uprooted 
from a home and a neighborhood that the family had occupied for many 
years. Marc Fried titled his study of the effects of relocation from a Boston 
neighborhood, “Grieving for a Lost Home,” because he found that the 
distress suffered by those displaced resembled that associated with the 
death of a close friend or relative (Fried 1966).

Moreover, many displaced households sought shelter in neighbor-
hoods adjacent to their previous area of residence. In many cases, this was 
an attempt to maintain old community ties, while in others it signaled 
a perceived or actual lack of choice of alternative areas in which to live. 
Economic constraints limited their choices, and for the disproportionate 
share of those relocated who were African American, racial discrimina-
tion was also a limiting factor. Of course, the rapid infl ux of low income 
tenants into areas near urban renewal sites, areas which themselves were 
often physically and economically marginal, usually tipped the balance in 
favor of rapid deterioration, thus creating a new slum to replace the one 
federal funds had demolished.

The response of federal and local officials to the problems of relocation 
was limited and slow in coming. The local business/government coalitions 
pushing for urban renewal, to the extent that they were concerned about 
the poor at all, tended to accept the traditional view of the slums as 
primarily a physical problem. They believed that if the physical blight 
could be removed, the problems of the poor inhabitants would somehow 
disappear, as they were dispersed into other areas. In addition, local 
officials were reluctant to add the cost of adequate relocation benefits 
to the direct costs of the program, and they found little community 
acceptance of large-scale subsidized replacement housing to aid those 
who were displaced. The business interests backing urban renewal were 
interested in converting cleared land into more profitable uses, not in 
using cleared sites for low income housing. Other neighborhoods, of 
course, displayed their usual reluctance to have low income housing 
thrust into their midst.

The federal government was, formally, the watchdog over the displace-
ment and re-housing of existing residents of urban renewal areas. The 
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 1949 Act required that localities guarantee an adequate supply of “decent, 
safe, and sanitary” replacement housing, “[available] . . . at rents or prices 
within the financial means of the families displaced” (quoted from the 
statute by Hartman 1971). However, federal officials had little incentive 
to further slow down an already lengthy process by requiring effective 
relocation planning. They, like local officials, wanted to demonstrate 
results by getting more cities to participate and by completing projects 
faster. Therefore, relocation planning became little more than a paper 
exercise (Hartman 1971; see also, Greer 1965).

Perhaps of greater importance than the apathy of federal and local 
administrators was the lack of federal resources directed at re-housing 
the poor, for not even conscientious relocation planning could work in 
the absence of suitable replacement units. This lack of resources had two 
dimensions. First, throughout most of the fi rst twenty years of urban 
renewal, new units of assisted housing were being produced in numbers far 
too small to replace those demolished. Second, direct relocation payments 
to displaced households were either nonexistent or inadequate to fully 
compensate them for their losses. Both of these dimensions of the problem 
require further examination.

The ebb and fl ow of subsidized housing programs from 1950 to 1973, 
described in chapter 4, had an obvious impact on replacement housing. In 
the case of the very poor, public housing was virtually the only housing that 
could meet the 1949 Act’s criterion of “decent, safe and sanitary housing 
within their ability to pay.” Thus, the abandonment of the Act’s commit-
ment to 810,000 units of public housing meant the loss of relocation 
resources. Only as public housing construction increased in the 1960s and 
as new programs came on line in 1968 were enough units being produced 
to have a positive impact on relocation.

Moreover, since land and resources for low income housing were 
already in short supply before urban renewal got underway, it was 
recognized early by many urban planners that a general commit-
ment to new low income housing was not enough. Housing plans and 
commitments tied specifically to urban renewal were also necessary. 
However, the federal and local response to this need was sluggish, due 
to the fundamental drift of the program away from its original housing 
thrust. Various provisions were added to the 1949 Act, such as special 
FHA financing of housing in urban renewal areas (Section 220) and 
rehabilitation loans and grants (Sections 312 and 115), designed to create 
incentives to construct or rehabilitate replacement housing. However, 
these additions stimulated little residential reuse.
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 It was only in the late 1960s, when the Johnson administration began 
to respond to pressure for a change in the priorities of urban renewal 
that this re-housing element changed substantially. In 1966, the 1949 
Act was amended to require that, in predominantly residential projects, 
a “substantial” number of low to moderate income replacement units be 
constructed (Hartman 1971, 751). Then, in 1967, HUD Secretary Robert 
Weaver announced that “the conservation and expansion of the housing 
supply for low and moderate income families” would be a central goal of 
the urban renewal program (quoted in Sanders 1980, 1081). In further 
pursuit of this goal, the 1968 and 1969 Housing Acts strengthened the 
vague language of the 1966 amendment, making it clear that “renewal 
projects . . . must replace any occupied low or moderate income . . . units 
demolished . . . with at least an equivalent number of units . . . to be 
constructed or rehabilitated somewhere within the jurisdiction of the local 
public agency” (Hartman 1971, 751).

Hartman notes that this language still allowed local agencies to avoid 
replacement housing that was strictly for low income persons. Nevertheless, 
data presented by Sanders show a marked shift toward residential reuse 
in programs which were begun in the late 1960s. The average amount of 
project land designated for residential reuse rose from less than 25 percent 
before 1968 to nearly 50 percent after that date. Meanwhile, the average 
amount of land devoted to residential rehabilitation rose from less than 15 
percent to between 25 and 30 percent (Sanders 1980, 111). Furthermore, 
well over half the residential reuse was designated as housing for low to 
moderate income people. Sanders suggests that the characterization of 
urban renewal as a destroyer of low income housing which has prevailed in 
much of the academic literature was much more accurate during its early 
years than in the years from 1968 until its demise in the mid-1970s.

The other facet of the replacement housing issue was direct compensa-
tion for those displaced. During the early years, compensation for tenants 
was limited to a small reimbursement for moving expenses. The agency was 
required to assist in fi nding replacement housing, but studies showed that 
only a small proportion of those affected took advantage of these services. 
In 1964, Congress added a Relocation Adjustment Payment of up to $500 
to cover the difference between old and new rent, which was expanded 
to $1,000 in 1965. But the problem of the family’s inability to remain in 
a higher priced unit after one or two years was not dealt with (Hartman 
1971, 749–50). Payments to homeowners were limited to the prices offered 
for their home plus moving expenses. Moreover, until the late 1960s, when 
HUD insisted on a single offer based on the appraised price, local agencies 
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 were permitted to offer less than their own appraised value and to bargain 
hard for this low fi gure. Owners could appeal in condemnation court, but 
few had the knowledge or resources to pursue this remedy.

It was not until 1970 that Congress saw fi t to increase relocation 
payments to levels that might truly begin to compensate for the losses 
incurred and even to improve substantially the household’s living condi-
tions. This legislation, the Uniform Relocation Assistance and Real Property 
Acquisition Policies Act, covered those displaced from highways and other 
federal projects, as well as urban renewal. For tenants, this act increased 
benefi ts to include moving expenses plus a rental assistance payment based 
on the difference between the tenant’s rent before and after relocation for 
a period of forty-eight months up to a maximum of $4,000. Tenants with 
some savings could also qualify for down payment assistance, in which 
their savings would he matched up to $2,000 for a down payment on a new 
home. Homeowners received a maximum of $15,000 over and above the 
purchase price of their old property, plus moving expenses.

For a piece of legislation involving the expenditure of large sums of 
money to benefi t lower income persons, this measure passed Congress 
with very little debate or public attention (CQ Almanac 1970b). Given the 
opposition to urban renewal generated by the displacement issue, greater 
compensation for those affected seemed prudent. . Also, persons displaced 
through no fault of their own could more easily be placed in the 
category of the deserving poor than low income persons in general.

Very little research on the impact of the Uniform Relocation Act on 
the fortunes of those displaced has been done. However, along with 
Christopher Silver, I examined urban renewal relocation in Richmond, 
Virginia, most of which was done after the passage of the Uniform 
Relocation Act. We found that displaced persons fared considerably 
better with its fi nancial support than was typical prior to the act. First, 
most displacees moved into neighborhoods that were in substantially 
better physical condition than those they left, and most were living 
among persons of higher income than themselves. Second, because of 
the homeowner payments and the down payment assistance, there was 
actually an increase in the percentage of owners in our sample from 
28.4 to 39.1 percent. Third, those displaced were scattered over relatively 
wide areas of the city, rather than concentrated in areas immediately 
adjacent to clearance areas (Hays and Silver 1980).

Nevertheless, there were continuing problems with relocation. First, 
the $15,000 payment to homeowners was greatly reduced in value by 
the housing price infl ation of the 1970s. This was a special problem 
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 because most displaced owners were elderly with small fi xed incomes 
and, thus, were limited to houses for which they could pay cash. In 
Richmond, the average price received for their homes was $6,700, 
giving them a total of $21,700 to purchase a new one (Hays and Silver 
1980). In the early 1970s this could still buy a modest but decent home. 
Later, this was not the case. (Ultimately, the assistance payment was 
changed to a fl exible one based on the gap between the appraised price 
of the old house and the price of a comparable replacement house in 
standard condition.)

Second, the issue of racial discrimination was not resolved by the 
economic support provided by the Uniform Relocation Act. Our Rich-
mond study found that approximately 40 percent of displaced African 
Americans moved into predominately white census tracts, a not insig-
nifi cant pattern of dispersal given the high level of segregation typical 
of U.S. housing markets. However, some of this apparent dispersal was 
to areas of considerable white fl ight, thus making it likely that these 
areas would become resegregated in the future. Sanders (l980) notes 
that the label of “Negro removal,” which was given to urban renewal by 
civil rights activists, was somewhat exaggerated in that, on a national 
scale, the majority displaced were whites. However, other studies indi-
cate that because of the dual housing market in most U.S. cities, African 
Americans had much greater diffi culty fi nding decent replacement 
housing than whites.

Finally, the substantial cost of relocation may have contributed to 
the program’s demise, by raising substantially the total cost of each 
project. For example, unpublished data from the Richmond Redevelop-
ment and Housing Authority show that tenants received an average 
payment of $2,500 and that virtually every homeowner received the 
full $15,000 payment. As a result, relocation was the largest single item 
in the Richmond Authority’s clearance budget, much larger than the 
cost of buying the property. Such payments represented the project’s 
true costs, in that the burdens of displacement were no longer exter-
nalities borne by the current residents. Nevertheless, they contributed 
to the impression that urban renewal was excessively costly and thus 
buttressed Nixon’s arguments for change.

Neighborhood Impact

The struggles surrounding relocation tended to focus on the individual 
problems of displaced households in finding a new place to live. Yet these 
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 individual struggles often took place in the context of a neighborhood 
that was being destroyed by the renewal process. Not only were specific 
families uprooted, but a whole fabric of economic, social, and political 
relationships was permanently disrupted. Families reacted differently 
to separation from their neighborhood. Some grieved in the manner 
described by Marc Fried. Others were glad to escape to better areas. 
But regardless of individual reactions, the urban renewal program was 
increasingly confronted with neighborhoods as organized entities fighting 
for their collective existence.

According to Christopher Silver, the idea of a neighborhood as a 
consciously planned or organized unit has been central to urban life since 
the beginning of U.S. cities (Silver 1982; Rohe 1985). Neighbors have 
recognized that they are economically and socially interdependent and 
that they receive a common package of government services, the quality 
of which is dependent on their socioeconomic status and political clout. 
This has led to neighborhood political organizations aimed at improving 
existing conditions, keeping “undesirables” out, and pressuring City Hall 
for a bigger share of services.

Though the importance of neighborhoods in general has long been 
recognized, the types of neighborhoods labeled “slums” have frequently 
been characterized as pathological in nature. From nineteenth-century 
moralistic tracts denouncing the slums as human cesspools to seem-
ingly more sophisticated twentieth-century discussions of the culture 
of poverty, the physical concentration of the poor has been seen as 
reinforcing and enhancing their alienation from the rest of society. 
Dilapidated housing; poor sanitation; the temptations of crime and 
drugs; inferior schools; and a street culture that discourages normal (i.e., 
middle-class) achievement—all of these neighborhood factors have been 
seen as barriers to the individual’s escape from poverty. This analysis 
has at times been used to support the conclusion that if the physical 
concentrations of the poor are broken up, some of their pathologies 
may also be reduced.

However, two alternative views emerged in the 1950s and 1960s which 
helped generate opposition to urban renewal. One view emphasized 
that whatever pathology exists in low income neighborhoods arises 
primarily from the economic and social deprivations of poverty and 
the inability of individuals to change their situation. Therefore, even 
though neighborhood influences may be the proximate causes of an 
individual’s failure to advance, the underlying causes relate to the 
economic structure of the society. Unless more dignity and material 
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 well-being are brought to those in low-status occupations and unless 
more opportunities for upward mobility are created, people will continue 
to adapt in terms of some version of the culture of poverty, no matter 
how self-defeating it might appear to an outsider (Waxman 1983). This 
view supports the conclusion that displacement of the poor out of one 
area will simply lead to their absorption into another slum environment 
or to the creation of a similar environment in an adjacent area (Judd 
and Swanstrom 2010).

The second view emphasized the positive aspects of the culture of poor 
and working class urban neighborhoods. Scholars such as Herbert Gans 
(1962), Jane Jacobs(l961), and Gerald Suttles (l968) stressed the intricate 
and often supportive social relationships that exist beneath the drab and 
sometimes violent exterior of these areas. Many of the poor live out their 
entire lives in a single neighborhood, and, though it symbolizes to them 
their deprivation, it is also familiar territory. Forcible relocation means 
cutting people loose from the support networks that they have been able 
to establish in an unfriendly world.

These reevaluations of the nature and causes of low income living 
patterns coincided with an increasing amount of political organization by 
low income neighborhoods. Much of this organization was spontaneous, 
stimulated, particularly in African American areas, by the civil rights 
movement and modeled after the tactics used by Saul Alinsky in Chicago’s 
working-class areas (Alinsky 1971). However, the organization of these 
neighborhoods was also greatly encouraged by the federal government’s 
own new solution to the problems of low income areas—the War on 
Poverty. Far from trying to eliminate these neighborhoods and convert 
the land to “higher” uses, Community Action Agencies were designed to 
protect them from neglect, abuse, and encroachment by City Hall or the 
private sector.

The Community Action Program was, in its own way, as narrow in its 
approach to poverty as was physical renewal. As several critics have noted, 
it attributed poverty to the powerlessness of the poor and tried to cure it 
by political organization, while devoting few resources to correcting the 
underlying mal-distribution of skills and income. Yet, in many cities, the 
Community Action Agencies did help to create new political leverage for 
low income neighborhoods, leverage that was used to tackle concrete prob-
lems confronting them. This was particularly true for African American 
neighborhoods, whose leaders had been the most thoroughly excluded 
from local political structures (Donovan 1967; Moynihan 1969; Piven and 
Cloward 1971).
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 To the residents of low income areas, the prospect of massive displace-
ment due to urban renewal was a problem requiring action. Thus, urban 
renewal agencies began to encounter organized, articulate opposition 
where once they could have expected passivity or only mild protest. The 
economic and political interests behind urban renewal still held most of 
the high cards and could often win the game anyway, but the political 
costs of redevelopment were raised considerably. In addition, the federal 
government was, in effect, put on both sides of the fence. On the one hand, 
it was encouraging grand schemes for economic redevelopment which 
involved major changes in the face of the city, particularly in areas outsiders 
considered blighted. On the other hand, through the War on Poverty and 
other participatory programs such as Model Cities, it was encouraging the 
empowerment of those groups most likely to suffer the direct costs of such 
schemes.

In response to these pressures, HUD began to require local renewal 
agencies to do their own community organization. After 1968, local agen-
cies had to set up a Project Area Committee (PAC) during the early stages 
of each project, made up of elected representatives from the target area. 
These committees were consulted on plans for the area and often suggested 
both major and minor changes in direction. Though the authority to 
approve the Redevelopment Plan lay ultimately with the local governing 
body and with HUD, agencies found it very advantageous to secure solid 
PAC approval before approaching higher authorities. A supportive PAC 
could, for example, mobilize area residents to fi ll City Council chambers 
on the night the plan was to be approved. A hostile PAC could, in contrast, 
make trouble for the agency throughout the process.

Counter-pressures from low income neighborhood organizations 
also contributed to the passage of the various measures aimed at 
softening and redirecting the program’s impact. Offering rehabilitation 
as an alternative to clearance could mollify opposition, especially when 
accompanied by low-interest loans and grants to area property owners. 
Promising to replace a portion of the demolished housing with new 
units for low and moderate income persons was also a way to reduce 
opposition. Finally, after the passage of the Uniform Relocation Act, 
the prospect of its rather substantial financial benefits stimulated many 
less-committed residents to “take the money and run” rather than to 
support efforts to save the area. If, as Heywood Sanders suggests, urban 
renewal was a somewhat different program in the early 1970s than in 
the early 1960s, the influence of aroused urban neighborhoods can be 
credited with some of these changes.
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Federal Expansion and Intergovernmental Relations

It has been suggested here that a gradual evolution of urban renewal 
took place, changing it from a program that simply brushed aside low 
income individuals and neighborhoods (in favor of uses more suitable to 
local political and economic elites) to a device at least partly targeted at 
improving the physical environment of the poor, either through conserva-
tion of their existing housing or through re-housing them in new units. 
This change in the direction of physical renewal did not, however, resolve 
the even more fundamental issue of the relationship between physical 
improvement of neighborhoods and the total improvement in the lives 
of the persons affected. Even if an area could be physically renewed with 
a minimum of displacement, there still remained the question of how the 
area’s residents had really benefi ted from such renewal. Unless their funda-
mental lack of resources and opportunities were improved, or, at the very 
least, they received services that improved their social as well as physical 
environment, had the quality of their lives been genuinely improved? 
Conversely, would the physical improvements themselves last if other 
social problems contributing to physical decay were not dealt with?

The answer among those knowledgeable and active in urban policy 
was, increasingly, “No!” The longer that poverty remained in the public 
eye, the more apparent became its multifaceted nature. The causes and 
solutions to the problems of the poor raised issues of physical health, 
mental health, employment, education, crime, transportation, recreation, 
and many others besides housing and community development. Each 
of these issues touched, in turn, on the basic quality of life of all urban 
residents, not just the poor. Those concerned with a particular problem 
constantly found themselves blocked by a nearly seamless web of related 
problems which seemed to prevent a totally satisfactory solution to that 
problem alone.

For this reason, the overall increase in government concern about the 
poor and about urban areas which characterized the late 1960s stimulated 
new programs in all the areas just mentioned. After years of debate as to 
whether or not the federal government should get involved, the prevailing 
liberal consensus seemed to dictate federal action on as many of the prob-
lems as possible. This multifaceted approach also enhanced support for the 
total effort in the short run, in that many different groups in society were 
eager to get a piece of the action in solving urban ills.

Yet, in the long run, the effort to attack so many problems at once inevi-
tably led to confusion and confl ict. Each program spawned a complex set 
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 of relationships between executive, legislative, administrative, and citizen 
centers of power at all levels of government. As programs multiplied they 
challenged the prerogatives of various political leaders, administrators, 
and interest groups. No single program could be expanded or redirected 
without affecting and being affected by the total size and complexity of the 
federal effort. Moreover, while it was possible as an intellectual exercise to 
devise ways to consolidate or coordinate related programs, it was much 
more diffi cult as a political exercise. When push came to shove, few actors 
were willing to give up power in order to make the total system more 
rational.

Thus, by the late 1960s the number and complexity of federal programs 
had become a political issue in its own right. Liberals became concerned 
about the effect of chaos and duplication on the ultimate effi cacy of 
programs, while conservatives saw this problem as one more bit of evidence 
that government efforts on behalf of the poor could never succeed. The 
continued passage of a variety of programs also triggered conservative 
concerns about the growth in the total amount of resources being devoted 
to such purposes.

Therefore, in order to understand why community development 
policy underwent a major transformation in the early 1970s it is not 
only necessary to understand earlier community development efforts 
and the problems they spawned. It is also necessary to examine the issue 
of programmatic complexity and its political expression in the form of 
demands for program consolidation. It was in the context of this broader 
issue that the Community Development Block Grant (CDBG) program 
emerged and became the centerpiece of federal community development 
strategy. Thus, the discussion of the CDBG program in Part II will begin 
with a look at this issue.

Part II—Community Development Block Grants

The Creation of Community Development Block Grants

As a framework for discussing the problems that led to the movement 
toward grant consolidation and decentralization in the early 1970s, it is 
useful to review the pattern of involvement of all types and levels of public 
bodies in formulation, administration, and review which characterized 
many categorical programs developed during the 1960s. Typically, a problem 
was perceived and a program formulated at the federal level, often at the 
initiative of the president and his advisors. Nationally organized interest 
groups often had input into presidential decisions or helped shape the revi-
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 sions made in Congress. The administrative responsibility was conferred 
on whatever federal agency seemed most appropriate to the members of 
the national coalition backing the program, and the agency then developed 
regulations to implement the program. Two slightly different coalitions 
dealing with related areas could generate two programs with fairly similar 
objectives, which, in retrospect, would appear duplicative. Yet, each agency 
might make a legitimate argument for its responsibility for the problem 
and might fear their concerns would be ignored if their program were 
eliminated or consolidated.

The political commitments behind specific programs and administra-
tive procedures became solidified further as authority passed down 
through state and local channels. Programs involving an area of traditional 
state responsibility, such as welfare administration, might rely on state 
agencies and their local offices for administration. Or, as was more 
frequently the case, authority might be delegated to mayors, city agencies, 
local independent commissions, or even nonprofit corporations.

This process contained the seeds of confl ict in that federal objectives, 
procedures, and timetables usually differed from those of the local or state 
administrative units. Confl icts over objectives refl ected differences in polit-
ical values between levels of government (such as the federal government’s 
greater commitment to enforcing equal opportunity statutes), but there 
were also numerous confl icts over the complexity of federal procedures 
and the slowness of federal reviews and approvals (Ingram 1977). For 
the political reasons mentioned in chapter 2, it was easier for the federal 
government to initiate such programs. However, once the program was 
in place, it was the local agency delivering the service that was under the 
most pressure to produce results. The federal government was now in the 
monitoring and reviewing role, and, though federal agencies were reluctant 
to totally block local action, they did attempt to gain leverage by imposing 
complex technical requirements and by holding projects to their own 
timetable.

Despite these confl icts, specialized local agencies learned the procedures 
and worked out a modus vivendi with their federal counterparts. Also, as 
federal money began to fl ow, these local units developed a strong stake 
in preserving and expanding programs in their charge. Thus was created 
the vertical, functional integration of categorical areas of governmental 
activity to which former North Carolina governor Terry Sanford gave 
the name “picket fence federalism.” Each program represented not only a 
coalition at the federal level, but an alliance between agencies and interest 
groups at all levels of government.
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 These alliances were highly resistant to coordination by political execu-
tives, no matter which level of government attempted it. When Kennedy’s 
advisors formulated an attack on poverty and, later, when Johnson took 
a new look at neighborhood development in low income areas, the desir-
ability of coordinating the efforts of various federal agencies was readily 
apparent. Yet, the mere creation of an umbrella agency, such as the Offi ce 
of Economic Opportunity (OEO) or the Model Cities Administration, was 
not enough to ensure successful coordination. The resistance of the political 
and administrative alliance around each program was so strong that only 
constant, strong, presidential intervention could compel cooperation, and, 
given the broad responsibilities of the presidency, such constant pressure 
was unlikely. Thus, according to Peterson and Greenstone (1977), the OEO 
embarked on a program of political organization of the poor in order to 
develop its own constituency, after its initial efforts at coordination on 
the federal level foundered on agency resistance. Similarly, according 
to Frieden and Kaplan (1977), the Model Cities program, designed to 
coordinate services in distressed neighborhoods, was weakened by lack of 
cooperation at the federal level, even before it began to administer the 
program locally.

If presidential plans and initiatives had diffi culty in changing existing 
administrative patterns, it is easy to see why governors and mayors soon 
became frustrated at their lack of control. Both were engaged in building 
political support behind their own priorities, and they found that the 
acceptance of much-needed federal funds often brought with it confl icting 
priorities. Ironically, the whole system of grants-in-aid to state and local 
governments was designed to allow these governments to shape their own 
programs. Yet, because program control was conferred on separate agen-
cies, rather than on state or local executives, the latter had a sense of losing, 
rather than gaining, control over programs in their jurisdiction.

The extension of funds to neighborhood-based organizations created 
further confl icts. These organizations often had less success in taking on 
established agencies and programs than did the political executives just 
mentioned. Procedural changes were diffi cult enough to obtain, but, more 
importantly, the extension of federal funds to OEO or Model Cities was 
not accompanied, in most cases, by suffi cient additions to the funding of 
categorical programs to enable them to respond on a large scale to the 
problems of a given neighborhood. Meanwhile, federally funded neighbor-
hood groups were putting political heat on local executives and councils, 
who could not effectively control the direction of the programs they 
were being asked to change. Where local government did respond, it was 
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 inclined to spread benefi ts among a number of neighborhoods in order to 
maximize political infl uence. This pattern did not sit well with the federally 
organized poor, who felt that resources should be concentrated in their 
areas. The local pork barrel also violated federal criteria for eligibility for 
specifi c programs. Thus, local offi cials felt encircled by demands they could 
not or did not want to meet.

Finally, there was competition between localities for federal largesse. 
Some local governments, particularly in larger cities, had years of experi-
ence soliciting federal funds. They had developed the staff, the expertise, 
and the political contacts to successfully push for federal dollars. As the 
range of federal activities expanded, communities previously too cautious 
or too conservative to get involved began to feel pressure to bring in federal 
money. Since they entered the game later, these communities perceived 
themselves as at a disadvantage. They complained that federal dollars were 
being handed out on the basis of grantsmanship rather than real needs 
(Hale and Paley 1981).

It was in the context of these many confl icts that the concept of revenue 
sharing took root and fl owered. Liberal economist Walter Heller, the fi rst 
to set forth this concept in rigorous form, argued that the expansive and 
fl exible nature of the federal tax base, in contrast to the relatively infl ex-
ible tax mechanisms available to state and local governments, necessitated 
a continuing federal role in aiding these governments. However, he also 
saw a need to give states and localities greater fl exibility in administering 
federal dollars. He felt the continued use of categorical grants for certain 
basic federal purposes was necessary, but that, if given extra dollars beyond 
this, local governments could be encouraged to demonstrate creativity in 
meeting local needs (Reagan 1972).

This idea received increasing attention throughout the 1960s. Johnson 
appointed a commission to study it, but because he was cool to the idea, 
he did not even publish the commission’s report, let alone implement its 
recommendation that revenue sharing be tried. Nevertheless, the bipartisan 
Advisory Commission on Intergovernmental Relations strongly endorsed 
the idea in 1967, and various versions of revenue sharing were introduced 
in Congress. By 1969, when Richard Nixon took offi ce, the idea had been 
endorsed by the National Governors Association, the U.S. Conference of 
Mayors, the National Conference of State Legislators, and the National 
Association of Counties (Reagan 1972, 90).

This broad-based support showed the potential appeal of revenue 
sharing to both liberals and conservatives, especially at the local level. 
However, it generally fi t more comfortably in a conservative than a liberal 
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 agenda. Paul Dommel, in one of the clearest treatments of the history of 
revenue sharing, points out that the majority of the revenue sharing bills 
before Congress in the late 1960s were introduced by political conserva-
tives, and it was not until an administration that was basically conservative, 
despite its pragmatism, came into power in 1969 that the idea moved to 
the top of the agenda (Dommel 1974, 55). In examining the way Nixon’s 
supportive rhetoric attached revenue sharing to conservatives’ focal 
concerns, the reasons become apparent.

There were three interrelated themes in Nixon’s approach to the issue. 
First, echoing the long-term conservative concern with the total resources 
going to aid disadvantaged groups, he decried as excessive the expansion 
of federal activity represented by categorical grants. In his 1969 message 
proposing the “New Federalism” of which revenue sharing was a part, he 
asserted that “a majority of Americans no longer support the continued 
extension of federal services. The momentum for federal expansion has 
passed its peak; a process of deceleration has set in.”

Second, he linked revenue sharing to an attack on the competence and 
responsiveness of the federal bureaucracy, another conservative theme of 
his administration. Later in the 1969 speech just cited, he said that “the 
problems of the cities and the countryside [have] stubbornly resisted the 
solutions of Washington” (Reagan 1972, 97), thereby suggesting that the 
federal bureaucracy was incapable of understanding what the people really 
needed. During his 1972 campaign, he intensifi ed his attack. In one speech 
he asked, “Do we want to turn more power over to the bureaucrats in 
Washington in the hope that they will do what is best for all the people? Or 
do we want to return more power to the people and to their state and local 
governments, so that the people can decide what is best for themselves?” 
(Nixon’s remarks quoted in Lilley, Clark, and Igelhart 1973, 76–79; see also 
Nixon 1971).

Such statements identifi ed the federal government entirely with the 
bureaucracy, as if agencies and programs were sui generis rather than 
created by a popularly elected president and Congress. They refl ected 
Nixon’s intense desire to curtail bureaucratic power, thereby reversing 
the liberal momentum which he and his advisors felt had been built into 
its structure by two previous administrations. A study of the attitudes of 
federal civil servants in 1970 by Aberbach and Rockman quotes a “manual” 
prepared by the Nixon White House for its political appointees to various 
agencies: “Because of the rape of the career service by the Kennedy and 
Johnson Administrations this Administration has been left a legacy of 
fi nding disloyalty and obstruction at high levels while those incumbents 
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 rest comfortably on career civil service status” (Aberbach and Rockman 
1976, 456). The study goes on to show that Nixon’s image of career civil 
servants as much more liberal than himself was essentially accurate, espe-
cially for those in social service departments such as HUD and HEW.

Third, he linked revenue sharing to a shift in power at the state and local 
level. Revenue sharing would not only reduce the infl uence of federal agen-
cies; it would also reduce the infl uence of local agencies with direct ties to 
them and enhance the infl uence of local elected offi cials. Nixon’s advisor, 
Daniel Patrick Moynihan voiced the administration’s criticism of what he 
called “para-governments” (i.e., nonprofi t organizations set up outside the 
local political structure to receive federal funds directly). In his view, top 
elected offi cials at each level of government should set local priorities and 
disburse federal funds (Lilley, Clark, and Iglehart 1973).

It was within this ideological framework that Nixon developed his 
revenue sharing proposals. However, these proposals also showed the 
pragmatic orientation of his administration, in that they were designed 
to attract the broadest possible support. He proposed two basic types of 
revenue sharing; general revenue sharing, in which a virtually unrestricted 
grant would be dispersed to states and localities, and special revenue 
sharing, or block grants, in which groups of related categorical programs 
would be replaced by grants covering broad functional areas, within 
which states and localities could allocate funds to programs they felt 
could best serve the overall function. The six functional areas selected 
for block grants by Nixon were health, education, police, manpower, 
medical care, transportation, and community development (Clark, 
Iglehart, and Lilley 1972, 1927). General revenue sharing was expected 
to appeal to liberals because it was extra money on top of categorical 
programs, as in Heller’s original proposal. The block grants were the 
heart of Nixon’s attempt to curb federal influence in that they actually 
replaced existing programs.

Not surprisingly, the general revenue sharing proposal had a much 
easier time in Congress than the grant consolidation measures, even 
though Wilbur Mills (D, Arkansas), the powerful chair of the House Ways 
and Means Committee, led the opposition. In his view, revenue sharing 
led to a loss of accountability on both the federal and the local level. On 
the one hand, the federal government was simply handing over billions 
of dollars to the states and localities with no control over how it was to 
be spent. On the other hand, state and local governments were spending 
funds that they had not taxed their own citizens to obtain, thereby giving 
them less incentive to spend it wisely. For a time, Mills delayed the legisla-
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 tion, but, under intense pressure from the White House and from others 
in Congress, he eventually agreed to report it. The State and Local Fiscal 
Assistance Act became law early in 1972, with Nixon adding a heavy dose 
of symbolism by signing it in front of Independence Hall in Philadelphia 
(Reagan 1972).

When special revenue sharing proposals were considered by Congress, 
opposition was much stronger, and this time the debate focused directly 
on who would benefi t and who would lose. Opponents felt that the poor 
and minorities would be the big losers if spending priorities were allowed 
to be set locally. Walter Hundley, head of the Seattle Model Cities program, 
put their argument very forcefully:

I am convinced that the only real salvation for the disadvantaged, and 

for poor blacks in particular, is the direct intervention of the federal 

government. Local political pressures militate against giving to blacks 

any priority for public monies, as the federal special impact programs 

do now. That’s why local government is not ready for the burdens which 

Nixon wants to give it. (Clark, Iglehart, and Lilley 1972,1923)

Wilbur Cohen, former HEW Secretary under Lyndon Johnson, broad-
ened the argument from concern for the poor and minorities to a defense 
of the federal government’s need to clearly and precisely set national 
priorities. He pointed out that targeting money for a program to deal with 
a specifi c problem, rather than lumping a variety of related programs into 
block grants, involves a clear federal commitment to solving that problem 
It builds a constituency of those concerned with that problem that would 
not exist for a broader area, and the federal commitment backed by dollars 
induces communities to become concerned that would otherwise have 
ignored the problem. In addition, he argued that the very specifi city of 
categorical programs enabled faster action on social problems. “If [Nixon 
aide] Ehrlichman’s criteria is, solve the problems slower, and maybe a little 
more cheaply, with more local people,” Cohen said, “that’s one statement 
of the problem. But I wouldn’t state the problem that way . . . in the kind 
of society we have . . . we’ve got a lot of social problems, and we’ve got to 
deal with them through strong, federal action” (Clark, Iglehart, and Lilley 
1972, 1921).

These arguments enjoyed wide support in the Democratic Congress 
and, bolstered by organized groups with a stake in existing programs, they 
blocked much of what Nixon proposed. In transportation, health, and 
education, where benefi ciaries of existing programs were most numerous 
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 and well organized, block grant proposals died quickly. In law enforce-
ment, the existing Law Enforcement Assistance Agency (LEAA) program 
was widely seen as providing suffi cient state and local latitude. Only in 
manpower and community development did legislative movement take 
place.

The reasons why community development revenue sharing made 
progress, while proposals in other policy areas did not, revolved around 
the nature of these programs’ constituency. Local government offi cials 
had, by this time, become a potent lobby in Washington, represented by 
several organizations (Farkas 1971; Hays 2001). Whereas other categorical 
grants had been funneled through groups specializing in those issues, local 
chief executives had traditionally had a greater say in policies of physical 
development. Many had succeeded in the grantsmanship game, but many 
others had failed, and virtually all were attracted to the idea of greater 
discretion in the handling of federal funds. Though they had fought hard 
since the New Deal to gain federal attention to community development 
needs, they were naturally attracted to the possibility of getting the money 
with fewer controls.

Nixon also appealed indirectly to another constituency, consisting of 
middle-class residents of central cities, suburban communities, and smaller 
cities and towns who were little concerned or affected by the problems of 
the poor. The Democrats felt it essential to appeal to the disadvantaged 
as well as the middle class to build a winning coalition. Nixon, on the 
other hand, believed he had little to lose and much to gain politically by 
redirecting federal dollars toward those whose defi nition of urban prob-
lems revolved around public works, services, and amenities for their own 
neighborhoods (Mollenkopf 1983). During the debate on revenue sharing, 
public awareness of this policy change and its implications was not high, 
but Nixon could anticipate favorable responses when federal funds began 
to fl ow to this group.

The broad outlines of the legislative struggle over the Housing and 
Community Development Act of 1974, which included the CDBG 
program, have already been presented. However, having emphasized the 
housing aspects of the bill earlier, it is now necessary to review in more 
detail the struggle over its community development provisions.

Nixon’s proposal for community development revenue sharing included 
the consolidation of the urban renewal, model cities, and neighborhood 
facilities programs, replacement of the categorical grant application process 
by a statutory formula for allocating funds to each community, a reduc-
tion in federal administrative requirements, and the transfer of decision 
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 making to general purpose local governments from specialized agencies 
(HUD 1977, 38).

This proposal made no progress in 1971 or 1972 (CQ Almanac 1971, 
1972). Instead, the housing subcommittees of both chambers each drafted 
their own legislation, retaining much more federal oversight. The battle 
was resumed in 1973. After having shown his determination by declaring 
the moratorium in January, Nixon introduced the Better Communities 
Act in March. This contained modifi cations designed to answer some of 
the objections raised in Congress. It included three more programs in the 
block grant—open spaces, water and sewer grants, and public facilities 
loans—but it contained a hold harmless provision to protect the funding 
levels of communities already receiving large amounts of aid. Nevertheless, 
this bill again stalled for most of 1973 (CQ Almanac 1973a).

One reason for the delay, according to Nathan, was the moratorium 
itself. As noted earlier, Nixon had instituted it, in part, to pressure Congress 
into action on housing and community development. In the long run, this 
strategy proved effective. However, in the short run, many pro-housing 
legislators did not want to approve a major community development 
initiative without positive housing action on Nixon’s part. Therefore, they 
waited until the fall of 1973, when Nixon put his housing proposal on the 
table, before they were willing to move on the block grant proposal. Thus, 
the close relationship between housing and community development 
measures which had characterized the debates of the 1940s reasserted itself 
in the 1970s. Supported by slightly different coalitions, they needed to be 
combined into the same legislation in order to command suffi cient support 
(U.S. Department of Housing and Urban Development 1977, 36).

The other reason for delay was the need to work out multiple disagree-
ments concerning the provisions of the new program. Seeing that some 
kind of block grant was inevitable, supporters of categorical programs 
shifted their strategy to working for as limited and controlled a program 
as they could obtain. They were eventually able to exact compromises 
on most of the major points Nixon had originally outlined in his 1971 
proposal.

First, the concept of a formula distribution system was attacked as 
unfair. The Senate’s housing subcommittee concluded that, due to the 
complexity and variety of urban problems, no formula could accurately 
determine whether one city had a greater need for community develop-
ment funds than another (Magida 1974, 1372). Backed by most of the 
housing and urban development interest groups, the Senate did not 
include such a formula in its version, and only reluctantly agreed to it in 
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 conference committee. The approved formula utilized population, number 
of overcrowded housing units, and the amount of poverty, with the last 
factor weighted twice.

Second, criticism was directed at the U.S. Census data used in the 
formula. Its accuracy had already been questioned in connection with 
general revenue sharing, and the prospect of millions more dollars riding 
on population and poverty counts reignited the controversy. The main 
criticism was that the Census systematically undercounted African Ameri-
cans and other urban minorities, a point supported by the Census Bureau’s 
own admission that it had undercounted blacks by 7.7 percent in 1970, in 
contrast to a 1.9 percent undercount for whites (Magida 1974, 1373). In 
response, Representative Thomas Ashley, (D, Ohio), a long-time housing 
advocate, supported the data used and said of the formula’s critics, “The 
formula will be practical and feasible. Those complaining . . . are those 
who have had grants far in excess of equity and more than they can use” 
(quoted in Magida 1974, 1373). A majority of Congress agreed, and these 
objections did not block passage of the formula entitlement.

Third, protests were raised about the immediate impact of conver-
sion to the formula on cities currently enjoying much higher levels of 
funding under categorical programs. Such communities, which tended 
to be larger, older urban areas, were unhappy about the whole formula 
idea, but they were especially dismayed by the prospect of a sudden 
drop in funding. Once having resigned themselves to the formula, they 
concentrated on strengthening the hold harmless provision that would 
gradually reduce funding to formula levels. The Nixon administration 
was very reluctant to provide such a cushion because of its impact on 
program costs, but it found a great deal of support for these communities’ 
predicament in Congress. As a result, the final bill included a gradual, 
six-year phase-in of the formula entitlements. During the first three 
years of the CDBG program, cities currently utilizing categorical grants 
would be allowed a hold harmless grant, calculated on the basis of their 
prior level of activity. During the following three years, this would be 
phased down by thirds, until the formula entitlement level was reached 
in the sixth program year.

This debate over the use of formula entitlements highlights an ironic 
twist taken by the struggle over local versus federal discretion in commu-
nity development. One of Nixon’s main criticisms of the categorical grant 
system was its infl exibility. He objected to the fact that both the purpose for 
which federal dollars could be used and the way in which funds could be 
applied to each purpose were specifi ed by federal decision makers (Lilley, 
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 Clark, and Inglehart 1973). However, the block grant system, while giving 
cities fl exibility in how to spend federal money, imposed a new rigidity by 
utilizing a predetermined formula to determine how much a community 
would receive. This system gave less money to those communities that had 
shown the most interest in community development, while it rewarded 
those that had shown little interest in the past. Advocates of the old system 
pointed out that under it, a community containing a political coalition 
demanding solutions to its problems and/or activist leaders wanting to 
deal positively with them could respond with aggressive pursuit of federal 
funds in the areas it thought most vital. This was a clear indication of a felt 
need for those funds, which might be a more accurate refl ection of true 
needs than an automatic formula.

Another major struggle surrounding the passage of CDBG concerned 
the degree of administrative control to be retained by HUD. The original 
Nixon proposal called for no review of locally devised programs—the 
funds would simply be passed along with no strings, as in general revenue 
sharing. However, this degree of local discretion was unacceptable to the 
housing subcommittees and to other Democratic congressional leaders. 
They wanted to maintain general federal oversight, to ensure that the 
money was spent for legitimate purposes. The administration held out 
longer on this issue than on any other and was accused of “more Watergate 
arrogance” for its refusal to compromise. However, as 1974 progressed, the 
administration showed more fl exibility. The fi nal bill required localities to 
submit annual applications for CDBG funds, but the HUD review process 
was drastically shortened. HUD was given seventy-fi ve days to review an 
application after which it would automatically be considered approved 
unless objections had been raised; and HUD was only to disapprove those 
that included clearly impermissible or inappropriate activities or where 
“the needs and objectives described in the plan are ‘plainly inconsistent’ 
with available facts and data” (U.S. Department of Housing and Urban 
Development 1977, 55).

Nevertheless, HUD was left with some basis for critical review and 
even rejection of applications. The Act incorporated the following 
broad, national objectives toward which CDBG expenditures were to be 
directed:

1. The elimination of slums and blight and the prevention of blighting 

infl uences and the deterioration of property and neighborhood and 

community facilities;

2. The elimination of conditions which are detrimental to health, safety, 
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 and public welfare, through code enforcement, demolition, interim 

rehabilitation assistance, and related activities;

3. The conservation and expansion of the Nation’s housing stock in 

order to provide a decent home and suitable living environment for all 

persons;

4. The expansion and improvement of the quantity and quality of 

community services . . . essential for sound community development;

5. A more rational utilization of land and other natural resources and the 

better arrangement of residential, commercial, industrial, recreational, 

and other . . . [uses];

6. The reduction of the isolation of income groups within 

communities . . . and the promotion of an increase in the diversity and 

vitality of neighborhoods;

7. The restoration and preservation of properties of special value for 

historic, architectural, or aesthetic reasons. (Act summarized in U.S. 

Department of Housing and Urban Development 1977)

Moreover, the Act specifi ed that the needs of low to moderate income 
people were to be given the highest priority. These goals were vague enough 
to allow localities plenty of latitude; but, continuity was maintained by 
echoing themes established in earlier housing and community develop-
ment legislation (see also Nathan and Dommel 1978; Bekowitz 1977).

Another signifi cant administrative requirement, designed to preserve 
a strong linkage between community development and housing, was 
the Housing Assistance Plan (HAP) mentioned in chapter 5. This plan 
required that all participating jurisdictions: (1) survey the conditions of 
their existing housing stock; (2) determine the extent and character of 
present housing needs and estimate the housing needs of those persons 
“expected to reside” in the jurisdiction; and (3) establish a realistic annual 
goal of the amount and kind of housing assistance to be provided (U.S. 
Department of Housing and Urban Development 1977, 56). In defending 
this provision, Thomas Ashley argued that “if there is anything we have 
learned in the last few years, it is that we cannot have effective housing 
programs without local governments providing . . . a healthy community 
environment for housing” (quoted in U.S. Department of Housing and 
Urban Development 1977, 55–56).

The passage of the Housing and Community Development Act in August 
1974 set a new direction in community development policy (CQ Weekly 
Reports 1974a). The federal government would not be totally uninvolved 
in urban areas, yet the infl uence of political and administrative judgments 
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 at the national level would be reduced. HUD would retain broad over-
sight, as a safeguard against gross misuse of federal funds, but detailed 
planning and decision making would shift to localities. Local offi cials had 
complained that the typical urban renewal application was two and one-
half feet thick and took two years to process. Now, the review would be 
much more streamlined.

Yet, in another sense, CDBG did not represent a totally new direction as 
much as a restoration of an earlier relationship. Despite all the paperwork, 
urban renewal had, in the 1950s and 1960s, basically underwritten projects 
conceived by local political and economic elites. It provided a way to legally 
displace land uses and people that were considered to be “undesirable” in 
favor of improvements to the local tax base and private investment oppor-
tunities. Other physical development programs added in the 1960s, such as 
grants for sewers and water, open space, and neighborhood facilities also 
served very broad improvement purposes which both economic elites and 
middle income voters supported.

However, as the 1960s progressed, the direction of federal involve-
ment changed. At fi rst it was a new program, the War on Poverty, which 
signaled that federal dollars would support new political involvement by 
disadvantaged groups. This new approach, while distinct from traditional 
community development efforts, eventually helped to stimulate change in 
the community development process itself. The social services approach 
of Model Cities, plus changes in urban renewal that moved it toward 
benefi ting, rather than merely displacing, the urban poor, were the prod-
ucts of these pressures. Simultaneously, other categorical programs for the 
poor burgeoned rapidly.

All these activities were stimulated by presidents who adhered to 
the liberal ideology more intensely than any others since the New Deal. 
Kennedy, Johnson, and their advisors believed that active federal problem 
solving in urban areas was essential to system survival, for all the social 
cost reasons outlined in earlier chapters. Since many political leaders and 
interest groups at all levels of government shared their concerns, they 
enjoyed considerable support for the enactment of categorical programs.

However, within the framework of the liberal thrust provided by 
presidential leadership, the process of program enactment was essentially 
incremental. No one planned out in advance the cost or administrative 
structure required to solve all the problems of urban areas or even to 
solve one particular set of problems thoroughly. Kennedy and Johnson 
deliberately pursued this incremental strategy because it was easier to 
build coalitions around specifi c issues that to sell a comprehensive attack 
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 on a whole range of problems. Those hostile to government intervention 
in general could often be persuaded to support programs dealing with a 
problem of suffi cient personal concern.

This piecemeal accumulation of programs was politically successful in 
the short run, but in the long run, it left the Great Society vulnerable, once 
the cumulative impact of all these programs began to be felt. State and 
local offi cials who had initially welcomed federal funding began to feel 
frustrated and limited by the multiplicity of federal goals and adminis-
trative requirements. More importantly, they began to fi nd the direction 
of federal involvement increasingly troublesome. Federal agencies were 
pushing them toward provision of services to, and political recognition 
of, groups whose needs had not been refl ected in the local policy process 
before. The para-governments about which Moynihan complained so 
bitterly were making life more complicated by increasing the number of 
organized groups they had to please. In short, although federal money was 
still seen as a useful tool, it was also increasingly seen as an obstacle to their 
political control.

The conversion to Community Development Block Grants may, thus, 
be seen as a correction of the balance of power in favor of those groups 
who had traditionally set the direction of community development. To 
be sure, African Americans and other disadvantaged groups would never 
be as underrepresented as they had been before the 1960s. However, with 
CDBG it was anticipated that local elected offi cials, and the popular and 
elite coalitions surrounding them, would once again be fi rmly in control.

The situation was further complicated by the issue of fund distribution 
between communities. Nixon was politically beholden to white, middle-
class suburbs, not to ethnically diverse central cities. He was also more 
beholden to the South and West than to the Northeast and North Central 
regions of the United States. He wanted an urban aid formula that would 
increase these areas’ share of federal largesse without appearing to abandon 
traditional grant recipients. The struggle over the hold harmless provision 
made it apparent that many who supported block grants did not support 
this intercity redistribution, and the issue would arise again during imple-
mentation. Nevertheless, a new middle-class constituency was written into 
urban aid by CDBG.

In light of these considerations, the rhetoric with which Nixon and 
others justifi ed these changes cannot be taken at face value. Nixon talked 
a great deal about the “distortion of local priorities” due to categorical 
grants. However, while the federal bureaucracy is often a blunt and 
infl exible instrument, there is nothing inherently illegitimate about the 
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 national government setting priorities for all its citizens and then trying to 
ensure that these priorities are carried out. One can, in fact, make a strong 
argument that it is unfair to allow local political forces to fundamentally 
alter benefi ts that should be available nationally to all persons in certain 
categories. This distortion is only a serious problem if, like Nixon, one 
disagrees ideologically with federal priorities and expects local priorities 
to be better.

Nixon’s rhetoric also emphasized the confusion and complexity of 
federal programs, as if this were an ultimate moral evil to be corrected at 
all costs. Certainly, effi ciency and order are important values, but one may 
legitimately ask what other values should be sacrifi ced in order to achieve 
them. When the political mood of the country favors the solution of a 
certain set of problems, it is to be expected that a variety of actors will get 
involved, and that programs dealing with a wide variety of problems will 
be put forward. The resulting programs may duplicate and confl ict with 
one another, but collectively they represent momentum toward solving the 
problem. In a world where perfect effi ciency and coordination are unat-
tainable, perhaps it is better to have government agencies tripping over 
each other in their eagerness to solve important national problems than to 
allow the problems to be ignored.

Was Nixon primarily concerned with the duplication and waste in 
categorical programs or with the overall policy directions they repre-
sented? Based on an overview of the revenue sharing debate, the latter 
concern seems much more prominent. Many ways could have been devised 
to eliminate waste and ineffi ciency short of wholesale combinations into 
block grants. Here, as in the case of housing assistance, Nixon seized on 
the shortcomings of existing programs as a political weapon to bring about 
changes in the underlying direction of federal involvement.

The Implementation of Community Development Block Grants

In the following pages, four aspects of CDBG implementation will be 
examined. The fi rst is the overall impact of the program on the level of 
federal spending for community development. The second is its impact 
on the distribution of funds between cities. The third is its impact on the 
distribution of funds among projects and claimants within local commu-
nities, along with the political struggles these issues engendered in the late 
1970s. Finally, the impact of the CDBG program on housing in urban areas 
will be assessed, with particular attention to the shift toward housing reha-
bilitation as the main strategy the CDBG program helped to engender.



The Federal Role in Community Development 197

 When CDBG was enacted, fears were expressed by some community 
development advocates that the change in program structure would serve 
as a smokescreen for reducing federal involvement. Certainly, Nixon had 
encouraged such fears by suggesting that a block grant structure would 
weaken the competitive push of national constituencies for funds directed 
at special problems. However, an analysis of the program’s impact on 
federal spending shows a more complex picture.

Figure 6-1 shows the total federal outlays for community development 
activities for Fiscal Years 1962 to 2007, as reported by the OMB. It 
should be kept in mind that there is often a lag between appropriations 
(budget authority) and program outlays due to the time needed for 
implementation. This figure reveals a steady increase in outlays during 
the 1960s, followed by a rapid increase (over 100 percent) between 1969 
and 1972, reflecting the spending initiatives of the late Johnson years and 
Nixon’s initial reluctance to cut back in this area. The dip in expenditures 
during 1973 and 1974 reflects the moratorium, followed by an increase 
after the 1974 Act went into effect. CDBG spending leveled off in 1978, 
after an initial burst of activity, but outlays grew rapidly after that to 
a 1981 peak of more than $5 billion. The sharp drop after that reflects 
the large Reagan cutbacks in all types of federal grants-in-aid. Since the 
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 1980s, outlays have steadily increased when measured in current dollars. 
The spike in outlays in 2005 and 2006 reflects special assistance for the 
areas struck by Hurricane Katrina.

This trend in the absolute amount of community development 
spending must, of course, be looked at in relation to inflation and 
to total federal expenditures. Figure 6-2 includes both these factors 
by showing community development outlays as a percentage of total 
outlays during the same period. One striking characteristic of these 
expenditures is that they have never exceeded 1 percent of total outlays. 
This fact gives conservative rhetoric about a “massive” commitment of 
federal funds to urban development a slightly hollow ring. Secondly, 
the steady rise in absolute dollar amounts shown in Figure 6-1 actually 
represents a steady, if fluctuating, proportion of total expenditures. 
The rapid increases between 1969 and 1972 did represent a substantial 
proportional increase, but after a peak of just over 0.9 percent in 1972, 
expenditures fluctuated between 0.7 and 0.85 percent. The moratorium 
caused a sharp dip, while a rapid rise in other federal expenditures not 
matched by community development expenditures caused the 1978 dip. 
Of course, Reagan’s cuts after 1981 represented a large proportional 
as well as absolute decline, and the levels set in the Reagan era have 
remained pretty much constant since then.

Although these data give some idea of the resources committed to 
community development, they conceal two other sources of retrench-
ment within the block grant program. First, it should be recalled that the 
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 urban renewal program had required a one-third matching expenditure 
by localities. Under the new program, this match was not required, and 
communities spent federal funds on the physical improvements they had 
previously funded themselves in order to earn federal dollars. A precise 
analysis of this change is beyond the scope of this book. Nevertheless, 
given the size of the local commitment formerly required, it is likely that 
a noticeable shrinkage in the impact of community development expen-
ditures occurred.

Secondly, retrenchment occurred as a result of the splitting of the 
community development pie among a larger number of communities. 
The increased funding after 1974 was not directed at the same universe 
of problems, but was accommodating many new claimants while avoiding 
sudden cutbacks in communities already using these funds. This distribu-
tional impact of CDBG must now be explored.

The effects of CDBG on the distribution of funds among communities 
were, in general, those that could have been predicted from the program’s 
design. Under categorical programs, funds fl owed to the central city more 
than to suburban areas. Under CDBG, suburbs received more, despite the 
double weighting of the poverty factor (Hirshen and Le Gates 1975). Under 
categorical programs, older central cities of the Northeast, North Central, 
and Midwest received the largest share of funds. Under CDBG there was 
a shift toward the South and West. Under categorical grants, metropolitan 
areas (SMSAs) received almost all the funds. Under CDBG, they continued 
to receive the lion’s share, but 20 percent of the dollars were set aside in a 
discretionary fund for smaller, nonmetropolitan communities. However, 
analysis of these trends is made more complicated by the fact that addi-
tional political struggles took place during implementation, resulting in 
signifi cant midcourse changes in direction. Therefore, it is necessary to 
look at the original direction the program would have taken, in contrast to 
the direction it actually took and in contrast to the direction taken by the 
categorical grants it replaced.

For the fi rst two years of CDBG implementation, its impact on large 
central cities that had been active in categorical programs was muted by 
the hold harmless provision. The total amount of community development 
funds was increased by Congress, and larger cities shared the increment 
with metropolitan and nonmetropolitan areas, but since their individual 
funding levels were not reduced, this was only mildly troublesome. 
However, as the full implementation of formula entitlements loomed 
closer, their substantial redistributive impact became apparent. The fi rst 
two columns of Table 6.1 contrast what various jurisdictions received 
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under the categorical system (as refl ected in their hold harmless share) 
with what they would have received had the original CDBG allocation 
system gone into effect.

These data reveal the precipitous decline that would have occurred in 
the share of funding received by central cities in SMSAs in the sixth year of 
the program, fi scal 1980. Funds would have been redistributed from these 
traditional benefi ciaries of categorical grants to virtually every other type 
of jurisdiction. In spite of the protection that was supposed to be afforded 
to large urban areas by the double weighting of the poverty factor in the 
formula, many of these areas would have seen funds fl owing into the 
prosperous suburban communities surrounding them.

It also became apparent that a regional redistribution of funds would 
occur. Table 6.2 shows projections made by the Brookings Institution’s 
first-year CDBG evaluation as to its regional impact. It shows the 
percentage of funds received by each of the nine U.S. Census subregions 
under the categorical programs, in contrast to the percentage they 
would have received under the 1974 formula. It also shows per capita 
expenditures as a proportion of the national average before and after the 
change. Clearly, the New England, Middle Atlantic, and North Central 
regions would have lost from one-fourth to one-half of their funds and 
would have dropped from relatively high per capita expenditures to levels 
well below the national average. In contrast, much of the South and West 
would have gained in their share of funds. The Brookings study went on 

Type of Recipient Hold 
Harmless 

Allocation*

Allocation 
Under 1974 

Formula

Allocation
Under 1977 

Dual Formula

MSA Total 87.5 80.0 81.3

Entitlement Jurisdictions 74.0 48.0 62.5

Central Cities 69.6 42.4 55.5

Satellite Cities 4.4 5.6 7.0

Urban Counties — 11.0 12.0

Non-Entitlement Jurisdictions — 21.0 6.8

Non-MSA Jurisdictions 12.5 20.0 18.7

*Based on amount received under categorical programs

Source: Department of Housing and Urban Development, City need and community 
development funding. 1979.

Table 6.1 CDBG Dollar Shares by Type of Recipient
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to show that the cumulative result of both redistributions would have 
been a drastic loss of funds by some of the most distressed cities in the 
United States. The metropolitan areas measuring highest on their index 
of the economic disparity between central cities and suburbs were some 
of the biggest losers of funds.

The Brookings evaluation team recommended a new formula to 
reduce the flow of funds away from these distressed areas. The two 
indicators they found to be most closely correlated with distress were 
the age of a city’s housing stock and the extent of population decline. 
They suggested that these factors be included in a new formula, in 
lieu of the overcrowded housing factor previously used. However, to 
prevent too drastic a reduction in the newer cities’ share, they suggested 
a dual formula system, in which each city would get the larger of the 

Table 6.2 Regional Distribution of CDBG Funds

Hold Harmless CDBG Formula

Region Percent Per Capita* Percent Per Capita*

New England (ME, NH, 
VT, MA, CT, RI)

9.9 170 4.7 80

Mid-Atlantic (NY, PA, NJ) 22.7 124 17.4 95

South Atlantic ( WV, MD, 
DE, VA, NC, SC, GA, FL)

15.0 99 16.5 109

E. South Central (MS, LA, 
TN, KY)

6.0 95 7.9 126

E. North Central (OH, IN, 
IL, MI, WI)

15.9 80 17.2 87

W. South Central (LA, TX, 
AR, OK)

8.2 80 12.4 130

W. North Central (MO, 
KS, NE, IA, MN, ND, SD)

7.7 96 6.7 84

Mountain (AZ, NM, CO, 
UT, NV, WY, ID, MT)

3.6 80 3.9 96

Pacifi c (CA, OR, WA, 
AK, HI)

11.0 84 13.3 101

*Proportional per capita share (national per capita share = 100)

Source: U.S. Department of Housing and Urban Development, Block grants for commu-
nity development 1977.
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 amounts computed with both formulas. Under increasing pressure from 
representatives of larger urban areas, the outgoing Ford administration 
recommended the dual formula in 1977.

President Jimmy Carter had even more reason to be enthusiastic about 
the dual formula than President Gerald Ford, since the traditional Demo-
cratic urban coalition had contributed greatly to his election. Therefore, 
the Carter administration retained the idea in its proposed housing and 
community development legislation, and expanded its impact by substi-
tuting a measure of growth lag for population loss. This meant that cities 
with growth rates lower than the national average would receive increased 
funding, as well as cities actually losing population.

Although the dual formula did not directly cut the funding of any 
entitlement city, the measure precipitated an intense debate in the House, 
dividing its members along regional lines. Representatives from the South 
and West denounced the age of housing factor as discriminatory against 
more recently settled parts of the country. As Representative Jerry Patterson 
(D, California) put it, “The real issue here is: Do we want to address poverty 
or do we want to address old houses?” (Quoted in HUD 1978a, 24). North-
eastern and Midwestern representatives argued, on the other hand, that 
the poverty factor alone would not prevent rapidly growing Sunbelt cities 
from receiving funds more desperately needed by declining cities in the 
Frostbelt. The dual formula survived an attempt to delete it from the law 
by a vote of 261 to 149. Representatives from the East voted 110 to 1 in 
favor of the dual formula and members from the Midwest supported it by 
a 105 to 7 margin. Those from the South and West voted to delete it 132 
to 18 (HUD 1978a, 25).

The impact of the new formula is clearly shown in the third column of 
Table 6.2. Entitlement cities retained a 62.5 percent share of CDBG funds, 
substantially less than under categorical grants but a marked improvement 
over the original 1974 formula. Most of this gain was allocated to central 
cities, at the expense of the smaller, suburban communities. The regional 
distribution was also affected, in that the Northeast and North Central 
regions regained some of the share they enjoyed under categorical grants.

In addition to the formula change, the Carter administration success-
fully initiated in 1977 a new program designed to further correct the shift of 
funds away from the older, more distressed cities. This program, the Urban 
Development Action Grant (UDAG), enabled economically declining 
central cities to support large redevelopment projects of a commercial, 
industrial, or residential nature that were beyond the scope of CDBG but 
which would offer improvements in employment and tax base. Although 
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 the projects envisioned for UDAG were similar to urban renewal projects of 
an earlier era, the new program refl ected the caution of the 1970s in that it 
required prior commitment of funds by private investors in an amount fi ve 
or six times that of the federal investment. The program refl ected a renewed 
interest in leveraging private central city investment through direct cash 
subsidies, low interest loans, or public fi nancing of land assembly or public 
improvements needed to make a project economically viable. UDAG added 
$500 million per year to community development coffers during the late 
1970s and early 1980s.

The political struggle over the CDBG formula showed the ability of 
representatives of older, larger urban areas in general and of central cities 
in particular to mount effective political pressure. The way this issue was 
resolved again illustrates the complexity of community development issues 
in political and ideological terms. In one sense, aid to declining urban 
areas was the type of government intervention liberals tended to favor and 
conservatives questioned. The cumulative effect of market decisions was 
to favor some cities over others and, within cities, some areas over others. 
Conservatives lean toward enhancement of or, at the least, noninterference 
with these trends. This outlook was refl ected in the 1974 Act in that it 
broadened the set of legitimate targets for community development aid to 
include better-off communities as well as declining central cities.

Yet, this redistributive pattern also triggered opposition, which cut 
across ideological lines. Economic and political elites in many cities were 
negatively affected by the formula, and loyalty to their own communi-
ties did not permit acquiescence to a drastic reallocation of funds. Each 
community’s power structure remained committed to its economic 
viability, even though national economic criteria might classify the area 
as declining. Thus, the formula struggle pitted region against region and 
central city against suburb, rather than liberal against conservative. To the 
extent that the poor were concentrated in declining areas, they benefi ted 
from the dual formula; but their actual level of benefi ts depended more on 
another struggle—the struggle over the use of funds within urban areas.

The CDBG guidelines established by Congress and by HUD gave 
local offi cials something less than carte blanche in using federal dollars, 
yet their control over planning and executing specifi c projects increased 
substantially. As a result, each city had to create its own mechanism for 
allocating funds. According to the 1978 Brookings evaluation (HUD 
1978a), most of these new mechanisms refl ected the desire of local chief 
executives for more direct involvement. During the fi rst two years, many 
cities spent CDBG funds to fi nish out existing urban renewal and model 
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 cities commitments. This perpetuated the infl uence of existing agencies 
and maintained the direction they had set. However, most chief executives 
tried to place CDBG administration much closer to their own offi ce. Some 
urban renewal agencies were abolished and some had their staffs absorbed 
by new community development offi ces headed by a deputy to the mayor 
or city manager. Others survived but had to deal directly with city, rather 
than federal, offi cials.

In addition to greater involvement by local chief executives, the Brook-
ings study notes the importance of citizen involvement. HUD required as 
a minimum that public hearings be held to inform local citizens of the 
availability of the money, but most communities also created citizen advi-
sory boards, representing both community leaders and people in targeted 
neighborhoods. The term advisory is important, since most executives 
maintained ultimate control, yet these groups did provide a means by 
which the needs of various neighborhoods could be heard.

Citizen’s groups tended to gain infl uence as the program matured. 
During the fi rst year, local citizens knew very little about the fl exibility of 
the program. As the application procedure became routinized and as more 
community groups became aware of the relatively unrestricted funds it 
provided, demands for CDBG funds increased. At this point, participatory 
mechanisms became one means of resolving confl icting citizen pressures. 
In addition, members of local legislative bodies became more active in 
reviewing individual projects. They, too, saw the block grant as a source of 
funding for projects important to their districts.

Increased involvement by both chief executives and citizens encouraged 
the spreading of funds, which many had predicted. Mayors, city managers, 
and councils were anxious to please as many local constituents as possible. 
Categorical program guidelines might have enabled or compelled them to 
concentrate millions of dollars in a single urban renewal or model cities 
area. Now, with these constraints removed, their attention turned to proj-
ects benefi ting the entire community or to smaller-scale projects enabling 
them to spread funds among many neighborhoods (Kettl 1979).

This spreading effect led to two major confl icts between HUD and local 
offi cials—the confl ict over socioeconomic targeting and the confl ict over 
geographic targeting. With regard to socioeconomic targeting, the 1974 Act 
specifi ed that “maximum feasible priority” be given to low and moderate 
income persons in utilizing block grant funds. Since “maximum feasible 
priority” was as vague as “maximum feasible participation” had been in 
the War on Poverty, this was a rather fl exible guideline. Yet, despite a few 
well-publicized cases of suburban golf courses or tennis courts being built 



The Federal Role in Community Development 205

 with CDBG funds, there was no wholesale abandonment of community 
development in lower income areas. What concerned HUD offi cials, and 
a number of liberal interest groups, was a slow drift of funds away from 
low income projects. HUD saw its role as preserving the original legislative 
intent by insisting on continued concentration of effort in low to moderate 
income areas, while local offi cials felt that the fl exibility accorded them by 
the 1974 Act was being negated by HUD.

Although HUD offi cials took this position from the beginning, their 
emphasis on targeting was strengthened by the appointment of Patricia 
Roberts Harris as HUD Secretary by President Jimmy Carter in 1977. In 
testimony before the House Subcommittee on Housing and Community 
Development she said, “We will expect communities to direct development 
and housing programs toward low- and moderate-income citizens. I do 
not consider this to be just an objective of the block grant program—it is 
the highest priority of the program and we in the federal government must 
see to it that the thrust of the program serves that objective” (Quoted in 
Dommel 1980, 466). HUD immediately proposed regulations requiring 
that 75 percent of all CDBG funds be used to directly benefi t low and 
moderate income persons, while 25 percent could go to other projects.

This proposal met stiff opposition from Representative Thomas Ashley 
and other community development specialists who felt that aid to the poor 
was only one of several important goals of the 1974 Act. Therefore, HUD’s 
fi nal regulations acceded to congressional pressure by allowing more fl ex-
ibility. However, the department continued to push localities to spend as 
much of their grant on low and moderate income areas as possible, and the 
Brookings evaluation team concluded that they were partially successful. 
In the cities sampled by Brookings, spending directed at low to moderate 
income persons increased from 54 percent to 62 percent over the fi rst four 
years of CDBG (DommeI1980, 469).

HUD also stressed a second form of targeting—geographical—which 
ran counter to the local spreading of funds. Federal offi cials believed that 
sound community development strategy involved concentrating funds and 
activities in well-defi ned areas, rather than spending funds on a commu-
nity-wide basis. They felt this would make the effects of various programs 
mutually reinforcing, and that permanent improvement in neighborhood 
conditions, rather than piecemeal solutions to immediate problems, would 
more likely result. In pursuit of this goal, which of course was similar to 
that of Model Cities and the War on Poverty, they pushed localities to 
concentrate on specifi c census tracts and even disapproved some applica-
tions on the grounds that activities were too widely dispersed. This concern 
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 overlapped with their concern with socioeconomic targeting, since it was 
in lower income areas that, in their view, intensive activity should take 
place.

The HUD push for geographic targeting culminated in a series of new 
regulations in 1977 and 1978 which formally designated areas of concen-
trated activities as Neighborhood Strategy Areas (NSA). Communities were 
required to show that these areas were mainly residential and that enough 
resources were being committed to meet major community development 
needs. Communities were pressured to designate areas as NSA and to shift 
resources away from city-wide projects (HUD 1981a). The reaction of local 
offi cials was skeptical. The Brookings team quotes one local offi cial that 
“if HUD wants to play NSA, we’ll play NSA” (HUD 1981a, 91). However, 
the Brookings evaluators found that, in their sample, there had been a 
noticeable shift toward neighborhood targeting. In the fourth and fi fth 
program years, benefi ts were more concentrated in fewer census tracts, and 
the boundaries of target areas tended to contain fewer people. Interestingly 
enough, it was cities with the worst problems that had the least geographic 
targeting, while economically advantaged communities targeted more. This 
suggests that even scattered projects were directed at serious needs rather 
than dissipated on nonessential services (U.S Department of Housing and 
Urban Development 1981a).

Table 6.3 summarizes the general categories of activities funded by 
Community Development Block Grants for selected fi scal years between 

Table 6.3 Uses of CDBG Funds

Type of Activity
Fiscal Year

1979 1982 1984 1986 1989

Redevelopment 17.9 9.0 8.0 7.0 7.0

Housing 34.1 35.1 36.0 38.0 36.0

Public facilities and 
improvements

29.8 26.1 22.0 18.0 23.0

Economic development 4.5 9.0 12.0 13.0 10.0

Public services 9.7 8.0 8.0 11.0 10.0

Administration and planning 4.0 13.0 14.0 14.0 14.0

Source: U.S. Department of Housing and Urban Development, Community block grant 
report. 1982–1990.
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 1979 and 1989. Public works, redevelopment activities, and related public 
services stand out as major activities. However, the most striking feature 
is the large concentration of funds in the area of housing rehabilitation, 
which represented about one-third of CDBG expenditures in FY 1979 and 
grew to 40 percent in FY 1981. These data suggest that the importance 
of housing as a community development goal had increased greatly as 
a result of the shift to CDBG, continuing the trend noticeable in urban 
renewal during the early 1970s. The reasons for this lie both in a changed 
concept of proper housing strategy and in the political dynamics of CDBG 
program implementation just described. Both these factors will be explored 
in examining the impact of CDBG on housing policy.

Community Development Block Grants and Housing Policy

The close political linkage between housing and community development, 
which had existed since the 1940s and which reemerged in the passage of 
the 1974 Act, has already been discussed. In this section, the implemen-
tation linkages between the two will be explored. A general link may be 
found in the use of CDBG funds to provide physical improvements in 
neighborhoods. Since the neighborhood is part of the housing package a 
family purchases, improvements in the area can enhance the quality of their 
housing. For both budgetary and political reasons, communities tended to 
do much less clearance under CDBG than under urban renewal. Thus, 
physical development could be directed at making existing neighborhoods 
viable.

In addition, there existed two more specifi c ways in which the CDBG 
program shaped the direction of housing policy. One was the incorpora-
tion of the Housing Assistance Plan (HAP) into the CDBG application. The 
HAP set a precedent for HUD housing planning requirements that have 
continued to the present day, fi rst through the Comprehensive Housing 
Affordability Strategy (CHAS) and later through the Consolidated Plan 
which is now required of all cities receiving CDBG funds. The other was 
the extensive development of housing rehabilitation programs as a major 
object of CDBG expenditures. Each of these relationships deserves further 
exploration.

The Housing Assistance Plan

As discussed earlier, the 1974 Act required each locality to submit a 
Housing Assistance Plan as part of its CDBG application. The plan was 
to be followed by HUD in allocating units of assisted housing to that 
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 community. The immediate impact of this requirement was to encourage 
communities to be conscious of housing needs when planning their 
CDBG strategies and to compel them to collect more detailed information 
on their housing stock. The data they gathered varied in quality. Some 
communities hired consultants to carry out sophisticated surveys. Others 
merely manipulated 1970 Census data to produce numbers they hoped 
HUD would fi nd plausible. Yet, Raymond Struyk suggests that regardless 
of variations in the accuracy of the data collected, the HAP had a positive 
impact on local political leaders’ awareness of housing needs, since it was 
debated and approved along with the rest of the CDBG application (Struyk 
1979).

At the same time, the HAP process demonstrated the diffi culty of 
federal-local relationships. Although the HAP was intended to encourage 
local planning of housing strategies, HUD was required to assess the reason-
ableness of local plans. In order to do this, HUD Area Offi ces obtained 
their own, independent data on the housing stock of the communities in 
their jurisdiction. This led local offi cials to complain that area offi ces often 
attached little credibility to local data and, instead, substituted their own 
fi gures. An internal HUD memorandum reported that “[m]ost . . . [local 
offi cials] said that they take what the Area Offi ce gives them. First you 
submit a set of numbers and ‘then you play games’; you put down the 
bottom numbers and the Area Offi ce divides them up” (quoted in Struyk 
1979, 14).

Another factor that detracted from full utilization of the HAP was that 
the units actually funded by Congress were usually only a small percentage 
of any community’s total need. Therefore, there was a tendency not to 
take the total need fi gures seriously, since the actual units built would 
never come near that level. Nevertheless, Struyk concluded that the HAP’s 
enhancement of local housing planning was a good reason for continuing 
the requirement (Struyk 1979, 20–22).

Housing Rehabilitation

Throughout most of the history of U.S. housing policy, the idea of utilizing 
rehabilitation to improve the housing stock existed mostly as an after-
thought. While lip service was paid to the notion that rescuing existing 
structures might be an economically desirable alternative to new construc-
tion, this activity was given low priority. FHA fi nancing of rehabilitation 
was available, but the number of units rehabilitated was dwarfed by the 
agency’s massive commitment to new construction. The Housing Act of 
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 1954 included rehabilitation as an eligible urban renewal activity, but the 
dominant strategy was still clearance and rebuilding.

This de-emphasis on rehabilitation was in keeping with the spirit of 
the postwar era. The emphasis then was on the new—new factories, new 
commercial developments, and new suburban housing reached by new 
cars on newly built freeways. Progress was measured by the degree to which 
open countryside could be fi lled with crisp, clean new dwellings equipped 
with the modern conveniences that were now within fi nancial reach of 
middle-class families. Central cities tried to compete with suburban 
development with sleek new offi ce towers and other new uses of blighted 
areas. The idea of converting an old warehouse into shops or restaurants, 
so typical of the plans that captivate contemporary urban dwellers, would 
have seemed eccentric to all but a few in the 1950s.

In the case of housing rehabilitation, the negative impact of the general 
cultural emphasis on newness was reinforced by concrete economic and 
administrative problems. As a planned, public activity, rehabilitation has 
typically been slower and much more diffi cult than new construction. 
There are several reasons for this.

First, mass production has proven diffi cult in rehabilitation. Whereas 
a new development can be erected with a limited number of fl oor plans, 
and large-scale purchase of materials, existing houses and neighborhoods 
contain numerous variations in design and condition. Therefore, each 
rehabilitation job must be tailored to the needs of a specifi c structure and 
family, a process requiring considerable administrative, as well as construc-
tion, time and discouraging economies of scale. Moreover, the economic 
structure of the housing rehabilitation industry refl ects its technical char-
acteristics, in that fi rms specializing in rehabilitation tend to be smaller 
operations than those doing new construction. Agencies experimenting 
with large-scale rehabilitation have, therefore, found it diffi cult to recruit 
private fi rms willing to carry out their plans (National Commission on 
Urban Problems 1969; Hartman 1975).

Second, housing rehabilitation requires a very different set of relation-
ships between government agencies and citizens than does suburban new 
construction or clearance of older areas. During the fi rst fi fteen years of the 
urban renewal program, agencies bent on clearance and armed with the 
power of eminent domain could relatively easily overcome neighborhood 
resistance, especially when the target area’s citizens were poor, inarticulate, 
and unorganized. The process required little cooperation from the areas 
affected. In contrast, rehabilitation requires cooperation from the very 
beginning, at both the neighborhood and the individual level.



210 The Feder al Government & Urban Housing

 At the neighborhood level, agencies must work with existing property 
owners to reverse the “prisoner’s dilemma” situation described by Davis 
and Whinston (1966). In their model, property owners in older areas are 
reluctant to invest in repairs for fear that other property owners will not 
match their investment. Since property values in a given area are inter-
dependent, the owner will be worse off if he/she invests while others do 
not than if no one invests or if others invest while he or she does not. 
A program targeted at a specifi c neighborhood must, therefore, engage 
in extensive neighborhood organization (or work to strengthen existing 
organizations) in order to convince individual property owners that their 
investment will pay off. Coercion (i.e., the ability to condemn property 
that does not comply with standards) may be used to back up persua-
sion, but if it is not used extremely sparingly, it will intensify, rather than 
weaken, resistance.

Cooperation must also be secured during the rehabilitation process. 
In order to encourage participation in the program, the property owner 
must be allowed some choice as to the type of work to be done. This 
requires negotiations between the owner and the agency, and it may also 
require the inclusion of visible amenities the property owner can enjoy, 
as well as basic structural repairs, such as new plumbing and heating. 
This lengthens the process and increases the cost of each dwelling. It is 
not, of course, absolutely necessary to utilize existing property owners 
as vehicles for rehabilitation. Several federal programs have purchased 
and rehabilitated small numbers of dwellings. However, it has, in 
general, been more difficult to justify politically the coerced purchase 
of a dwelling and the displacement of its occupants if it needs modest 
repairs and is in a moderately deteriorating area than if it is dilapidated 
and located in an area that is seen as in need of clearance. The notion 
of leaving a neighborhood physically intact has seemed to fit, in the 
minds of most policy makers, with the utilization of existing owners, 
although displacement has also occurred.

In addition to the technical problems of construction and the sociopo-
litical problems of securing neighborhood cooperation, rehabilitation has 
also encountered a third set of problems—those associated with fi nances. 
Rehabilitation of existing structures in older, declining areas is a best a risky 
venture, as evidenced by the higher foreclosure rates among Section 236 
and Section 221(d)(3) rehabilitation units than among newly constructed 
units. Unless the whole area is substantially upgraded, owners often have 
diffi culty attracting tenants at rents that will support even subsidized 
borrowing for rehabilitation.
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 Finally, rehabilitation programs have encountered opposition in some 
communities on ideological grounds. Though clearance has been resisted 
by doctrinaire conservatives, the notion of removing blight for benefi cial 
reuse of land has appealed to a broad political spectrum as a legitimate 
public purpose justifying interference with private property rights. In 
contrast, rehabilitation of structures that remain in private hands has met 
resistance on dual grounds: (1) that forced inspection and rehabilitation 
violates the property rights of landlords and homeowners; or (2) that 
direct subsidies to private owners that enhance the value of an asset they 
hold represent an unfair benefi t to a few at the expense of others. The fi rst 
attitude has shown up in the rulings of local judges, who are extremely 
reluctant to convict or punish landlords for code violations. According to 
Chester Hartman, “Few judges take housing violations as seriously as they 
take other types of cases, nor do they have suffi cient background in housing 
or knowledge of the particular defendant and his patterns of operation to 
make a sound judgment” (Hartman 1975, 66). The second attitude has 
shown up in protests by property owners in other sections of a city when 
a specifi c geographic area is designated for rehabilitation. This has made 
local offi cials reluctant to assist any but the lowest income owners.

None of these fundamental problems disappeared during the 1970s, 
yet rehabilitation grew rapidly into the most popular community devel-
opment strategy. This may be accounted for by cultural, economic, and 
political factors, which overrode traditional obstacles to the utilization of 
this strategy.

On the cultural level, the American belief that “new is better” was, if 
not eliminated, at least chastened by the events of the 1970s. First, the 
environmental movement raised public consciousness of the heavy costs 
of growth in general, and new suburban development, in particular, in 
terms of air and water pollution and in terms of lost open space and 
farm land. Second, the energy shortages of the 1970s led many to the 
growing conviction that resources were finite and that the continued 
consumption of more fuel, more raw materials, and more land for new 
products might eventually lead to disaster. Both of these movements 
stressed the desirability of reuse and recycling of existing resources, and 
the reuse of existing neighborhoods and structures fell naturally within 
this area of interest. Also, these movements called attention to older 
technologies and lifestyles which were less wasteful of natural resources. 
Mass transit and intensive urban land uses such as row houses, which 
had seemed destined for the trash heap in the early postwar decades, 
were now more attractive.
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 These changes also helped bring into sharper focus the social and 
aesthetic critique of suburbia that had always been an intellectual current 
in the United States (Elazar 1966). Malvina Reynolds’s song about “little 
boxes made of ticky-tacky,” whose inhabitants allegedly acted in blind 
conformity, had earlier expressed intellectuals’ association of suburbia with 
middle-class philistinism (Reynolds 1964). Now these “little boxes” were 
seen as wasteful and environmentally damaging, as well as aesthetically and 
socially distasteful.

To these aesthetic arguments were added practical economic disincen-
tives to suburban life as well. Many suburbs were becoming increasingly 
congested and were suffering from some of the same problems of crime 
and social alienation as the central cities. Moreover, the energy costs of 
long commuting distances were beginning to hit the pocketbooks, as 
well as the social consciences of middle- and upper-class persons.

In this atmosphere, the “back to the city” movement took hold and 
flourished among a segment of the middle and upper-middle classes. 
In an oft-described pattern, a few middle-class families would renovate 
older structures in neighborhoods filled with rooming houses and lower 
income apartments. These “pioneers” (it is interesting to note that terms 
from the early frontier such as “pioneer” and “homesteading” brought 
another set of symbols to play in this process) would discover that these 
older houses, many built by the well-to-do of the nineteenth century, 
had design and aesthetic elements not available at any reasonable price 
in the suburbs—large rooms, parquet floors, stained glass, carved 
woodwork, etc. By restoring these elements (and modifying them to 
modern tastes) these early renovators attracted others, with the result 
that the filtering process which had seemingly doomed the area was 
suddenly reversed. Property values rose; rental property became owner 
occupied; low income persons were forced to move elsewhere; and the 
area became, in the new terminology of the decade, gentrified (Black 
1975; Zukin 1982).

Since the writers and intellectuals who shape the direction of the 
media and academic research were in the social stratum most involved in 
this process, the phenomenon of gentrification quickly captured public 
and academic attention. Features on upper-middle-class couples fixing 
up old townhouses became a staple of Sunday newspaper supplements 
and national magazines. Urban policy researchers began to explore 
the dynamics and implications of reverse filtering. Judging from the 
intensity of interest, it was easy to conclude that a major national trend 
was occurring.
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 In addition, some hard data indicated a change in patterns of urban 
housing investment and ownership. James reported that the middle 1970s 
saw a modest increase in the proportion of central city dwellers owning 
their own homes and a proportionally faster increase in the value of central 
city housing than in suburban housing. He also reported a signifi cant 
increase in the level of investment in existing housing, as measured by 
the U.S. Census’ Survey of Residential Alternations and Repairs (James 
1980,131–35).

Doubts were soon raised, however, about the scope and direction of the 
back to the city movement by more intensive and critical demographic 
research. One fact that quickly became clear was that this new fl ow 
of people back to the city was really a trickle. Even the most sanguine 
estimates showed a relatively few families and a relatively few neighbor-
hoods involved. Moreover, this trickle was largely counteracted by the 
continued exodus of other middle-class families (especially white) to the 
suburbs (Sternlieb et a1., 1980; Palen and London 1984). In addition, 
much evidence indicated that it was more a “stay in the city” than a back 
to the city movement. Young, single, or recently married persons, a group 
traditionally attracted to the central city, were the main ones who chose to 
invest in older areas, rather than move to the suburbs as their economic 
status improved. While this trend in itself was not insignifi cant, it did not 
represent a choice of the central city over the suburbs by middle-class 
persons of child-rearing age who had traditionally lived in outlying areas. 
Also, analyses by Philip Clay and others showed that considerable reinvest-
ment was being made by families of more modest means who already lived 
in the central cities (Clay 1980). Such “incumbent upgrading” was less 
likely to make the newspaper’s Sunday supplement and so did not attract 
as much attention as gentrifi cation.

At the same time, it was clear that the impact of the back to the 
city movement was greater than could be measured by the numbers of 
people involved. First, the revitalization that did take place was generally 
spread out over highly visible and strategically located neighborhoods 
close to downtown. A few hundred families occupying as many units 
in a previously decaying section had a major visual and psychological 
impact, and often turned the area into a showcase for the entire central 
city. Second, the fact that it was so striking a reversal of a decades-old 
exodus of the white middle and upper-middle classes gave it added 
psychological significance. Planners, policy makers, and other interested 
urban dwellers anticipated (and hoped) that these families might be the 
“thin edge of the wedge.”
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 Finally, and most importantly for the present analysis, the back to 
the city movement gave added respectability and impetus to the use of 
housing rehabilitation in community development (Laska and Spain 
1980). Its growth coincided with an increasing desire among planners and 
policy makers to fi nd a less costly and disruptive mechanism of urban 
revitalization than total clearance, a desire refl ected in the growing use of 
rehabilitation in urban renewal (Sanders 1980).

Analyses such as Grigsby’s study of fi ltering (1965) had focused atten-
tion on the long-term process of physical and social decay which turned 
neighborhoods into slums. These suggested that it would be less costly to 
intervene in the process before it had advanced to the point where total 
clearance was necessary. While neighborhoods undergoing gentrifi cation 
were generally those with special architectural or historical appeal, the fact 
that private individuals could, virtually unaided, turn a neighborhood 
around suggested that planned, public intervention might be successful in 
other declining neighborhoods.

Even though housing rehabilitation had played a minimal role in 
earlier housing programs, there were several programs that contrib-
uted administrative models and implementation experience to the 
rehabilitation push of the 1970s. Most important were the Section 312 
and Section 115 programs. The Housing Act of 1954 enabled localities 
to utilize urban renewal funds for housing rehabilitation, but for all 
the reasons mentioned, it was difficult to get either public or private 
agencies excited about renovation. Therefore, pressure developed for 
more concrete incentives, particularly as the destruction of housing by 
urban renewal became widespread. The Section 312 program was part of 
the Housing Act of 1964, while the Section 115 program was enacted a 
year later, but they were so closely linked in implementation as to be, in 
effect, one program (Hartman 1975, 73). In addition to urban renewal 
areas, localities used them in areas designated for concentrated code 
enforcement. This came to be known as the FACE (Federally Assisted 
Code Enforcement) program.

The Section 312 program provided loans of up to $15,000 to property 
owners at 3 percent interest for twenty years. At fi rst, this was only a small 
subsidy in relation to market rates, and the main benefi ts of the loans 
were; (1) that they were available in areas where private banks would 
not extend credit; and (2) that they were an alternative to demolition for 
property owners in the path of urban renewal. However, as private market 
interest rates gradually increased, the subsidy increased until, by the late 
1970s, a 3 percent loan seemed almost like free money in comparison to 
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 double digit private rates. As an added incentive, these loans could be used 
to refi nance existing mortgages, if necessary to make the rehabilitation 
fi nancially feasible for the owner. Hartman notes that this sometimes made 
the monthly payment after rehabilitation less than it was before (Hartman 
1975, 73).

The Section 115 program made grants of up to $3,500 available to 
owners with incomes too low to support a loan, and grants of up to $3,000 
were available as supplements to Section 312 loans. The three types of 
aid—grants, loans, and loan/grant combinations—could thus span a wide 
range of incomes, mostly at the lower end of the scale. The impact of these 
programs, measured in terms of total units upgraded, was limited during 
their fi rst decade. According to HUD’s 1979 Statistical Yearbook, 66,045 
units had been rehabilitated under Section 312 by 1974. Nevertheless, 
certain administrative patterns were set which carried over into CDBG.

One pattern established by Section 312 was a strong preference for loans 
to homeowners over loans to investor owners. Homeowners were seen as a 
stable, responsible element in the community, a perception similar to that 
which stimulated Section 235. To encourage owners to reinvest in their 
homes was to aid residents who would continue to care about the overall 
condition of the area in order to preserve their investment. This percep-
tion was borne out by the experience of many agencies, which generally 
found homeowners the most eager to organize and to participate in the 
program.

In contract, investor owners were viewed, especially on the local level, 
as “slumlords” undeserving of aid. They were often, though not always, 
higher income individuals residing outside the target area, and the pros-
pect of subsidizing them was unappealing, despite the fact that low income 
tenants were the intended benefi ciaries. Added to this were serious prac-
tical problems with their inclusion. Contrary to the popular stereotype of 
profi teering, many operated their properties on a slim margin (Stegman 
1979). This meant that additional fi nancing costs were hard to sustain while 
maintaining a minimal return on investment. This made investor owners 
reluctant to participate, to the point that some would demolish their units 
rather than bring them up to code, even when low interest loans were 
available. Their participation also often led to increased rents for improved 
units. Hartman, Kessler, and LeGates (1974) found that FACE programs 
in San Francisco and elsewhere led to considerable displacement of low 
income tenants, either due to demolition or to rent increases.

The targeting of housing rehabilitation at homeowners infl uenced, in 
turn, the segment of the low income population served. Deteriorating 
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 areas of rental housing in which many of the poor lived were passed over. 
U. S. Census data show that, in 1978, 51 percent of those with incomes 
under $10,000 owned their own homes (Hays 1982a). This ownership was 
concentrated among one type of poor person—the elderly. Many elderly 
persons had high enough incomes during their working lives to purchase 
a modest home, but their fi xed retirement incomes did not permit them 
to maintain it. In contrast, other poor families tended not to have the 
resources even to begin to purchase a home, especially as home prices 
escalated during the 1970s.

Another characteristic of housing rehabilitation which emerged from 
the Section 312/115 program was the emphasis on neighborhoods with 
modest levels of decay (i.e., with structures in what HUD called “deterio-
rating” rather than “dilapidated” condition). Many dilapidated dwellings 
were structurally unsound or obsolete to a degree that would make any 
rehabilitation investment of dubious value. But, beyond this, the program’s 
heavy reliance on a fi nancial contribution from property owners limited 
the amount that could be spent on each structure. Thus, the program 
only worked in less seriously deteriorated areas where costs were afford-
able by residents. Such a strategy was justifi ed as avoiding excessive per 
structure costs and as preventive medicine for neighborhoods that had 
not yet become slums. Nevertheless, it further narrowed the segment of 
low income persons served.

When the CDBG program was enacted, Section 115 was folded into 
the block grant, but Section 312 continued to be funded separately, due 
to its great political popularity. Therefore, rehabilitation programs using 
CDBG funds tended to closely parallel or to consciously supplement this 
older program. Grant programs were established to replace Section 115, 
and loan programs with slightly higher or lower interest rates than Section 
312 were set up, in order to reach a broader segment of property owners 
within affected neighborhoods. Though the amount of Section 312 funds 
available from HUD fl uctuated greatly during the 1970s, my 1980 survey of 
rehabilitation programs in a national sample of 154 communities revealed 
that it was still the single largest source of funds for these localities (Hays 
1982b). The Reagan administration succeeded in reducing funding of 
new loans to the proceeds of previous Section 312 loans, but the program 
continued to play a role in a number of communities (U.S. Department of 
Urban Development1992).

One signifi cant way in which CDBG programs differed from earlier 
efforts was in their greater emphasis on the leveraging of private loan funds 
through the use of limited CDBG subsidies. In most such arrangements, a 
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 local bank made market rate loans, while CDBG funds were used either as 
a grant to lower the principal or as an interest subsidy. The public agency 
might further protect and subsidize the private lender by depositing public 
funds as security against defaults. This arrangement was advantageous to 
the public sector because the number of units served was greater than if 
CDBG funds were loaned out directly. It was also advantageous to private 
lenders who had come under increasing pressure during the 1970s to 
make more credit available in lower income, central city, and minority 
areas. Neighborhood groups were increasingly critical of redlining, and 
Congress attempted to limit this practice by requiring fi nancial institu-
tions to publicly report loans made by geographic areas through the Home 
Mortgage Disclosure Act (HMDA). In 1975, Congress also enacted the 
Community Reinvestment Act, in which banks had to report to federal 
regulators their efforts to reinvest in disadvantaged neighborhoods (CQ 
Weekly Reports 1975a, 1975b; Sidney 2003). Cooperation in a CDBG 
program was one way they could increase lending in central city areas, 
with some protection from risk (Agelasto and Listokin 1975).

Despite such changes, the direction, impact, and structure of CDBG 
loan programs remained very similar to Section 312 and Section 115. Most 
communities kept their upper income limits low so as to keep the program 
targeted at lower income groups. However, they also continued to exclude, 
or give lower priority to, investor owners, and they targeted neighborhoods 
with modest levels of decay. Thus, these programs still served only a limited 
segment of the low income population.

Having shown how long-term cultural and economic trends encouraged 
a new emphasis on housing rehabilitation, it is now necessary to highlight 
the relationship between this particular community development strategy 
and the political dynamics of CDBG implementation. Housing rehabilita-
tion appealed strongly to CDBG decision makers in so many localities for 
several reasons. One was, of course, steadily increasing federal pressure. 
However, there were also strong elements within local political arenas that 
pushed CDBG policy in this direction.

First, cities traditionally active in urban renewal were generally receiving 
less money than before and, therefore, could not afford the massive invest-
ment in acquisition, relocation, and demolition required by clearance. 
Richmond, Virginia, for example, spent more than $30 million in federal 
and local funds over a ten-year period in a single urban renewal project. In 
contrast, the city’s entire hold harmless allocation was approximately $10 
million for each of the fi rst three years of CDBG, and it dropped to $4.5 
million in 1980, when the formula allocation took full effect. Rehabilita-
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 tion was attractive to that city because it promised to make a substantial 
impact in many neighborhoods with the limited funds available.

Second, rehabilitation fi t the need of localities to spread out the dollars 
among a larger number of claimants. Whereas clearance lent itself to 
concentrated efforts in the worst neighborhoods, rehabilitation lent itself 
to modest efforts in several, less deteriorated neighborhoods. The fact that 
numerous well-organized neighborhood groups existed in many locali-
ties also enhanced the normal desire of local political leaders to please as 
many citizens as possible with a given expenditure of funds. Many cities 
made housing rehabilitation loans available on a citywide basis, but 
HUD’s pressure for geographic targeting discouraged this. Therefore, the 
more common pattern was to select a few declining areas and to combine 
rehabilitation loans and grants with modest public improvements so as to 
provide at least the image of a long-term commitment to upgrading those 
neighborhoods. In this way, the demands of groups whose needs had been 
neglected in the past could be satisfi ed.

Interestingly enough, there is little evidence of direct support for gentri-
fi cation by CDBG loan and grant programs. While the income ceilings 
on these programs generally included moderate as well as low income 
recipients, these ceilings were too low to permit aid to upper-middle-class 
renovators. One federal program, urban homesteading, was established 
separately from CDBG by the 1974 Act. Under it, repossessed FHA houses 
were sold to new owners at a nominal cost in exchange for substantial 
investment in rehabilitation on their part (Hughes and Bleakly 1975). 
The high cost of rehabilitating these structures limited this program 
mainly to middle and upper-middle income families, but, while CDBG 
funds were used to defray urban homesteading costs in some areas, 
this was not a major form of rehabilitation activity. CDBG programs, 
to the extent that they did aid those returning to or remaining in the 
city, assisted mainly to those more modest areas in which incumbent 
upgrading was taking place.

In light of the excitement generated by the back to the city movement 
this low level of CDBG involvement might seem surprising. One might 
expect that communities would be eager to use funds to attract and 
retain higher-status residents. Yet, the constituency for such support 
was not large in most communities, and the residents of most successful 
gentrifi cation areas were making it on their own, without government 
aid or guidance. Also, local governments could have become targets for 
the critics of displacement by the new gentry. Such criticism became 
more prominent during the late 1970s, although a relatively small 
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 number of low income families were actually displaced in this fashion 
(Palen and London 1984).

A third reason why rehabilitation fi t into the political environment 
of CDBG was that it was less disruptive of existing neighborhoods. 
Though concerns continued to be raised about displacement, it was, for 
obvious reasons, less likely than earlier strategies to cause massive dislo-
cation. Unlike clearance, rehabilitation did not involve direct transfer 
of the use of a geographical area from one group to another. This 
was appealing to communities that had not previously had extensive 
community development activities and where housing problems were 
not severe enough to create pressure for clearance. It was also appealing 
to previously active cities that had encountered increased neighborhood 
resistance to massive change. The negotiation and cooperation involved 
in rehabilitation fi t better in a political environment containing many 
organized constituencies than did earlier slum removal strategies.

Finally, housing rehabilitation was compatible with the generally 
lowered expectations of federal involvement in urban problems which 
characterized the 1970s. In the 1950s and 1960s, both liberal reformers 
and conservative business interests hoped that federal dollars could 
transform their decaying central cities into new, more hospitable 
environments. Urban renewal succeeded in transforming parts of 
the central city but with high dollar costs in relation to the objectives 
achieved, and with the added human costs of the destruction of low 
income neighborhoods. In contrast, rehabilitation promised steady, 
rather than dramatic, improvements, and it concentrated on delivering 
them as a service to property owners already in place. As such, it was a 
gentler form of government intervention but also one containing lower 
expectations for radical change in the urban environment.

Housing and Community Development Under CDBG: An Overview

This chapter has described a complex relationship between housing and 
community development policy. In some respects the two have been closely 
interdependent. In terms of impact, housing is undeniably an important 
aspect of community development. It is hard to imagine any other single 
factor that has more effect on the appearance and livability of a community 
than the condition of its housing stock. In political terms, legislators and 
interest groups concerned with housing have found it necessary to band 
together with those whose main concern was other types of community 
development in order to push through crucial pieces of legislation such as 
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 the Housing Act of 1949 and the Housing and Community Development 
Act of 1974.

Yet, in other respects, the thrust toward community development and 
the thrust toward housing improvements have worked at cross-purposes. 
Economic and political elites pushing for major physical changes in their 
communities were concerned mainly with economic development and 
civic pride. Housing, especially for the poor, was at best an afterthought 
and at worst an end to be sacrifi ced to the goal of civic betterment. Urban 
renewal, the centerpiece of community development policy for many years, 
was fi rst proposed by NAREB, a group unalterably opposed to public sector 
provision of low income housing; and, true to the thrust of NAREB’s initial 
proposals, urban renewal destroyed more housing than it erected during 
its fi rst fi fteen years. Only under intense pressure from those negatively 
affected did urban renewal begin to evolve into a program that could 
contribute to the housing quality of lower income persons, and shortly 
after the tools were in place to make it a pro-housing effort, the program 
was abolished.

In light of this complex relationship, how may the housing impact of 
CDBG be judged? On the positive side, the upgrading of housing in low 
to moderate income areas via rehabilitation did move to center stage in 
the CDBG process. Communities found it a popular and useful way to 
spend their grants, one that pleased both HUD and local constituencies. 
If one compares the typical CDBG program with the early urban renewal 
projects, in which thousands of units were destroyed and their inhabit-
ants left to fend for themselves, one may conclude that CDBG was a much 
more pro-housing community development strategy. If, on the other hand, 
one compares CDBG to the strategy that seemed to be evolving out of 
the categorical programs in the late 1960s, the comparison becomes more 
troubling. There are at least two points of concern.

First, CDBG housing efforts bypassed the most desperate slums, and the 
low income persons inhabiting them. Some public housing was refurbished 
and some land was cleared for new low income housing construction; but, 
for the most part, CDBG programs were aimed at areas where decay was 
less advanced. Severely dilapidated and/or abandoned slum properties 
generally require clearance—they cannot be economically restored to meet 
modern defi nitions of standard housing. Clearance is expensive, and it 
disrupts the lives of some low income people in ways that dollars or new 
housing cannot totally compensate. But if clearance is undertaken with 
improved housing as its ultimate goal, it can pay off for the low income 
population as a whole. Dangerous or unhealthy units can be replaced by 
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 publicly assisted housing which, while not without problems of its own, 
generally provides quarters much superior to those it replaces. Many 
communities had begun to use their urban renewal funds in this way 
during the last years of the program, and CDBG did little to replace this 
commitment to the positive aspects of slum clearance.

Second, CDBG rehabilitation is essentially a slow, gradual approach. 
Because of its complexity and the limited funds available, it has not 
produced massive numbers of upgraded units. Data from my national 
survey revealed an average output of four to fi ve rehabilitated units per 
month in the responding cities, and rates of output increased only slightly 
with the size of the community (Hays 1982a). As an alternative measure 
of output, national yearly CDBG rehabilitation expenditures were divided 
by $10,000, the average per unit rehabilitation amount reported in the 
survey. Again, the result was just under 100,000 units per year, far fewer 
than subsidized new construction was producing during the same period 
(Hays 1982b). These fi ndings were further confi rmed in a 1983 GAO report 
on CDBG housing rehabilitation programs (U.S. GAO 1983). This is not to 
deny that rehabilitation is an essential part of an urban housing strategy. 
However, sole or primary reliance on rehabilitation is unlikely to produce 
large numbers of upgraded units within a reasonable time period. Only 
new construction will generate volume. In addition, unless it is backed up 
by deep subsidies, rehabilitation is unlikely to benefi t those with the very 
lowest incomes.

Third, under CDBG, housing rehabilitation has had to compete for 
funds with other legitimate community development needs. In addition 
to the public works and public facilities, there has been an increasing 
concern with economic development. Without a stable economic base that 
provides employment at adequate wages, no community can expect the 
housing improvements it makes to last. Thus, communities in economic 
decline have diverted funds from other purposes in an effort to revive their 
economic base. Though economic development still consumed a smaller 
percentage of CDBG funds than housing rehabilitation, it is diffi cult for 
most communities to fund both activities adequately out of the same pool. 
Thus, a special commitment to each is needed in order for federal funds 
to have a greater impact.

Positions on community development policy do not sort themselves 
out as clearly along the liberal/conservative dimension as do positions 
on housing assistance to the poor. Most major community development 
programs have drawn support from both liberals and all but the most 
doctrinaire conservatives. Nevertheless, such efforts have enjoyed the most 
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 enthusiastic support among liberal administrations while undergoing 
curtailments during more conservative administrations. Also, liberals 
have pushed community development in the direction of providing more 
direct benefi ts to low and moderate income persons. These positions are 
consistent with the defi nitions of these ideologies given in chapter 2. Both 
liberals and conservatives tend to support government interventions in the 
market that enhance the position of market winners. Certainly, a commu-
nity development strategy aimed at upgrading central business districts 
is just such an intervention. Liberals, however, support additional inter-
ventions to modify market outcomes in ways they feel will stabilize the 
entire system, particularly on behalf of groups severely disadvantaged 
by market outcomes. Thus, they have pushed community development 
in the direction of upgrading the housing and neighborhood environ-
ments of those lower on the economic scale.

The CDBG program was developed and pushed through by a moderately 
conservative administration. It represented a long-term disengagement 
of the federal government from urban problems, particularly from the 
problems of those distressed cities that had competed most vigorously for 
categorical community development funds. The more modest kinds of 
housing and neighborhood upgrading typical of CDBG programs refl ect 
this underlying spirit of disengagement. At the same time, liberals were 
strong enough during the period when CDBG was being formulated to 
exact restrictions on its direction as the price for the program’s existence. 
The establishment of national goals for the program, the subsequent 
emphasis on the low to moderate income goal during implementation, 
and the softening (via the dual formula) of the redistribution away from 
large, decaying cities were the most important restrictions imposed. The 
infl uence of these restrictions is apparent in the types of programs funded 
by CDBG. Housing rehabilitation programs, though slow and limited, are 
still housing programs and are still, for the most part, directed at low to 
moderate income residents. Public improvements, too, have been directed 
to support the upgrading of declining areas.

In sum, CDBG was in harmony with the lowered expectations Richard 
Nixon envisioned for the 1970s, yet it was far from the total retrenchment 
liberals feared and some conservatives wanted. It remains to be discussed, in 
the next chapter, how the Reagan administration tried to turn this modest 
disengagement into a rapid federal withdrawal from all urban problems.



 

Part I—A Change of Direction: The Early Reagan Administration

The 1980 election, in which Ronald Reagan defeated the incumbent presi-
dent, Jimmy Carter, brought to power the most ideologically conservative 
administration since the 1920s. This set the stage for a major shift in expen-
ditures and in philosophy at the federal level, and housing programs could 
hardly avoid the effects of this shift. President Reagan’s overall economic 
and budgetary goals were discussed in chapter 2. The present discussion 
will focus on the impact of these changes on housing policy.

Budgetary Retrenchment

Based on the strength of his electoral victory and on the appeal of his 
plan for economic recovery, Reagan was able to push through Congress 
a package of substantial cuts in virtually all areas of domestic spending 
except entitlements, amounting to approximately $40 billion in FY 1982 
(Pechman 1981, 1982). In achieving such cuts, the Reagan administration 
utilized its political resources skillfully to infl uence Congress.

The administration used the procedures of the 1974 Budget Act as its 
principle tool, an act passed, ironically, to give Congress more leverage in 
budgetary decisions relative to the president. Building on his Republican 
majority in the Senate and on considerable support from conservative 
Democrats in the House, he worked with congressional leaders in 1981 
to produce a budget resolution refl ecting his priorities. He then pushed 
through a reconciliation bill, which forced program authorizations by 
individual committees to conform strictly to the limits set in the budget 
resolution. In doing so, he overrode substantive committees tied to agen-
cies and program clientele, the traditional centers of support for domestic 
programs. With equal skill, Reagan also pushed through drastic tax cuts, 
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 including the most restrictive measure of all with regard to revenues—the 
indexing of tax rates to prevent their automatic rise with infl ation (so-
called bracket creep).

In Reagan’s second year, congressional support for his initiatives 
weakened, and defenders of various domestic programs were better 
prepared for his onslaught. As a result, the additional deep cuts in 
nonentitlement domestic spending that Reagan requested encountered 
stiffer opposition. Nevertheless, the overall decline in such expenditures 
was maintained because earlier decisions proved difficult to reverse. 
Many in Congress feared that backtracking on defense increases would 
make them vulnerable to charges of undermining national security. To 
enact major tax increases or to cut entitlements were also unacceptable 
political risks. Therefore, restoration of funding for other domestic 
programs would inevitably result in increased deficits, leaving Reagan 
the opportunity to blame Congress for the sea of red ink. Thus emerged 
the stalemate over budget priorities which would dominate national 
politics into the 1990s (Reischauer 1984).

One other major impact the Reagan administration had on the course 
of domestic programming came through its control of the federal bureau-
cracy. His cabinet and subcabinet appointees generally came from the most 
conservative end of the political spectrum, and they brought to domestic 
agencies a mandate to curtail their activities. In symbolic recognition of 
one of HUD’s main constituencies, Reagan appointed an African American, 
Samuel Pierce, as Secretary of HUD. However, Pierce was one of the least 
aggressive advocates of housing for the poor to be found in the African 
American community (Stanfi eld 1983c). He also proved to be an ineffective 
administrator with only a distant relationship to the White House. In addi-
tion, budget cuts and reorganizations led to Reductions in Force (RIFs), 
which demoralized the remaining administrators. To the extent allowed 
by administrative discretion, agencies were pushed to reduce regulation 
of local governments and private businesses and to tighten eligibility for 
social programs.

The Reagan administration was not immune to the frequently observed 
tendency of presidential appointees to “go native” and protect their 
agencies from White House cuts. Even Pierce went to bat for the CDBG 
program in the face of OMB Director, David Stockman’s budgetary 
axe. However, the extreme disparity between the conservative ideology 
of appointees and the liberal purposes of the agencies they headed 
minimized this tendency.
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 The continued evolution of housing policy in the first Reagan term 
was, as shall be shown, influenced by the ongoing policy dilemmas 
described in earlier chapters. However, the influence of the overall 
policy environment just described was also very powerful. A group of 
political leaders with ideological assumptions deeply at odds with the 
existing course of policy were striving to redirect its course. The ideas 
of balancing the budget and reducing federal spending were important 
from their point of view, but they soon gave way to two higher priorities; 
cutting taxes and redirecting federal spending toward defense and away 
from social programs. They found it politically impossible to reduce the 
largest welfare state programs, those affecting millions of working and 
middle-class citizens. Therefore, they focused their attacks on programs 
directed at the weaker constituency of the disadvantaged. This having 
been done, they seemed willing to accept large deficits resulting from 
their other priorities. Housing programs were among the primary targets 
for cuts. Housing efforts carried out under Community Development 
Block Grants were also affected, though they proved somewhat less 
vulnerable.

The major features of housing proposals and actions during Reagan’s 
fi rst term may be divided into two categories. First were the extensive 
budget cuts for these programs alluded to above. Second were recom-
mended structural changes in housing assistance programs. These two 
aspects are best treated as analytically distinct, though they were closely 
intertwined in the political struggle.

In his budget “coup” of 1981, Reagan succeeded in cutting new budget 
authority for Section 8 and public housing in the FY 1982 budget to 
approximately $17.5 billion, just over half the $30 billion appropriated 
under Carter’s FY 1981 budget. (The reader will recall that actual 
expenditures [outlays] from this budget authority are spread out over 
many years in the form of contracted subsidy payments.) In addition, 
he pushed through a rescission of approximately $4 billion in budget 
authority left over from previous years (CQ Almanac 1981a, 1981b). 
However, these cuts were small in comparison to those requested in 1982 
for the FY 1983 budget. For that year, Reagan asked for what was, in 
effect, a negative appropriation; that is, no additional budget authority 
for new units, plus a rescission of $2.5 billion in budget authority from 
previous years (National Low Income Housing Coalition 1983b, 10).

Refl ecting its new willingness to give at least a qualifi ed “no” to the 
Reagan administration, Congress balked at such deep cuts. In the House, 
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 the defenders of housing assistance had a strong advocate, Representa-
tive Henry Gonzalez (D, Texas), as chair of the Housing and Community 
Development Subcommittee of the Banking and Urban Affairs Committee. 
He regarded such cuts as unacceptable and gained enough support from his 
colleagues to battle the administration to a stalemate on new authorizing 
legislation for housing programs. The result of the lack of authorizing 
legislation was an initial HUD appropriations bill containing no new 
budget authority and no rescissions. However, in a later compromise, 
$8.6 billion in new budget authority for FY 1983 was added through a 
continuing resolution.

In 1983, Reagan again tried to cut new budget authority to the bone, 
asking for $500 million for FY 1984. Congress again proved determined 
to keep some new housing efforts going, and just over $12 billion was 
appropriated (CQ Weekly Reports 1983). By 1984, the administration was 
seeking to soften its image of hostility to social welfare programs, and its 
FY 1985 budget request of $6.3 billion was much closer to what Congress 
had appropriated in the previous two years. In contrast to the prolonged 
battles of earlier years, the HUD appropriations bill was one of the fi rst 
approved in 1984, including $7.9 billion for new housing assistance (Hays 
1990).

Looked at from one perspective, the appropriations of FY 1983–85 may 
be seen as a testimony to the powers of resistance of congressional housing 
advocates. However, from another angle, this battle confi rms the ability 
of ideological changes in the presidency to shape the terms of the debate. 
Housing advocates did not suffer total defeat, yet they were clearly fi ghting 
a rearguard action. The amounts approved represented a reduction in 
budget authority from pre-Reagan levels of more than two-thirds. The full 
impact of this reduction was not felt immediately, due to the extended time 
frame of housing expenditures. But this was clearly a drastic change in the 
order of magnitude of the federal effort.

Meanwhile, the Reagan administration sought administrative changes 
in the Section 8 program designed to directly affect outlays. First, they 
received congressional approval of a gradual increase from 25 to 30 
percent in the percentage of income families in Section 8 units had to 
pay in rent. Second, they proposed that the cash value of food stamps 
received by Section 8 tenants be counted as income in computing their 
rent, a measure that Congress rejected. Finally, they succeeded in lowering 
the levels to which Fair Market Rents would normally have risen; first 
by delaying the publication of new FMRs for two years and, second, by 
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 instituting a new FMR formula, based on the fortieth percentile of area 
rents, rather than the median. Protest from local housing agencies was 
muted by a hold harmless provision, which prevented any area’s current 
FMR from being reduced.

Programmatic Changes

During the same period that the Reagan administration was pushing 
hard for reductions in the level of federal housing assistance, it was also 
reviewing the structure of housing programs. Early in the administration, 
key officials indicated that a new form of housing allowance, “housing 
vouchers,” would be a central concept. However, in order to elaborate 
and justify program options, the President’s Commission on Housing 
was appointed in 1981. According to Rochelle Stanfield, appointees 
largely shared Reagan’s conservative political outlook, rather than 
representing a broad spectrum of opinion as had previous commissions. 
The administration wanted concrete proposals that matched its desired 
direction, rather than broad statements upon which a diverse commission 
could agree (Stanfield 1982b).

In keeping with the affinity of Reagan and his advisors for housing 
vouchers, the central recommendation of the commission was a Housing 
Payments Program. The following summarizes its major features:

1. It would be administered by the agencies currently administering 

Section 8 Existing Housing, and they would continue to enforce 

minimum housing standards.

2. Eligibility would be restricted to those below 50 percent of the local 

median income, rather than 80 percent as in Section 8, so that the 

program would, in the commission’s words “be directed to those most 

in need.”

3. A “payment standard” would be substituted for the Fair Market Rent. 

Like the FMR, this would be calculated on the basis of the cost of a 

typical unit of that size in the community, with the subsidy computed 

as the difference between 30 percent of income and the standard. 

However, the actual rent of the unit could be more or less than the 

payment standard, and households would be “rewarded” with extra 

cash income for other purposes if they found a less costly unit. Also, 

households could choose to spend more than 30 percent of their 

income on housing and still receive assistance.
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 4. The government should “move toward” direct payment of the subsidy 

to the tenant, but local agencies could, if they wished, maintain their 

current practice of paying the landlord (U.S. President’s Commission 

on Housing 1982, 23–30).

The principal arguments used by the commission to justify this new 
program were similar to those raised on behalf of a voucher approach 
throughout the 1970s. First, they reiterated the argument that the chief 
housing problem experienced by the poor is excessive cost, not poor 
housing conditions Using American Housing Survey data, they calcu-
lated that “[o]f the 10.5 mi11ion very low-income renters [less than 50 
percent of median income] identifi ed in the 1977 Annual Housing Survey, 
6.5 million paid more than 30 percent of their incomes for rent, while 2 
mi11ion lived in inadequate housing” (U.S. President’s Commission on 
Housing 1982, 12). On this basis, they concluded that the provision of cash 
rent supplements was much more urgent than the construction of new, 
standard, assisted units.

Second, they relied upon the reduced cost argument used in Nixon’s 
report, Housing in the Seventies. They provided data showing the substan-
tially lower per unit cost for Section 8 Existing Housing than for Section 8 
New Construction, and they argued that less constrained cash payments to 
tenants would push costs even lower. They cited evidence from the EHAP 
Demand Experiment that tenants would use only part of an unconstrained 
cash grant for housing, while spending the rest on other goods. They also 
noted the tendency of rents in the Existing Housing program to be pulled 
upward toward the Fair Market Rent ceiling.

Third, they took pains to refute the notion that cash subsidies would 
cause the poor to pay more for less by driving up prices within the restricted 
housing market available to them. Again, they cited the results of EHAP, in 
this case the Supply Experiment, which showed that even a fairly extensive 
program did not increase rents in the communities affected (Bradbury and 
Downs 1981). With regard to minorities, they recommended strict enforce-
ment of fair housing laws, but they noted favorably the HUD fi ndings 
(discussed in chapter 6) that: (1) minorities were better represented in the 
Section 8 Existing Housing program than in Section 8 New Construction; 
and (2), a signifi cant number of minority households used their subsidy to 
shop for housing in physically better, more racially integrated areas.

In spite of its strong advocacy of concentrating federal subsidies on 
existing units, the commission’s report did express concern that the overall 
supply of standard, low income units might not be adequate, especially in 
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 localities with very tight housing markets. Their proposal for dealing with 
this problem was a radical decentralization of new construction programs. 
They recommended that new construction be included as an eligible 
activity under the Community Development Block Grant program. Extra 
funds would be added to the grants, using a separate formula based on the 
extent of local housing needs. However, the commission recommended 
that the ultimate decision to spend these extra funds on new construction 
be left to local governments. In support of this proposal, the commission 
praised the willingness of localities to utilize CDBG funds for housing 
purposes, and they praised local creativity in leveraging private investment 
with federal dollars.

In many respects, the political atmosphere was propitious for accep-
tance of the types of programmatic changes recommended by Reagan’s 
Housing Commission. The same conservative coalition in Congress that 
had supported Reagan’s budget cuts was receptive to alternative program 
designs that promised lower costs and less active governmental interven-
tion in market transactions between tenants and landlords. In addition, a 
decade of debate and experimentation had brought many liberal housing 
advocates to the position that it was necessary for programs utilizing 
existing units to shoulder an increasing share of the task of housing the 
poor. Nevertheless, proposed structural changes ran into much stronger 
opposition than budget cuts.

Contemporary accounts of the housing debate in the Congressional 
Quarterly and the National Journal suggest two basic reasons for the stale-
mate over programmatic change during the fi rst three years of the Reagan 
administration. The fi rst was disagreement over the composition of the 
federal effort. Throughout most of the debate, Reagan and his advisors 
were intransigent in insisting that no units whatsoever be allocated to new 
construction. Not only were allocations to Section 8 New Construction cut 
to zero, but also the Housing Commission’s proposal for a housing block 
grant was modifi ed to include only rehabilitation of existing rental units. 
According to the National Journal, Reagan’s HUD Secretary Samuel Pierce, 
as well as a number of congressional Republicans, urged the inclusion of 
a modest amount of new construction as a compromise essential to the 
passage of a bill containing the new voucher program. Liberal lobbyists 
such as Cushing Dolbeare, president of the National Low Income Housing 
Coalition, stated their willingness to endorse housing vouchers, as long as 
they were supplemented by some new construction, in order to maintain an 
adequate supply of low income housing, and many in Congress supported 
their position. Within the administration, however, David Stockman’s 
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 concern with the long-term costs of new construction subsidies prevailed, 
and Reagan opted for stalemate with Congress over housing legislation 
rather than compromise on this issue (Stanfi eld 1983a).

The second source of opposition to Reagan’s program was the relation-
ship between his proposals for program changes and his push to drastically 
reduce total housing assistance costs. Several actions by the Reagan admin-
istration led housing advocates to believe that his new programs were a 
smokescreen for emasculating the federal effort. First, Reagan proposed 
to pay for his voucher plan with funds recaptured from prior budget 
authority for Section 8 units, rather than with new funds. This was totally 
unacceptable to housing proponents in Congress. Second, Reagan coupled 
vouchers with administrative efforts, described above, to cut deeply the 
subsidy going to each household. Again, this made an otherwise accept-
able concept unacceptable to many housing advocates. They supported 
the cost savings inherent in vouchers as a legitimate way to spread benefi ts 
to a larger group of recipients. However, additional subsidy cuts were seen 
as punitive, and as more evidence that the Reagan administration’s real 
concern was saving money, not serving the poor. In an interview with the 
National Journal, Cushing Dolbeare complained that “Reagan is giving 
housing vouchers a bad name” (Stanfi eld 1983a, 843).

Secondly, the level of funding provided for the proposed housing block 
grant was very low, in addition to being directed only at rehabilitation. The 
total amount proposed in the FY 1983 budget was $150 million, and the 
Section 312 program, a major supplement to CDBG rehabilitation, was 
virtually eliminated. This suggested the use of block grants to cover reduc-
tions in funding, a maneuver widely perceived by liberals to be the basis 
for Reagan’s block grant proposals in other social service areas. There was 
also concern among housing advocates that localities lacked the technical 
capacity to carry out new construction. Thus, the block grant proposal 
generated as little enthusiasm as the housing voucher program.

Eventually, Reagan succeeded in substantially changing the direction, 
as well as the scope of housing programs. Congress refused to approve 
housing vouchers except on an experimental level, yet the proportion of 
units going to Section 8 Existing Housing was greatly increased, and new 
construction was funded only in conjunction with Section 202 housing for 
the elderly and handicapped. Yet, the preservation of this small effort, plus 
continued appropriations for some new public housing units, indicated 
that Congress was unwilling to abandon new construction altogether. Also, 
the Housing Development Action Grant (HODAG) program, modeled 
after the UDAG program, was authorized.
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Housing and the Tax System

Another housing program emerged in the mid-1980s which, at fi rst, 
appeared to have only a minor impact but which would come to be a 
major underpinning of low income housing construction from the 1990s 
on. This was the Low Income Housing Tax Credit (LIHTC), enacted as part 
of the Tax Reform Act of 1986. The 1986 Act had eliminated the ability of 
individual investors to claim “passive losses” (i.e., the depreciation of the 
value of assets) as a deduction against regular income. Since this had been 
a major fi nancial prop for previous housing construction programs, there 
was great concern that investment in such programs would drop. Also, 
many wealthy investors in lower income housing were outraged that the 
government had “broken its contract” with them by removing one of the 
main fi nancial benefi ts of their previous investments.

The LIHTC was enacted as a substitute for the loss of these tax 
breaks. It provided a dollar for dollar tax credit for investment in low 
to moderate income housing. Advocates for low income families joined 
forces with representatives of the housing industry to lobby for this new 
tax credit, because they believed that private housing production for low 
and moderate income families would come to a standstill without some 
form of tax subsidy (U.S. Congress, Senate 1985). The tax credits could 
be spread out across the fi rst sixteen years of the project’s existence, as 
long as low/moderate income occupancy was maintained during that time. 
(More details on this program will be provided in a later section.) Investors 
were slow to respond to the new program, fearing that the federal govern-
ment would cancel its benefi ts at a later date as it had done to the passive 
loss provision. Therefore, it had little impact on housing production in 
the 1980s. However, in the 1990s its role began to increase to the point 
that it would eventually become the nation’s largest subsidy program for 
the construction of low and moderate income housing (Guthrie and Mc 
Quarrie 2010; Schwartz 2006).

One other provision of the Tax Reform Act of 1986 would also prove 
to be important for future housing production. During the late 1970s and 
early 1980s, state and local governments were increasingly using their 
capacity to issue tax exempt bonds to subsidize not only housing, but a 
variety of other economic development activities, such as restaurants and 
retail outlets. The proliferation of Industrial Development Bonds (IDBs) 
was criticized by some federal policy makers as an abuse of the states’ and 
localities’ federal tax exemption, which was originally intended to lower 
the costs of public capital projects such as roads, sewers, and schools. The 
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 result was that the 1986 Act put a cap on the issuance of tax exempt bonds 
that was based on a per capita amount for the citizens of the state. This cap 
initially produced fears that low and moderate income housing production 
would be sacrifi ced to economic development pressures, but states main-
tained a strong commitment to utilizing bonding for housing purposes. 
Under pressure from state and local government lobbyists, Congress raised 
the per capita limit several times after 1986 and eventually indexed it to 
infl ation in 2002 (Schwartz and Melendez 2008).

CDBG under Reagan

The fate of CDBG under Reagan was not nearly as grim as that of housing 
assistance. One reason was that the design of the program fi t Reagan’s 
ideological predisposition toward consolidation of categorical programs 
and a return of federal dollars to state and local control. In fact, CDBG 
served as a model for the reorganization of other federal social programs 
into block grants. Reagan’s ideology also predisposed him favorably to 
UDAG, with its use of federal seed money to promote private investment 
in the central city.

Another reason was the popularity of these programs among local 
political and economic elites. As discussed in chapter 6, community 
development has generally enjoyed a broader political base than 
housing programs. Although groups representing mayors and other 
local offi cials lobby for both, community development programs gain 
additional support from local and national business interests. The 
pool of money channeled into CDBG is largely under local control 
and can be used in ways that do not disturb local political arrange-
ments. Also important is the fact that CDBG money is available for 
general community improvement and for various kinds of subsidies 
to market winners. This last point was even more applicable to UDAG, 
which aided numerous private investors in profi table involvement in 
downtown revitalization.

To say that community development programs were relatively better 
off is not to say, however, that they emerged unscathed. According to 
the National Journal, OMB Director Stockman initially recommended 
drastically reducing CDBG. Backed by local government lobbyists, HUD 
Secretary Pierce fought successfully to preserve CDBG, but funding fell 
sharply from the levels reached in the late 1970s. UDAG, too, followed a 
twisting course that led ultimately to its demise. In the early budget fi ghts, 
Stanfi eld notes that “wealthy private interests, such as the hotel chains that 
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 take advantage of action grants…talked convincingly to presidential coun-
selor Edwin Meese III and White House chief of staff James A. Baker III,” 
and their intervention helped to ensure that UDAG also escaped the axe 
(Stanfi eld 1983b, 1645–46). However, the program lost popularity in the 
mid to late 1980s because it was seen as selectively subsidizing businesses in 
certain areas, while similar businesses received no assistance. Also, the cost 
effectiveness of some UDAG investments came to be seriously questioned, 
and the program was effectively ended in 1988 (CQ Weekly Reports 1988).

A number of structural changes in community development were also 
proposed, with varying degrees of success, by the Reagan administration. 
First, the administration of CDBG funds for small, nonentitlement cities 
was shifted from HUD to state governments. Some community develop-
ment offi cials predicted that this devolution of authority would lead to the 
same spreading effect that occurred in some communities with regard to 
CDBG projects. That is, state political leaders would give small amounts to 
as many communities as possible, rather than concentrating on large proj-
ects in a few cities. A HUD report cited by Mary K. Nenno confi rmed that 
the average number of recipients in each state increased by 75 percent, and 
that the average grant per recipient declined from $485,000 to $219,000 
under state administration (Nenno 1983, 146). The report also noted an 
increased emphasis on economic development and public facilities and a 
decreased use of these nonentitlement CDBG funds for housing.

Second, HUD reopened the debate on targeting CDBG funds by 
announcing a new interpretation of the Housing and Community Devel-
opment Act of 1974. Rather than insist that the primary benefi ciaries 
of CDBG funds be low and moderate income persons, HUD stated that 
the other two broad goals of the 1974 Act, “the elimination of slums 
and blight” and “meeting urgent community needs,” would be treated as 
coequal. This gave localities more fl exibility in the activities they could 
fund with block grants. Such a move was not well received in the housing 
and community development subcommittees in Congress, and bills were 
proposed that would change the 1974 Act to more explicitly target funds 
to low and moderate income persons. In the HUD reauthorization bill of 
1983, a compromise was reached in which 51 percent of CDBG funds had 
to be thus targeted.

Third, the Reagan administration offered, as its only new urban aid 
proposal, a program implementing the concept of “enterprise zones,” 
which Reagan had proposed in his 1980 campaign. This program would 
have designated certain areas of cities as distressed and then granted relief 
from federal taxes and regulations to private fi rms engaging in economic 



234 The Feder al Government & Urban Housing

 development within these areas. State and local governments would also 
have been urged to grant tax relief. This proposal made it through the 
Senate in 1983 and was added to the bill repealing tax withholding on 
interest and dividends. However, it was deleted in conference committee.

In addition to proposed changes in community development programs, 
Reagan proposed an ambitious “New Federalism” plan. (It really should 
have been called the New New Federalism, to distinguish it from Nixon’s 
initiatives in the early 1970s.) Under this plan, many federal domestic 
responsibilities would have been turned over to states and localities, with 
a gradual phase-in of fi nancial responsibility over several years. As part 
of implementing this plan, CDBG would have been merged with General 
Revenue Sharing and turned over to the Treasury Department to admin-
ister. The New Federalism proposal stirred widespread opposition among 
state and local offi cials, who protested their own fi scal incapacity to handle 
many of the large federal programs. As a result, the effort was abandoned 
by Reagan.

Reagan’s Second Term—New Problems and New Directions

Hard numbers do not indicate much change in housing policy from 
Reagan’s fi rst term to his second term. The administration continued to 
push for a minimal federal effort, while actual appropriations emerging 
from the stalemate with Congress stayed at about the levels to which they 
had fallen in 1983. Nevertheless, a series of developments, some dramatic 
and some quiet, gradually changed the perceptions of the public and deci-
sion makers concerning the seriousness of housing problems, and placed 
Reagan increasingly on the defensive in arguing for a low level of federal 
effort. The four to be discussed here are: the growing perception of a 
shortage of rental housing; the emergence of homelessness; the prospective 
loss of existing assisted units; and local housing initiatives.

Housing Supply

Data on growing housing problems came from credible sources such 
as the Congressional Budget Offi ce (1989) and the Harvard-MIT Joint 
Center on Housing (Joint Center 1989, 1990). Both homeowners and 
renters were having an increasingly diffi cult time obtaining affordable 
housing, but the problem appeared especially acute for renters. Although 
a big part of the “shortage” still involved affordability rather than a lack 
of physical structures, the soothing rhetoric of the 1970s concerning the 
gradual improvement in housing conditions which Reagan had used to 
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 justify cutbacks increasingly lost credibility. Thus, in Congress, the mood 
subtly shifted in favor of seeking more government action, rather than 
fi ghting to retain a minimum effort. The recapture of the Senate by the 
Democrats in 1986 also made the political atmosphere more hospitable 
to new housing initiatives. However, Kingdon suggests that an issue needs 
both a gradual increase in awareness within a policy community and some 
dramatic event(s) to move on to the policy agenda (Kingdon 1984). The 
dramatic issue of homelessness provided the latter ingredient.

Homelessness

The term homelessness was not prominent in the vocabulary used to discuss 
housing problems before the late 1980s. Most of the informed policy debate 
focused on families in housing that was inadequate or too costly, not on 
individuals cut loose from social moorings and totally without shelter. 
And, as Redburn and Buss (1986) point out, those individuals without 
permanent shelter were seen by the public either in a romantic light as 
“vagabonds,” or in a negative light as “bums” and “winos” who had fallen 
into homelessness through irresponsible actions. The entry of this term 
into public discourse can be traced to increases in the numbers, visibility, 
and variety of people in this condition.

Documenting trends in the numbers of homeless with precise, quantita-
tive data has proved extremely diffi cult, so diffi cult, in fact, that methods 
for counting the homeless became the subject of vigorous debate during 
the 1980s. Nevertheless, it is clear that in many cities, the numbers of 
people visibly living on the streets or in places not intended for human 
habitation grew substantially in the early 1980s. Those places offering 
temporary shelter were overwhelmed with new demand, and a need for 
additional temporary lodging became apparent. In addition, the composi-
tion of the group changed from overwhelmingly single males to include 
substantial numbers of single women and families with children (Redburn 
and Buss 1986).

Visibility was also increased by early efforts to organize the homeless. In 
Washington, D.C., Mitch Snyder utilized nonviolent protests to highlight 
homelessness, and to force the federal government to make available a 
vacant building for a shelter (Imig 1996). The media began to focus both 
its news and its entertainment wings on dramatic stories about people 
suffering on the streets. For many liberals, the growth in homelessness 
epitomized the callousness of the Reagan era toward the disadvantaged.

The underlying causes of this increase in homelessness have been as 
much in dispute as the exact numbers involved, but it is clear that a 
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 combination of factors, rather than any single factor, led to this problem. 
The number of citizens living below the poverty line increased in the 
1980s, after two decades of steady decline. This reflected an overall 
increase in the degree of inequality. The income share earned by the 
two lowest income quintiles decreased, while the income share of the 
highest quintile rose dramatically, and the Gini Index, which measures 
income inequality, also rose dramatically (Mischel and Bernstein 2009). 
The combination of steadily rising rents, declining incomes, and the 
demolition of housing units led to an overall loss of affordable rental units 
which occurred in the 1980s, despite modest increases in the number of 
assisted units (National Low Income Housing Coalition 1983a). Both of 
these trends created conditions under which homelessness was more likely 
to result from a variety of crises overtaking a family or individual.

Most homeless households consist of single individuals without chil-
dren, in spite of increases in the number of homeless families (Burt 1992). 
Single, non-elderly and non-handicapped adults are often excluded from 
federal housing programs and other welfare benefi ts, leaving them without 
the normal safety net. In addition, the form of housing on which many 
low income singles depended, Single Room Occupancy (SRO) structures 
consisting of cheap rooming houses and hotels, increasingly fell victim 
to downtown revitalization and gentrifi cation. Hoch and Slayton (1989) 
report losses ranging from 20 percent to 60 percent in many of the nation’s 
large cities.

Still other data point to the interaction of poverty with other social 
problems such as mental illness and drug abuse as a critical factor 
in homelessness. In the 1970s, advocates of deinstitutionalization of 
the mentally ill anticipated that community-based services would be 
created to meet the support needs of those formerly warehoused in 
state hospitals. When funding for such services was not forthcoming 
in many areas, chronically mentally ill persons were left to wander the 
streets as an increasingly visible segment of the homeless. In addition, 
drug and alcohol abuse continued to drive a wedge between individuals 
(most frequently single males) and their normal social networks. Martha 
Burt notes that, despite the increasing number of households who are 
homeless simply because of economic deprivation, the proportions of 
the homeless who abuse drugs or alcohol or who are mentally ill still 
far exceed the proportions in the general population, or even among 
the poor as a whole (Burt 1992, 109–10).

The Reagan administration responded to growing public concern over 
homelessness by trying to minimize the problem and by raising various 
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 objections to proposed federal programs to meet their needs. Neverthe-
less, the extent of public concern made legislative action inevitable, and 
the administration stopped short of threatening to veto programs for the 
homeless. Mitch Snyder’s Coalition for Creative Non-Violence camped on 
the steps of the Capitol, and a number of members of Congress, along 
with other celebrities, spent a night on a steam grate two blocks from the 
Capitol in the “Grate” American Sleep-Out orchestrated by Snyder and the 
actor who played him in a TV movie, Martin Sheen (CQ Almanac 1987, 
506–507). A bill made its way through Congress in 1987 which would 
ultimately be named the Steward B. McKinney Homeless Assistance Act, 
after a prominent Republican congressman from Connecticut who was an 
advocate for the homeless and who died of AIDS.

The complexity of homelessness, and the range of services needed to 
deal with it, was shown by the fact that four congressional committees 
had to approve various parts of the bill. Under normal circumstances, 
this might have led to paralysis, but in the atmosphere of urgency, the 
bill moved forward quickly. As signed into law on July 22, 1987, the 
McKinney Act:

• Expanded emergency food and shelter grants administered by the 

Federal Emergency Management Agency (FEMA);

• Funded Emergency Shelter Grants and other programs for creating 

new shelter space, administered by HUD;

• Provided for community-based health care and services for the 

homeless mentally ill and substance abusers;

• Expanded job training programs;

• Provided additional funding for emergency food programs in the 

Department of Agriculture (CQ Almanac 1987, 509–10).

However, the funding for each of these components was not large in 
comparison to the need.

Public concern with homelessness contributed greatly to a more 
positive atmosphere in the late 1980s for consideration of housing 
needs, yet some of the traditional housing interest groups were not 
on the cutting edge of leadership in this area. The focus of the major 
housing assistance programs on families drew their attention away from 
the needs of solitary adults, while the services needed by these persons, 
such as treatment for mental illness and alcoholism, were outside the 
boundaries of traditional housing agency responsibilities. Once the issue 
had been raised, these groups vigorously supported new programs, as 
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 well as modification of existing programs such as Section 8 to allow 
construction or rehabilitation of SRO facilities and shelters. Special 
programs for the homeless became standard components of housing 
legislation from the late 1980s on.

The Repayment Crisis

In the early years of the Reagan presidency, the main focus of concern and 
debate was appropriations for additional units of assisted housing. Because 
long-term contracts established during earlier administrations maintained 
prior commitments, and because Congress insisted on funding a small 
number of additional units each year, the total number of assisted units 
actually increased during Reagan’s fi rst term. This fact cushioned the blow 
of Reagan’s shift in priorities, since families were not directly being thrown 
into the street as the result of budget cuts (despite their indirect link to 
homelessness, as noted above).

However, in the late 1980s, a number of private developers holding 
long-term contracts with HUD under Section 221 (d)(3) and Section 
236 began to prepay their mortgages and to convert their units into 
condominiums or higher rent apartments. As noted in chapter 4, projects 
carried out under these programs yielded their maximum tax benefi ts to 
investors during the fi rst sixteen years of ownership, and HUD contracts 
allowed for prepayment after twenty years. The trend toward prepayment 
aroused considerable concern within the housing policy community, since 
it threatened not only incremental units but the units already part of the 
assisted stock. In 1989, the General Accounting Offi ce estimated that as 
many as 233,000 HUD-insured units were subject to prepayment by 1995, 
and another 173,000 by 2005 (U.S. General Accounting Offi ce 1986, 24). In 
addition, thousands of Section 8 certifi cates that had been issued to older 
projects in order to keep them fi nancially afl oat were due to expire during 
the 1990s, leaving the owners little choice between sale and bankruptcy 
(see also Center on Budget and Policy Priorities and National Low Income 
Housing Information Service 1991).

The Housing Act of 1987 refl ected concern with the prepayment 
problem. It contained language restricting prepayment unless the owner 
could prove “that tenants’ economic hardship would not be increased and 
that any shortage of low-rent housing in the area would not be exacerbated” 
(CQ Weekly Reports 1989a, 1043). Many owners found these conditions 
impossible to meet, and a few sued HUD for breach of contract. Some 
congressional housing leaders, such as Rep. Henry Gonzalez, advocated 
a “get tough” approach to developers, while others, such as Senator Alan 
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 Cranston, favored tax incentives not to prepay, rather than a restrictive 
approach. All clearly recognized that the 1987 restrictions were not a 
permanent solution.

Nevertheless, the restrictions remained in force between 1987 and 
1990, while Congress debated a permanent solution, to be incorporated 
in the omnibus housing act then being fashioned. This proved to be such 
a contentious issue that it was not resolved until the fi nal conference 
committee on the National Affordable Housing Act of 1990. The solution 
fi nally enacted included a complex set of procedures that attempted to 
protect the owners’ return on investment while requiring the maximum 
possible effort to retain units for low income occupancy. Among other 
things, the legislation provided for tenants whose rent would be increased 
by conversion to receive vouchers that they could use either to remain in 
the property or to move elsewhere (CQ Weekly Reports 1989a, 1043; CQ 
Almanac 1990, 652–53).

In 1998, Abt Associates conducted a case study of twelve projects that had 
undergone prepayment of mortgages or opting out of Section 8 contracts. 
This study provides a perspective on the longer term consequences of 
the pre-payment crisis. The study covered properties that were originally 
assisted by Section 221d3, Section 236, Section 8, or a combination of these 
programs. The result of prepayment of the mortgages or opting out of the 
Section 8 contracts was usually an immediate increase in rents, because a 
major reason for an owner’s termination of the relationship with HUD 
was the anticipation of being able to rent the units to more affl uent tenants 
at market rates. Households who met income guidelines and whose rent 
burden would exceed 30 percent of their income were eligible to receive 
vouchers, but a signifi cant number did not receive them, either because 
they were spooked by the announcement of the conversion into moving 
before they could sign up or because they were ineligible for other reasons. 
As might be expected, satisfaction or dissatisfaction with their current unit 
greatly affected tenants’ decision to remain in place or use the voucher to 
seek lodging elsewhere. Most of the tenants who moved ended up in census 
tracts with the same or lower concentrations of poverty and the same or 
lower proportions of minority residents (U.S. Department of Housing and 
Urban Development 2000).

The prepayment issue highlighted two underlying policy problems. First, 
it revealed an inherent limitation of utilizing private for-profi t providers of 
assisted housing; namely, that the government is not in complete control 
of the fate of properties in which it has a considerable amount invested. 
Unlike public housing, which is a more or less permanent public stock of 
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 units, privately owned housing is subject to future market pressures toward 
removal from the assisted stock. Trying to force investors to hold on to 
unprofi table properties is, at best, an uphill battle. This trade-off was not 
fully considered in the initial shift to private sector subsidies in the 1960s, 
but some participants in the debate of the late 1980s took note of it. Rep. 
Bruce Vento (D, Minn.) commented, “It points out the problem when you 
don’t have public housing” (CQ Weekly Reports 1989a, 1042).

The second problem the crisis highlighted was the long-term impact 
of cuts in incremental expenditures for housing assistance. In the debate 
of the early 1980s, assistance commitments made earlier were tacitly 
regarded as a more or less permanent base against which incremental 
expenditures could be weighed and argued. In the late 1980s, the fact that 
these prior commitments would not last forever was forcefully brought to 
the attention of policy makers. Existing tenants of assisted units might be 
protected from rent increases through vouchers, but the long-term supply 
of assisted units would be reduced because once these tenants moved, 
owners could rent their units at market rates. From this point on, it was 
clear that substantial additional appropriations would be needed just to 
stay in the same place with regard to assisted units. This would increase the 
pressure on Congress to make housing a higher priority within its limited 
discretionary spending.

Local and Nonprofi t Initiatives

There are times when the old cliché that “crisis is just another word for 
opportunity” rings true, and the local response to federal cutbacks in 
housing assistance is one of those instances. As the impact of the loss 
of federal housing funds became apparent in the mid-1980s, localities 
with serious housing problems began to search for alternative sources 
of funding. To lower the fi nancing costs of housing, they turned to state 
housing fi nance authorities and to their own bonding power in order to 
take advantage of the tax subsidy on public borrowing that was still avail-
able. In order to build and manage housing for low or moderate income 
persons, they increasingly turned to nonprofi t, neighborhood-based 
housing development corporations. In the absence of federal assistance, 
profi t-making developers found investment in low income housing much 
less attractive, and it was left to community-based entities to pick up the 
slack. (These efforts will be discussed in more detail in chapter 8.)

There were also increased efforts on the part of the private, voluntary 
sector to deal with housing problems. Programs for the homeless were 
frequently supported by churches, the United Way, or other nonprofi t 
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 organizations. Habitat for Humanity International was founded in Georgia 
by millionaire businessman turned social crusader Millard Fuller, who 
used Christian symbolism to call attention to a moral obligation to help 
those without decent housing. (A favorite slogan: “Once again, God’s 
people can use a good carpenter.”) In part due to the publicity garnered by 
the participation of former president Jimmy Carter and his wife Rosalyn, 
Habitat attracted support across the nation for its program, which involves 
constructing houses with volunteer donations and labor (including “sweat 
equity” contributed by future owners) and then selling them to low income 
families with a zero-interest mortgage. By 1994, Habitat had constructed 
nearly fi fteen thousand units and was listed by USA Today as the seven-
teenth-largest private builder in the United States (Hays 2002).

The political impact of the numerous local government and private 
volunteer efforts is hard to gauge precisely, but it seems clear that they 
contributed to the overall revival in interest in housing policy questions. 
Localities demonstrated that their concern for housing went beyond just 
sitting back and absorbing federal resources. Private volunteer efforts 
such as Habitat articulated and mobilized the compassionate strain in 
the American belief system that frequently helps soften the anti-poor 
and antigovernment strains with which it coexists. Of course, neither 
local governments nor private charities can mobilize resources on a scale 
suffi cient to solve a community’s (let alone the nation’s) housing problems 
(Dreier and Keating 1990). Nevertheless, the commitment they demon-
strated, in combination with the other factors just discussed, encouraged 
federal policy makers again to devote more of their attention to housing 
problems.

Part II—The First Bush Administration

U.S. history records few vice presidents who have succeeded the president 
under whom they served, except through his death. In trying to get elected 
on their own, they face blame for the shortcomings of the administration 
of which they were a part, before they have the chance to gain the popular 
support enjoyed by a sitting president, or to establish their own clear 
identity in the minds of voters. In 1988, George Herbert Walker Bush beat 
these odds, assisted by a well-orchestrated campaign in which he avoided 
attacking the Reagan administration while at the same time success-
fully distancing himself from some of its policies. He was also assisted 
by a healthy economy and by the inept campaigning of his opponent, 
Michael Dukakis.
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 Nowhere was Bush’s balancing act more clearly revealed than in the 
area of social policy. While he was in basic philosophical agreement with 
Reagan’s “minimum government involvement” stance toward social policy, 
he was not as rigidly ideological as many on the Reagan team. Moreover, 
his strategists accurately perceived that many voters were turned off by 
the image of callousness toward human needs acquired by the Reagan 
administration. Therefore, the promise of a “kinder, gentler nation” was 
included in his campaign rhetoric, along with the assurance that he would 
not raise taxes in order to pursue a slightly more expansive social agenda. 
This strategy was successful in defl ating Dukakis’s claim to the moral 
high ground in this area, especially since, because of the defi cit, Dukakis 
could not credibly promise large social spending increases. In retrospect, 
the George H. W. Bush administration proved to be the last in which 
Republicans and Democrats were able to work together to craft moderately 
progressive social policies.

Bush’s broader thrust toward less ideological hostility toward social 
spending set the stage for the appointment of former representative Jack 
Kemp as Secretary of Housing and Urban Development. As Bush’s unsuc-
cessful competitor for the Republican presidential nomination, Kemp had 
set forth what was widely labeled a “populist conservative” message. He 
asserted a belief in government action to assist the disadvantaged, but 
he criticized traditional liberal approaches to assistance as “paternalistic” 
and, therefore, counterproductive. He believed that conservatives should 
design programs that foster self-suffi ciency and independence on the part 
of the poor (i.e., that wean them as quickly as possible from dependence 
on public “handouts”). Like Reagan, he believed that government was the 
major villain in creating and perpetuating poverty, but he believed that 
with proper redesign of programs, the government’s role could be positive. 
Kemp entered offi ce with a clear agenda for housing, of which the center-
piece was the sale of public housing to its tenants. However, before he could 
pursue this agenda, he was faced with a crisis at HUD, which resulted from 
the negligent, and in some instances, criminal behavior of his predecessor, 
Samuel Pierce, and other HUD political appointees. This episode put a 
fi nal black mark on the housing record of the Reagan administration.

The HUD Scandal

The scandal involved the Section 8 Moderate Rehabilitation Program. For 
most of Reagan’s two terms, his administration pushed for the abolition 
of this program, yet Congress continued to allocate modest funding for it. 
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 Since the number of units funded was so small, they were not apportioned 
geographically like other HUD funds, but left in a discretionary fund, under 
the direct control of HUD Secretary Samuel Pierce. On April 26, 1989, the 
HUD Inspector General released a report suggesting that contracts utilizing 
these funds had been awarded on the basis of political infl uence, not need. 
Secretary Kemp immediately froze the program, while the House Govern-
ment Operations Committee, chaired by Rep. Tom Lantos (D, Calif.) began 
a series of hearings (CQ Weekly Report 1989b, 1127).

As it emerged from testimony by the Inspector General, and by various 
developers, the scam ran something like this. A developer with an idea for 
a project would contact a former Reagan administration offi cial, such as, in 
one instance, former interior secretary James Watt. For a hefty consulting 
fee (in Watt’s case, $300,000), the offi cial would call Pierce, or his top assis-
tant, Deborah Dean, who would promise approval of the project. Then, the 
developer would advise the city in which the project was to be located to 
apply for units through HUD’s nominally merit-based application proce-
dure. Within a few months, the city would be allocated a number of units 
which “coincidentally” corresponded to the exact number needed for the 
developer’s project.

Over the next six months, the hearings took on a tragicomic air, as 
witness after witness tried to deny or evade responsibility for her or his 
actions (U.S. House, Committee on Government Operations 1989; CQ 
Weekly Reports 1989c). Pierce testifi ed on May 25, 1989, and, in often heated 
exchanges with the committee, he relied on the “I don’t recall” strategy 
utilized so effectively by the principals in the Iran-Contra scandal. He 
asserted that any infl uence peddling was done by his subordinates without 
his knowledge, evidently preferring to appear incompetent rather than 
corrupt. When the committee called him back in September, to explore 
contradictions between his earlier testimony and that of other witnesses, 
he pleaded the Fifth Amendment, as did several other top HUD offi cials.

Jack Kemp showed great political skill in immediately and aggressively 
attacking the problem. In addition to freezing the program, he instituted 
an administrative review and drafted reform legislation for consideration 
by Congress. These actions won him wide praise by both Democrats and 
Republicans, and reinforced the impression that he was a “breath of fresh 
air” after eight years of stagnation. Thus, he ended up in a stronger posi-
tion to make his mark on the new housing legislation that was eagerly 
anticipated within the housing policy community.

From the fall of 1989 onward, congressional action followed two 
parallel paths. First, HUD reform legislation began to move through both 
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 houses. Following the general outlines of Kemp’s proposal, the legislation 
restricted the HUD Secretary’s control over discretionary funds, restricted 
the use of waivers of regulations, and put limits on consulting fees for 
HUD projects (CQ Weekly Reports 1989d, 3193). The progress of the bill 
was, at fi rst, delayed by the insistence of House and Senate Democrats that 
HUD reform be part of a broad new housing authorization bill. Through 
this strategy, they hoped to gain leverage on the Bush administration not 
to veto some of the housing policy changes they sought. However, as the 
year progressed, Democrats such as Rep. Barney Frank (D, Mass.) began to 
fear being labeled “anti-reform” if they continued to hold the reform bill 
hostage to a larger housing measure. Therefore, they “decoupled” the two 
efforts, and the reform bill cleared Congress on November 22, 1989 (CQ 
Weekly Reports 1989e, 3242).

Meanwhile, various members of Congress called for the appointment of 
a special prosecutor to conduct a criminal investigation of the principals 
in the HUD scandal. In contrast to Kemp’s quick action, Bush’s attorney 
general, Dick Thornburg, appeared reluctant to pursue the matter, but 
upon receiving a formal request from the Democratic members of the 
House Judiciary Committee in November 1989, he agreed to investigate 
the need for a special prosecutor (CQ Weekly Reports 1989g, 3371). Arlin 
Adams was appointed special prosecutor in January 1990. His efforts 
yielded four guilty pleas and three convictions. Three more top HUD 
offi cials, including Thomas Demery and Deborah Dean, were eventually 
convicted (New York Times 1993a, A15). However, Pierce himself was never 
indicted, although he later admitted failure to competently administer the 
offi ce (Shenon 2000).

In accounting for this scandal, one may look to both short-term and 
long-term factors. In the short term, the atmosphere at the top levels of 
HUD during the Reagan administration did not encourage respect for the 
real purposes of HUD’s programs. Many of Reagan’s appointees appar-
ently saw nothing inconsistent in simultaneously urging the termination 
of a program while milking it for maximum benefi ts for their political 
cronies. In the long term, a certain level of risk of this type of corruption is 
inherent in the use of private, profi t-seeking developers to provide assisted 
housing. Private contractors serving all facets of government have histori-
cally shown an inclination to use any available political leverage in their 
competition for contracts.

The endemic nature of political manipulation by private contractors 
in alliance with government offi cials was shown by the questionable 
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 relationships between some members of the housing subcommittees in 
Congress and contractors, which came to light at about the same time as 
the HUD scandal. Senator Alfonse D’Amato (R, New York), the ranking 
Republican on the Senate’s subcommittee, was accused of demanding 
campaign contributions in exchange for exerting his infl uence on behalf of 
some housing contractors in his state, although he was not held account-
able for this either in court, in the Senate, or by the voters in 1992 (CQ 
Weekly Reports 1989c, 2947). In a different, but related, policy area under 
the committee’s jurisdiction, Senator Alan Cranston (D, California), the 
committee chair, was found to have sought special treatment for savings 
and loan owner Charles Keating, in exchange for campaign contributions. 
Finally, members of the appropriations subcommittee covering housing 
and community development were roundly criticized by Kemp, and others, 
for the practice of earmarking funds for specifi c projects for their districts 
in appropriations bills. While not illegal, such a practice suggested cozy 
relationships between members of Congress and the particular groups 
pushing these projects (CQ Weekly Reports 1989f, 3315).

The Housing Act of 1990

There are times when scandal in an agency blocks congressional consider-
ation of legislation in the agency’s policy area, since members do not want 
to be associated with giving more power or money to an organization that 
is tainted in the public eye. However, since Kemp’s aggressive action clearly 
disassociated the “new HUD” from the “old HUD,” this particular scandal 
did not put the brakes on congressional consideration of new housing 
legislation. The force generated by the rising consciousness of housing 
problems discussed in the last few pages was still there, and the Bush 
administration was receptive to some action in keeping with its “kinder, 
gentler” image. Thus, 1990 became a year dominated by consideration of 
several versions of a new, omnibus housing authorization bill, the fi rst 
major revision of housing programs to be considered in many years. After 
several apparent deadlocks were broken by key compromises, the Cran-
ston-Gonzalez National Affordable Housing Act became law on November 
28, 1990 (CQ Almanac 1990, 531).

The new act refl ected a new paradigm for federal involvement in housing 
which had evolved over the sixteen years since the 1974 Act was passed, 
a paradigm on which a considerable degree of consensus existed among 
liberals and conservatives. The major elements of this new paradigm are 
as follows:
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 1. Primary reliance on tenant-based assistance through vouchers and 

certifi cates, utilizing existing standard housing;

2. Local control of those production programs that do exist, exercised 

either through local government or through local nonprofit 

community development corporations;

3. Home ownership as a central strategy for assisting low income 

households;

4. Integration of other social services with housing.

Let us review some of the major features of the Act, showing how it 
refl ected the basic elements of the paradigm.

Assisted Housing. The Act authorized a modest number of additional units 
of Section 8 certifi cates and vouchers, as well as units to replace some of 
those lost through prepayment. However, it did not attempt to restart 
federal efforts to assist the poor through new construction. Gonzalez and 
other Democrats originally wanted a limited new construction program, 
and their proposal stimulated a strategy debate over new versus existing 
units reminiscent of the 1970s. But, even these liberal Democrats did not 
advocate a shift back to the predominantly new construction orientation of 
earlier years. Rather, they were concerned with keeping the new construc-
tion option available for areas where the market was not producing enough 
moderately priced units to meet the needs of assisted households. Thus, 
the Act codifi ed the reliance on vouchers that had emerged, de facto, from 
the appropriations process and from less sweeping amendments to housing 
legislation during the 1980s.

The HOME Program. Despite its emphasis on vouchers, the Act provided 
for the production of new and rehabilitated units through the HOME 
program. However, in keeping with the second element in the paradigm, 
HOME placed production fi rmly under local control by providing block 
grants that could be used for various housing development strategies. 
While the main production strategy was rehabilitation of existing units, 
the Act permitted HOME funds to be used for new construction, if the 
community could demonstrate a shortage of affordable housing suitable 
for rehabilitation. HOME funds were to be distributed to larger cities via a 
formula, while funds were given to the states to allocate to smaller cities.

HOME also required that 15 percent of a locality’s funds be set aside 
for use by community housing development organizations (CHODOs). 
These are nonprofi t neighborhood development corporations or alliances 
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 of local nonprofi t groups formed for the purpose of providing affordable 
housing. Nonprofi t groups were involved in housing programs during the 
1960s, but, as noted in chapter 4, their involvement had been limited, and 
frequently unsuccessful. In the 1980s, a new breed of nonprofi t organiza-
tion arose, stimulated by communities’ desperate search for ways to make 
up for dwindling federal housing funds. These new non profi ts showed 
they could address the social and neighborhood concerns often ignored by 
for-profi t developers, while avoiding the management problems of publicly 
owned housing (Rasey 1993). For this reason, Congress wanted to ensure 
nonprofi ts an important role in HOME and to encourage communities 
without an active nonprofi t housing sector to form one.

Homeownership. The Act included the top priority of HUD Secretary Jack 
Kemp, the HOPE program. (HOPE stands for “Housing Opportunities for 
People Everywhere.”) This embodied his strong belief that home owner-
ship was a central element in self-suffi ciency and pride for low income 
persons, particularly those residing in public housing. As discussed in 
chapter 4, the Section 235 program had also rested on this assumption, 
and the broad perception that it was a failure had discredited the idea in 
the 1970s. However, in the early 1980s, renewed discussion of the idea 
was stimulated by large scale sales of British public housing units to their 
tenants by the government of Prime Minister Margaret Thatcher. Kemp, 
at the time a congressman from New York, eagerly embraced it as part of 
his populist conservatism.

Due in large part to Kemp’s vigorous advocacy in Congress, a public 
housing sales demonstration project was established by HUD in 1984. 
Seventeen housing authorities were selected to participate, and they put 
forward plans to offer 1,315 units for sale. An evaluation of the program, 
published in April 1990, revealed mixed results. First, many housing 
authorities lacked the will or expertise to participate effectively. Second, 
for the most part, only units in lower density or single family detached 
projects were deemed suitable for sale, since sales in high rise complexes 
raised issues related to the quality and value of the units, as well as the issue 
of displacement of tenants who could not or would not purchase. This 
meant that the “cream” of the housing authority’s units were sold off, with 
a net loss of publicly assisted units. Finally, many tenants’ incomes were 
simply too low to afford ownership, even at the substantially discounted 
sales prices offered by the authorities. Again, only the “best” tenants in 
terms of income and family stability were able to participate, leaving ques-
tions as to the relevance of the program for the vast majority of public 
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 housing residents (U.S. Department of Housing and Urban Development 
1990).

Undeterred by these problems, Kemp continued to advocate public 
housing sales vigorously, using the rhetoric of independence and self-
reliance for the poor, and pointing to successful pilot projects such as 
Kenilworth-Parkside in Washington, D.C. In the 1990 Act, the “HOPE I” 
program dealt specifi cally with public housing. It envisioned the sale of 
projects to tenant management organizations. However, in contrast to 
the tenant management schemes of the 1960s that emphasized ongoing 
collective responsibility for the units, tenant management was seen as an 
intermediate step toward ownership by individual tenants. “HOPE II” 
allowed for a similar process in privately owned projects receiving federal 
assistance, while “HOPE III” enabled nonprofi t organizations to build or 
rehabilitate units for purchase by low income persons.

The consensus behind the homeownership strategy appeared not to be as 
broad or deep as that supporting other aspects of the paradigm, since both 
positive and negative aspects of this strategy were apparent. On the positive 
side, both the experience of public agencies and of nonprofi t groups such 
as Habitat for Humanity International showed that homeownership can 
be an empowering experience for low income families who are relatively 
stable fi nancially and are otherwise predisposed to move toward middle-
class status. Also, since homeownership is the desired state for middle-class 
persons, one that they associate with many positive values, their support 
for housing aid to the poor can often be better mobilized for this goal than 
for other forms of assistance.

On the negative side, many low income households lacked the stability 
and resources to benefi t from ownership. Heavily subsidized rental units 
were the only practical means to provide them with physically adequate, 
affordable housing. Whether or not the HOPE programs benefi t low 
income households in general depends on whether they reduce the net 
supply of rental housing or serve as an additional resource for those in a 
position to take advantage of them. The HOPE programs contained provi-
sions protecting nonpurchasing tenants from displacement and providing 
vouchers to replace the units sold. However, whether or not these programs 
supplement, rather than supplant, other commitments depends more 
on the overall level of national resources committed to housing than on 
specifi c program designs.

Integration of Social Services. The 1990 Act called for coordination of other 
social services with the provision of housing assistance. It was noted earlier 
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 that, due to its historical linkage with physical, rather than personal or 
social development, housing assistance has tended to be administered in 
isolation from other social services, by persons with different backgrounds 
than the traditional “helping” professions. Many observers have long 
recognized that this separation is not only artifi cial, but counterproductive. 
On the one hand, many of the problems of assisted housing are related 
to unresolved economic, social, and familial issues, not the nature of the 
housing itself. On the other hand, if the impact of a household’s physical 
surroundings on its ability to solve problems is ignored when helping 
them shape solutions, intervention is less likely to succeed. Nevertheless, 
only recently have programs been designed to incorporate housing into an 
integrated attack on the problems of particular households.

The Act included one type of integrated approach to household prob-
lems in its Family Self-Suffi ciency program. The goal of this program was 
to gradually wean families from all forms of public assistance. The family 
received public support for housing and other needs, while also receiving 
assistance for the education or job training necessary to upward mobility. 
The program was somewhat coercive, in that the household signed a contract 
making continued assistance contingent on progress in its self-suffi ciency 
plan, but intensive case management was also considered essential to a 
successful transition. In HOPE III, the prospect of homeownership was 
included in a similar self-suffi ciency plan, as an incentive toward greater 
economic stability and responsibility.

As critics on the Left might readily point out, this program is based 
on the assumption that barriers to a decent, middle-class existence are 
primarily individual in nature, rather than built into the opportunity 
structure of the economy. The current service-based economy contains 
reduced opportunities for those without advanced education to earn 
decent incomes, in comparison to the manufacturing-based economy of 
thirty years ago, and unless this situation improves, upward mobility will 
continue to be diffi cult, no matter how motivated the individual. Neverthe-
less, such programs do recognize the interrelatedness of family problems 
and can remove those very real individual barriers, which prevent indi-
viduals from taking advantage of opportunities that do exist. As is the case 
with home ownership, they serve that segment of the poor already inclined 
toward upward mobility.

Improvements in the social environment have also been linked to 
housing improvement through various efforts to deal with severe social 
problems in public housing or in assisted private housing developments. 
Earlier in the 1980s, some funding was made available to housing 
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 authorities to deal with drug trafficking, which is perhaps the major 
source of violence in low income areas, and the 1990 Act continued 
various forms of special antidrug funding. Authorities were also allowed 
to expedite eviction for those suspected of drug involvement. Of course, 
driving drug dealers out of public housing simply moves the problem 
elsewhere, while federal programs for drug treatment remain grossly 
underfunded. However, as long as public resources are being utilized to 
provide families with housing, it was reasonable to expend additional 
resources to make at least that housing a safe haven against violence. 
Not to do so would delegitimize the entire federal housing effort in the 
eyes of the public.

Comprehensive Planning. One fi nal aspect of the 1990 Act bears some 
discussion—the requirement that communities prepare a Comprehensive 
Housing Affordability Strategy (CHAS). This strategy replaced the Housing 
Assistance Plan (HAP), and involved an even more comprehensive planning 
process than the HAP. Communities were required to conduct a compre-
hensive analysis of market conditions, the conditions of their housing 
inventory, their housing needs, and the resources currently available to 
meet the needs. They were also required to establish fi ve-year priorities 
and an annual plan showing what actions would be taken to address those 
priorities. In preparing this plan, they were encouraged to form a task force 
consisting of all relevant governmental, nonprofi t, and private housing 
actors, and they were required to solicit public comments.

Fair Housing

The issue of racial discrimination in the sale and rental of housing also 
bears some discussion here, since it was raised more forcefully in the 1980s 
than it had been for fi fteen years. As discussed in chapters 4 and 5, this 
issue has entered into the policy debate over housing assistance at various 
points, but as a distinct policy, governmental efforts to prevent housing 
discrimination have stayed somewhat on the fringe. The Civil Rights Act of 
1968 set the goal of nondiscrimination in housing, but provided relatively 
ineffective enforcement tools. The Johnson administration left offi ce before 
having to enforce the Act, and the Ford and Nixon administrations showed 
little inclination to enhance enforcement or even to use what tools they 
had vigorously (Lamb 1992, 4–6).

According to data collected by Charles Lamb, enforcement became more 
vigorous during the Carter years, as measured by the ratio of cases brought 
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 to HUD’s Offi ce of Fair Housing and Equal Opportunity to the number 
of cases closed. When Ronald Reagan took offi ce, most observers assumed 
that enforcement would decline, since Reagan had been an opponent of 
fair housing legislation in California when he was governor of that state. 
In fact, Lamb’s data show that the rate of closed federal cases did decline 
during the Reagan years to levels below those of all other administrations 
(Lamb 1992, 11).

Nevertheless, the Reagan administration did agree to two important 
measures that resulted in strengthened enforcement of fair housing. First, 
the Fair Housing Amendments of 1988 put more teeth in HUD’s enforce-
ment powers, including mechanisms making it easier to award actual 
damages to complainants. Second, the Reagan administration encouraged 
states to strengthen their fair housing enforcement mechanisms, in an 
effort to devolve more responsibility away from the federal government. 
State civil rights agencies responded with a rapid increase in cases consid-
ered and closed. Lamb attributes the fi rst move to Reagan’s desire to defl ect 
criticism that he was anti-civil rights, based on his actions with regard to 
busing and affi rmative action. Also, HUD Secretary Samuel Pierce is given 
credit for pushing this issue, in spite of his dubious record in other areas 
(Lamb 1992, 7). The second move was related to Reagan’s general belief in 
decentralization. Although states had not been known for vigorous civil 
rights enforcement in the past, state agencies appeared to tackle their new 
role much more vigorously than HUD had pursued its enforcement role.
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Compared to the 1980s, the 1990s began more auspiciously for the federal 
effort to address the housing needs of low and moderate income families 
and to revitalize communities. In 1990, a moderate Republican administra-
tion had worked with a Democratic Congress to produce a bold redesign of 
the federal housing effort. Two years later, the Democrats regained control 
of the White House for the fi rst time since 1980. An informed observer 
might reasonably have anticipated that, even though the production levels 
of the 1960s were unlikely to be restored, federal housing efforts would be 
expanded considerably, Instead, federal efforts stagnated during the 1990s, 
while the real revolution in low and moderate income housing programs 
occurred at the state and local levels. In Part I of this chapter, the causes 
and consequences of federal stagnation under Clinton will be explored. In 
Part II, the revolution at the state and local level will be addressed.

Part I—The Clinton Administration

The presidential election of 1992 displayed volatility typical of recent 
national elections. President Bush began the year with such great 
popularity (based on the American victory in the first Iraq war) that 
it seemed quixotic for any Democrat to challenge him, and several 
potential contenders sat out the election. Then, as Bush’s popularity 
began to slide, the independent candidacy of Ross Perot seemed to be the 
major beneficiary. In the early summer of 1992, the possibility that the 
Democratic candidate might come in third loomed briefly in the polls. It 
was only when Perot withdrew, and Clinton was able to defuse some of 
the personal criticism leveled at him, that the Democrats began to gain 
advantage from public discontent with the economy and to pull ahead. 
Perot’s later reentry helped prevent Bush from regaining momentum 
by giving some of his former supporters an alternative to Clinton, but 
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 the 19 percent of the vote Perot received also left Clinton with the weak 
mandate of a plurality victory (CQ Weekly Reports 1993a).

The Clinton candidacy emerged within a party engaged in internal 
debate and self-examination that stemmed from sound defeats in fi ve of 
the six previous presidential elections. In 1984, Reverend Jesse Jackson had 
argued, during his campaign for the Democratic presidential nomination, 
that a Democratic majority could be built on the basis of a “Rainbow 
Coalition,” consisting of the growing minority populations along with 
disaffected poor and working-class white voters. This strategy would 
have, in effect, revived in a slightly different form the New Deal Coalition 
that was the traditional basis of Democratic electoral strength. However, 
potential members of this coalition did not vote consistently or in enough 
numbers to counter the massive shifts of white, middle-class voters to 
Republican candidates in the 1980s. Therefore, Democrats began to listen 
to the counsel of those who said the party should move toward the political 
center, in order to draw mainstream voters back in.

Prior to his presidential bid, Bill Clinton had been a leader in one of 
the groups arguing this position—the Democratic Leadership Council. 
He also drew inspiration from a book by David Kusnet entitled, Speaking 
American: How the Democrats Can Win In the ’90s. Although centrists were 
accused of abandoning the party’s historical commitment to social justice, 
Kusnet took a more sophisticated approach. He argued that the party 
should continue to strongly advocate the use of government to improve 
the lives of ordinary citizens, including many of the core social programs 
they have always defended, because this basic stance is still supported by 
a large majority of the electorate. However, Democrats must also deliver 
a clear message that they support the core values of hard work, family, 
and public civility that are cherished by the middle class. If they appear to 
be “soft” on crime, or unwilling to require some effort from the poor in 
return for government benefi ts, the Republicans will turn these “values” 
issues to their advantage (Kusnet 1992).

Another strain of new Democratic thought came from such analysts 
as Robert Reich, who wrote extensively on the economic problems of the 
1980s. Reich was strongly critical of the Reagan administration’s “hands-
off” strategy for promoting economic growth, and he envisioned an active 
partnership between business and government to foster wise investments 
and accelerate growth (Reich 1983). These arguments appealed to 
centrist Democrats, because they enabled them to position themselves 
as strong supporters of economic growth. In the 1980s, Republicans 
had undermined the public’s New Deal faith in the Democrats as the 
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 party of prosperity by successfully labeling them as the party willing 
to sacrifice growth to ever more burdensome redistributive programs. 
Many Democrats believed Reich’s approach could help restore their 
positive image.

Clinton’s campaign strategy showed that he had taken both kinds of 
advice to heart. He took a tough stance on welfare, promising to “end 
welfare as we know it” and replace it with strict requirements for work or 
job training. He emphasized job creation strategies and programs such as 
health care reform that would deliver benefi ts to broad segments of the 
population. He also distanced himself from prominent African American 
leaders such as Reverend Jesse Jackson, whom voters associated with the 
“old” Democratic attitudes (although, ironically, Jackson was as outspoken 
as anyone on the need for pride, initiative, and personal responsibility 
among the poor). Clinton created an image of a leader committed to 
economic development and change, not one whose primary goal was to 
redistribute resources to the poor.

The results of the 1992 election provided mixed evidence as to the success 
of this strategy. On the one hand, Clinton drew his core support from tradi-
tional Democratic strongholds in the central cities. An analysis of the vote 
by Congressional Quarterly shows that most of the ninety-eight congres-
sional districts that Clinton won with a majority of the three-way vote were 
urban districts where minority voters were in the majority (Congressional 
Quarterly 1993k, 2176–77). On the other hand, he also built his plurality 
by making serious inroads into youth groups, urban white ethnic voters, 
independents, and suburban voters, all of whom had previously supported 
Reagan and Bush. Many of the remaining 158 congressional districts he 
carried encompassed smaller cities in the Midwest; and while he did not 
win a majority in the South, he carried more Southern states than other 
recent Democratic candidates.

The coalition he built was shaky, according to many analysts. To 
maintain it, he had to walk a fine line between rewarding his traditional 
Democratic supporters in the central cities and maintaining his image as 
a “New Democrat” to his other supporters (Congressional Quarterly 1993i, 
1828). Upon taking office, he further weakened his political support by 
his failed initiative to permit gays and lesbians to serve openly in the 
military, controversies surrounding several of his appointments, and 
responses to foreign policy crises such as Somalia, Bosnia, and Haiti 
that were widely perceived as weak and ambivalent (Hamilton 2007). 
He also failed to get a major stimulus package enacted by Congress that 
was directed at urban areas (CQ Weekly Reports 1993 b through 1993f). 
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 His position on a tightrope was fully reflected in the kinds of initiatives 
Clinton sponsored upon entering office.

The problem of housing was not attractive to the Clinton administra-
tion as an area in which they could make a signifi cant policy impact. At 
fi rst glance, this might seem surprising, in light of the worsening housing 
problems and the growing public concern documented in chapter 7. 
However, there are several important reasons why this issue lacked appeal. 
First, vigorous pursuit of housing equality could be a divisive policy for 
Clinton’s centrist coalition. While inadequate housing is seen as a problem 
worth solving by many middle income persons, their views tend quickly 
to become negative if housing programs are seen as having a detrimental 
impact on their own neighborhoods. An aggressive policy to expand the 
supply of affordable housing could have led to such impacts, especially if 
the suburbs were asked to absorb a larger share of assisted housing.

Second, even if potential opposition were seen as a surmountable 
obstacle, the resources for seriously addressing housing needs were lacking 
in the budgetary environment of the early 1990s. To provide serious relief 
of the housing burdens experienced by lower income households would 
have required: (1) upgrading the current housing voucher program 
to an entitlement available to all eligible persons, like food stamps; (2) 
expanding programs to assist local governments and nonprofi t organiza-
tions in fi nancing the additional production of housing needed to meet 
the demand generated by the expanded voucher program. The Congres-
sional Budget Offi ce (1989) estimated that the fi rst element alone would 
more than double the current $17–18 billion in yearly outlays for housing 
assistance.

While $35 billion to guarantee decent housing was not a huge commit-
ment in a $5 trillion economy, the politics of the budget defi cit were such 
that a proposal of this magnitude would not receive serious consideration. 
A logical way to partially pay for such a commitment would be to cap the tax 
deductions given to middle and upper income homeowners for mortgage 
interest and property taxes, so that they would only be available to those 
who really needed them to make homeownership affordable. However, 
these deductions were another political “sacred cow” that Congress was 
unlikely to disturb.

A third reason for a lack of emphasis on housing issues by the Clinton 
administration is that an innovative blueprint for current approaches to 
housing had already been set by the National Affordable Housing Act of 
1990, and many of the programs authorized by this act were barely under 
way. In many respects, this act represented state of the art thinking with 



Stagnation and Progress: The Clinton Era 257

 regard to the structure of housing programs, if not the appropriate level of 
resources. Thus, unlike welfare reform, the administration could not posi-
tion itself as an innovator by bringing the federal government’s approach 
in line with current consensual perceptions of the problem.

Finally, many housing programs did not immediately present themselves 
as the kind of “human resource development” policies typically embraced 
by Clinton. Clinton promised policies that would do more than maintain 
the poor at a minimum standard of living. This “new Democrat” offered, 
instead, a renewed promise of transforming the poor, and moving them 
from their current deprived, dependent state to one of independence and 
material well-being. While a strong case can be made that decent housing 
is as essential to household and neighborhood development as any other 
social factor, its linkage is not as self-evident as that of employment, 
training, and health programs.

Despite its relatively low priority, action in housing policy was not 
totally absent under Clinton. He picked a strong leader for the Depart-
ment of Housing and Urban Development (HUD) in Henry Cisneros, 
former mayor of San Antonio. However, the housing themes struck by 
Clinton and Cisneros were procedural in nature, rather than promises of 
substantially increased resources or activities. In fact, the Administration 
even proposed cuts in certain housing programs (such as public housing) 
to pay for higher priority programs (such as vouchers), eliciting strong 
protests from supporters of federal housing assistance (National Associa-
tion of Housing and Redevelopment Offi cials 1994). There are four themes 
that predominated in the Clinton administration’s approach.

First, Cisneros repeatedly stressed the need to reform HUD itself. In 
the face of budget cuts, followed by a major scandal, HUD’s morale and 
reputation fell to an all-time low in the 1980s. As noted earlier, Jack Kemp 
received praise for vigorous action to correct some of the organizational 
problems that helped foster corruption. However, Cisneros still criticized 
the agency for losing sight of its primary goals and becoming absorbed in 
“paper pushing” (Washington Post 1993a, F1). He called for the elimination 
of one thousand jobs in order to remove a “layer of bureaucracy,” even 
though HUD had already shrunk considerably during the 1980s (Wash-
ington Post 1993j, A19). He also searched for ways to simplify the planning 
documents required by HUD from local communities.

He also tackled the agency’s troubling fi nancial problems, such as the 
numerous bankrupt private housing projects under its control. A negative 
side effect of efforts to control the loss of federally assisted private rental 
units through sale and conversion to middle income units was the fi nancial 
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 failure of some projects, leaving HUD to dispose of the units. In the fall 
of 1993, at the urging of the administration, Congress enacted legislation 
giving HUD more fl exibility in disposing of these projects, as well as others 
that had come into HUD ownership (Washington Post 1993i, A16).

A second, related theme was the need to remove tight bureaucratic 
controls on local public housing authorities (PHAs). The report on 
“Reinventing Government” prepared by Vice President Al Gore’s task 
force devoted considerable attention to the public housing program. They 
portrayed it as the epitome of the smothering of local fl exibility and inno-
vation by excessive “top-down” regulation, which they saw as prevalent 
throughout the federal government. The task force advocated allowing 
local PHAs the freedom to run their own show, subject only to evaluation 
according to clear performance criteria (Washington Post 1993j, A19).

Like many such “effi ciency” reports, this analysis refl ected a certain 
amnesia concerning the history of the regulations that stifl e local initia-
tive. As documented in earlier chapters, public housing is an unpopular 
program which, while more successful in many locations than its popular 
image suggests, is studded with spectacular failures. Efforts to “fi x” it have 
resulted in constant battles between the federal government and local 
housing authorities—each blaming the other for the program’s diffi cul-
ties. Many elaborate federal regulations have been directed at what was 
perceived as lax management and maintenance by local PHAs—a percep-
tion that is a combination of reality and blame shifting. It was likely that, 
given additional discretion, some PHAs would improve management while 
others would stay the same or get worse. Whether Congress would become 
so dissatisfi ed with the “worst cases” that it began another cycle of reim-
posing regulations remained for the future to determine.

Despite its dissatisfaction with the current state of public housing, the 
Clinton administration quietly scaled back some of the HOPE programs 
included in the 1990 Housing Act at Kemp’s insistence (New York Times 
1993b, A16). Funding for HOPE I and HOPE II, programs designed to 
sell public housing units and federally subsidized private rental units to 
their tenants, was cut deeply in Clinton’s fi rst budget proposal. Funding 
for HOPE III, a program to build or rehabilitate additional units for low 
income homeownership, was limited to those projects that had already 
received planning grants. Homeownership for the poor would seem to be 
in keeping with the administration’s emphasis on self-reliance among the 
poor, yet they shared the skepticism of many experts as to whether selling 
off public housing to its extremely low income tenants was the proper 
strategy to achieve self-reliance (Congressional Quarterly 1993g, 919).
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 A third major theme stressed by Secretary Cisneros was a renewed 
emphasis on fair housing. One part of this emphasis might be labeled an 
“integrationist” strategy (i.e., one trying to provide more housing oppor-
tunities for minorities in predominantly white areas). Cisneros expressed 
the view that racial segregation is one of the most serious barriers to the 
advancement of minorities. He criticized discrimination in the private 
market, and he promised tough enforcement of fair housing laws. He also 
criticized the perpetuation of racial and ethnic segregation through site 
selection of federal projects, and he promised a new emphasis on wider 
distribution of units across jurisdictions, as well as trying to settle some 
of the outstanding discrimination suits against public housing authorities 
(Washington Post 1993k, AZ9).

HUD also initiated an experimental program called “Move to Opportu-
nity” (MTO), modeled after local experimental programs in Chicago and 
other cities. This program encouraged and supported families receiving 
housing vouchers (including some current tenants of public housing) to 
move to neighborhoods where their race was underrepresented. Particu-
larly encouraged were minority moves to majority areas, since it was 
felt that this would enhance job and educational opportunities for these 
families (Turner 1994). The Chicago program was initiated in response 
to the lengthy Gautreaux litigation, and it was regarded as having been 
reasonably successful in “de-concentrating” about six thousand minority 
families away from traditional minority areas (Peterman 1994).

The other part of the Clinton administration strategy was aimed at 
upgrading existing low income and minority areas. Cisneros promised a 
vigorous attack on redlining of inner city neighborhoods both by lending 
institutions and by companies providing property insurance. Some banks 
were already induced to cooperate with government and nonprofi t agencies 
in special lending programs for lower income homeowners or neighbor-
hoods, because they feared that approval of mergers and other business 
transactions by banking regulators might be delayed if their Community 
Reinvestment Act profi le was not acceptable. Since public funds for housing 
rehabilitation were limited, these were vital to maintaining or upgrading 
neighborhoods in which disinvestment had occurred.

A fourth theme of the Clinton administration was the need to commit 
more resources to assisting the homeless (New York Times 1993c). An 
administration report on homelessness asserted that the problem had been 
greatly understated by previous administrations. In particular, the fact that 
the approximately half-million people to be found homeless on a given 
night is surrounded by a “penumbra” of millions of others, who move in 
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 and out of homelessness, had been ignored. It stressed that, while problems 
such as those of mental illness contribute to homelessness, the shortage 
of affordable housing was a central factor in its continued existence. The 
report was largely written by Andrew Cuomo (who later became governor 
of New York), who had worked extensively with homelessness in New York 
City before being appointed to HUD by the Clinton administration (New 
York Times 1994b, A1).

The report was critical of the federal resources going to support housing 
for the affl uent, in the form of taxes forgone on mortgage interest and 
property taxes. It also advocated greatly increased resources for housing 
assistance and expanded programs for the mentally ill, including aggres-
sive outreach (New York Times 1994b, A1). However, there was a large 
gap between the scale of effort advocated in this report and the actual 
expenditures recommended by the Clinton administration. Spending for 
the homeless was increased in the FY 1995 budget recommendations, but 
only by taking away funds from other housing programs. As noted above, 
a serious attack on this problem would have required spending far beyond 
that which the current budget situation permitted.

As in other areas, they advocated a coordinated approach, in which 
multiple services are directed at getting the homeless into permanent 
shelter. A HUD initiative for the Washington, D.C., area was based on 
a “continuum of care” system, in which all the barriers to independent 
living experienced by the homeless, including mental illness and lack of 
job training, are dealt with. They proposed consolidation of fi ve separate 
programs authorized under the McKinney Act into a single, streamlined 
program (U.S. Department of Housing and Urban Development 1993, 6). 
This proposal failed to pass as part of comprehensive housing bill in 1994. 
However, as shall be discussed in chapter 8, the model was later revived as 
a guide to HUD administration of programs for the homeless.

Two of the Clinton administration’s policy initiatives spoke directly to 
the overall development of cities. Since such developmental policies have 
a direct impact on housing and neighborhood improvement, they bear 
some discussion here. They also illustrate the large political obstacles that 
confronted even modest initiatives by Clinton to help disadvantaged areas. 
One was the economic stimulus package, which went down to defeat in 
April 1993. The other was the proposal to establish “Urban Empowerment 
Zones,” signed into law in August 1993.

In February 1993, President Clinton unveiled an economic stimulus 
package intended to exemplify his emphasis on economic growth. Totaling 
$16.3 billion, its aim was to boost the economy and create jobs through 
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 an assortment of job training and public works programs. Though the 
package was sold in terms of its benefi t to the whole economy, urban areas 
were the direct targets of much of its spending. Approximately $2.5 billion 
was to be added to the popular Community Development Block Grant 
program for job producing projects; $3.2 billion was for transportation 
projects; and $5 billion was for job training and unemployment benefi ts 
(Congressional Quarterly 1993b, 581).

The bill sailed quickly through the House of Representatives. Clinton 
carefully marshaled Democratic votes, and he tailored the bill to convince 
liberal, urban representatives that he cared about their problems, in spite 
of his centrist rhetoric. He felt no need to compromise with House Repub-
licans and conservative Democrats, who questioned whether the stimulus 
was needed in a recovering economy and bitterly attacked the increased 
defi cit that would result from the measure. However, this strategy backfi red 
in the Senate, where the ability to delay action through a fi libuster gives 
the minority party more leverage than in the House. Once having passed 
a very liberal bill, without Republican consultation, Clinton felt he could 
not compromise in the Senate without cries of “betrayal” from his liberal 
supporters in the House. However, without such a compromise, he could 
not lure enough Republican votes to achieve the sixty votes necessary to 
block the fi libuster. Meanwhile, Senate Minority Leader Robert Dole (R, 
Kansas) rallied his Republican troops by stressing the bill’s impact on the 
defi cit and by his argument that Republicans had to stand fi rm or be totally 
ignored by the Clinton administration. Unable to close off debate, Senate 
Majority Leader George Mitchell (D, Maine) was forced to withdraw the 
bill on April 21, 1993 (Congressional Quarterly 1993h, 1001).

Clinton hoped, and the Republicans feared, that the latter might be 
viewed as obstructionist by the public for blocking Clinton’s plan. However, 
public opinion was not seriously aroused on this issue. The kinds of jobs 
created by the stimulus package could easily be dismissed by voters as 
temporary and not really relevant to their underlying economic problems. 
Most Republicans could be counted upon to oppose it, given the affl uent, 
nonurban nature of their constituencies, as well as their high priority on 
not increasing the defi cit. However, crucial defectors might have been 
attracted to the fold had Clinton convinced the public that a suffi cient 
emergency existed to justify such spending measures. Without this broader 
support, the enthusiastic backing of traditional urban constituencies was 
insuffi cient to secure passage.

The empowerment zone program did not stir the same dramatic, 
partisan confrontation as the stimulus package, in part because it was 
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 much smaller in scope. As noted earlier, Congress repeatedly rebuffed the 
Reagan administration’s proposal to create “urban enterprise zones” in 
economically distressed urban areas during the 1980s. Many in Congress 
never accepted the premise, popular with conservatives, that government 
regulations and taxes, not the numerous other problems of these areas, 
were the major obstacle to private investment, and they were reluctant 
to increase the defi cit through further business tax cuts. A very limited 
program was approved by Congress in 1988; however, President Bush’s 
HUD Secretary, Jack Kemp, felt the program was fl awed and refused to 
approve any zones, despite the fact that applications had been taken. 
Meanwhile, forty states adopted enterprise zone statutes, and the thirty 
most active states designated eight hundred zones (Congressional Quarterly 
1993j, 1881–82).

Clinton’s proposal incorporated the tax incentives and regulatory relief 
of the Republican proposals, but it also included federal funding for various 
community needs and a much more active role for the federal government 
in approving local strategies and supervising their implementation. This 
indicated a lack of confi dence in the capacity of tax breaks alone to revi-
talize distressed areas. Clinton’s advisors were very critical of the rigidity 
of federal program requirements and stressed that coordination and 
fl exibility in the delivery of federal funds was essential to their approach. 
Nevertheless, the conservative author of the enterprise zone idea, Stuart 
Butler of the Heritage Foundation, bitterly criticized Clinton’s proposal 
for reintroducing the “meddlesome” government he wanted to get rid of 
(Congressional Quarterly 1993j, 1882).

As fi nally approved by Congress, as part of the Omnibus Budget Recon-
ciliation Act of 1993, Clinton’s program designated six urban and three 
rural empowerment zones, utilizing a competitive application process. 
Empowerment Zones (EZs) were required to have substantial concentra-
tions of poverty. Applications included a “Strategic Plan” emphasizing 
sustainable economic development through job creation and coordina-
tion of related social and community services, from housing, to education, 
to drug abuse prevention, to policing. Among the benefi ts these zones 
received were:

• Tax-Exempt Facility Bonds for certain private business activities;

• Social Service Block Grant funds, passed through the state, for activities 

identifi ed m their Strategic Plan;

• Special consideration in the competition for funding in numerous 

federal programs;
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 • An Employer Wage Credit to employers for hiring zone residents, plus 

special tax treatment of expensing and depreciation.

Another sixty cities and thirty-fi ve rural areas were to be designated as 
Enterprise Communities. The emphasis on coordination of programs 
dealing with the multiple problems of economically depressed areas was 
reminiscent of the Model Cities Program of the late 1960s. However, 
unlike Model Cities, which was changed from a pilot program to a widely 
available program prior to implementation (Frieden and Kaplan 1977), 
this program initially (in Round I of the designations) retained its pilot 
status. On the negative side, this pilot status frustrated many cities desiring 
the benefi ts of the program, and it revealed the limited commitment of 
resources to urban problems that either Clinton or Congress was willing 
to make. On the positive side, the design of empowerment zones was so 
complex that testing the approach thoroughly before attempting it on a 
larger scale was desirable.

The Taxpayer Relief Act of 1997 authorized Round II of the program, 
which included another fi ve urban and fi fteen enterprise zones, plus two 
additional Round I enterprise zones. During Round II, eligibility standards 
were changed slightly to increase localities’ fl exibility with regard to the 
number of high poverty census tracts that were to be included in the 
zones. In 2000, the Community Renewal Tax Relief Act of 2000 created 
an additional program, the Renewal Community (RC) program, which 
focused more exclusively on tax relief for companies investing in seriously 
disadvantaged communities. It authorized forty RC sites, of which twelve 
were reserved for rural areas (US General Accounting Offi ce 2004).

Throughout the program, an emphasis was also placed on “regulatory 
relief ” for businesses operating in EZ or RC areas. This enshrined the 
conservative belief that economic development is inhibited by “excessive” 
fees and regulations. The RC program, in particular, required a specific 
commitment on the part of local governments to reduce or streamline 
regulations within the designated zones (U.S. General Accounting Office 
2004, 12). By 2004, when the General Accounting Office (later renamed 
the Government Accountability Office) conducted an evaluation of 
the EZ, EC, and RZ programs, they provided the following data on its 
impact:

• A total of 33 urban and 3 rural EZs had been designated.

• A total of 53 urban and rural Enterprise Communities had been 

designated.
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 • A total of 28 RC areas had been designated, although some of these 

were EZs that had been converted to the new program.

• The poverty rates in these areas averaged over 40 percent, while 

unemployment rates were in the 13 percent range for rural zones and 

in the 15 to 20 percent range for urban zones.

• A total of $1 billion in Social Services Block Grants had been designated 

for EZs and ECs, of which $711 million had been drawn down.

• A total of $300 million in Economic Development Initiative Grants 

had been appropriated, of which $163 million had been spent.

• An additional $434 million in direct HUD appropriations had been 

designated for EZs and ECS, of which $183 million had been spent.

• State and local governments had issued $300 million in tax exempt 

bonds designated for EZs. They were encouraged to do so by the fact 

that these “Facility Bonds” were not counted toward the per capita 

ceiling on tax exempt bonds imposed by the 1986 tax reform law.

• Corporations and individuals had claimed an estimated $251 million 

in EZ employment credits. (The GAO found it impossible to estimate 

the value of other tax breaks because the data were not easily separable 

from other deductions on tax returns.)

In short, this seemingly minor program had turned into a fairly signifi-
cant federal investment in disadvantaged areas over the course of its 
implementation. Maps provided by the GAO show that the designated 
areas were widely distributed across the United States (U.S. GAO 2004, 
25–31).

As with so many complex and decentralized federal programs, 
evaluating the actual impact of the program on the targeted areas has 
proved very difficult. An interim report prepared for HUD in 2001 
indicated that employment had increased in five of the six original EZ 
areas, but there was no way to know if this was due to the program’s 
impact or other factors. The report attempted to compare EZ growth with 
adjacent neighborhoods but it was not clear that these other areas had 
been precisely matched with the target areas (Hebert 2001). In addition, 
two other factors made a comprehensive evaluation difficult: (1) the 
variety of approaches utilized within the EZs, and (2) the fact that data 
on the use of tax breaks provided by the IRS could not be disaggregated 
to individual zones to see what direct impact these tax expenditures had 
made on employment. The fact that more than three thousand businesses 
had claimed the tax credit by 2004 indicates that there was substantial 
private investment in these areas but the assessment of how much of 
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 it “trickled down” to the residents would require a rigorous analysis of 
the program that, so far, has not been done.

The political factors that shaped the election of Bill Clinton in 1992 
contributed to a record of action toward the problems of housing and 
community development in urban areas that was both weak and contra-
dictory. He could not afford to ignore his strong urban base altogether, 
yet he went out of his way to demonstrate he was not beholden to them. 
The development of a strategy such as Empowerment Zones that mixed 
traditionally liberal and traditionally conservative ideas enabled Clinton 
to show a commitment to dealing with urban problems, while at the same 
time signaling that he was a “new Democrat” who thought that more 
federal spending was not the sole solution. Yet, some of Clinton’s prob-
lems did not stem entirely from his electoral non-mandate. The limitations 
imposed by the federal government’s fi scal dilemma meant that he was 
unable to initiate any large new fl ow of resources. The huge defi cit proved 
a more effective brake on governmental activism than any other policy 
development during the Reagan era. Even if Clinton had been the most 
dedicated “urbanist” since Lyndon Johnson, he would not have been in a 
position to launch expensive programs.

Republican Counterattacks and Clinton’s Responses

During the Clinton administration, a seesaw battle between increasingly 
polarized political parties began which has characterized American politics 
ever since. Just as one side scores a resounding victory, and seems to be 
in a position to enact its policy goals, the other side counterattacks and is 
able to neutralize the victory. Analysts of public opinion disagree on the 
extent to which the general public shares this polarization. The scholarly 
consensus seems to be that each party has a core of supporters who are 
as ideologically committed as its leaders, but that there is another large 
group of voters that are “in the middle” and who are discontented with 
both parties for their perceived lack of leadership (Patterson 2003; Fleisher 
and Bond 2001). The situation is exacerbated by the nature of American 
political institutions, which are designed to prevent strong government by 
majority coalitions. The separation of powers in the Constitution is rein-
forced by antimajoritarian traditions such as the fi libuster in the Senate, 
so that even a party with a clear congressional majority often has diffi culty 
enacting its policies.

Beginning late in 1993, President Clinton decided to take on the thorn-
iest issue in American social policy, health care reform. Reform seemed 
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 urgent, given rising costs, the fact that the current health care system left 
millions of people uninsured, and the fact that the United States measured 
much lower on many measures of collective health than other industrial-
ized countries, despite spending a much larger share of its GDP on health 
care than any of these other countries. However, the current system was 
very profi table to drug companies, hospitals, and insurance companies, 
and these entities had millions of dollars to spend to infl uence members of 
Congress. In a manner typical of Clinton’s centrist approach, his advisors 
(led by First Lady Hillary Clinton) devised an incredibly complex reform 
proposal, designed to correct the fl aws of the current system without 
fundamentally changing it. The proposal was so complex that few voters 
(or members of Congress for that matter) fully understood it, so that it 
became easy for opponents to paint it in any negative way they wished. 
The proposal foundered in Congress, and Clinton came away with a major 
domestic policy defeat (Skocpol 1996).

Meanwhile, conservative Republicans had come up with an effective 
strategy for regaining the power they had lost in the election of 1992. 
Even though they had played a major role in blocking the Democrats’ 
agenda, they campaigned against Democratic incumbents in Congress as 
an entrenched, do-nothing bloc of ineffective leaders. In addition, they 
appealed to conservative antitax sentiments and to voters who remained 
concerned about social issues, such as abortion. The result was a smashing 
victory in the 1994 congressional election that gave Republicans control of 
both houses of Congress for the fi rst time since the 1950s.

Another element contributing to the Republican victory was that they 
had outlined a set of clear proposals for moving public policy in a conserva-
tive direction, known as the Contract with America. Within the tradition of 
American political parties as loose coalitions hammering out incremental 
policy through compromise, it was an unusual move for a congressional 
party to commit itself in advance to a specifi c set of measures. Voters may 
not have agreed with all the specifi cs of the plan, but it conveyed an image 
of positive leadership to a public disillusioned with congressional inaction. 
This Contract also coincided with the transformation of the Republican 
Party into a cohesive and ideologically uniform coalition that was strongly 
committed to reducing taxes, cutting social programs, and enacting the 
agenda of social conservatives. Republican moderates were becoming a 
rare breed. House Speaker Newt Gingrich had helped engineer this trans-
formation by promoting conservative candidates throughout the nation, 
and he provided leadership in the House of Representatives.

However, in the end, very little of the Contract was enacted into law. 
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 With a president of the opposite party, and with congressional Democrats 
able to block some measures, the legislative results were limited. Moreover, 
in 1995, the Republicans became locked into an extended budget battle 
with Clinton that threatened to shut down large sections of the govern-
ment because appropriations bills had not been passed. In response to his 
previous failures in moving Congress and convincing the public to support 
him, Clinton had hired Dick Morris, a sophisticated political strategist, to 
help rescue his presidency. With Morris’s help, Clinton was able to skillfully 
shift the blame for the budgetary stalemate to the Republicans, so that it 
was they whom the public perceived as being obstructionist. The party that 
had gained public support by promising leadership ended up with a more 
negative public image.

Following the 1994 Republican victory, a number of conservatives had 
intensifi ed their calls for the abolition of the Department of Housing and 
Urban Development, and they introduced bills to that effect. Moderate 
Republicans, such as Rep. Rick Lazio (R, N.Y.) and Senator Christopher 
Bond (R, Mo.), who remained as chairs of the House and Senate Banking 
Committees, believed that this was not feasible, and they helped to ensure 
that the HUD abolition bills got nowhere in Congress (CQ Almanac 1995, 
1996). However, these moderates, along with the Clinton administra-
tion, believed that HUD needed a serious overhaul. The administration 
continued to push for radical decentralization of the administration of 
public housing, including loosening of income rules and the conversion of 
public housing subsidies to portable vouchers for tenants.

The voucher idea was not supported by Bond or Lazio, but their commit-
tees reported a HUD reauthorization bill that included many of Clinton’s 
proposals, including consolidation of programs serving the homeless. It 
also included provisions that would have encouraged the “working poor” 
to live in public housing by reducing the required percentage of public 
housing that had to be allocated to “very low income” households, i.e., 
those at 30 percent of the median income or below and by relaxing the 
Brooke Amendment requirement that all tenants pay 30 percent of their 
income in rent. (This meant that increases in income due to working led 
to rent increases to bring the rent burden up to 30 percent—considered 
a work disincentive by many.) Finally, it included provisions that liberals 
considered punitive, such as requiring eight hours per week of “commu-
nity service” as a condition for the receipt of public housing assistance. 
However, no housing reform bill emerged during the mid-1990s, as the 
opposition of Congressional liberals and the threat of a veto prevented 
the drastic overhaul that many Republicans wanted. In 1995, a reform bill 
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 was passed by the House, but failed in the Senate (CQ Almanac 1995). In 
1996, the House and Senate passed different versions of a reform bill but 
were unable to reconcile their differences (CQ Almanac 1996, 7-21 to7-
23) A similar stalemate between the two chambers occurred in 1997 (CQ 
Almanac 1997, 7-12 to 7-16).

Meanwhile, the HUD appropriations process took a slightly different 
path. In 1995, the FY 1996 appropriations bill cut funding for housing 
programs by 21.5 percent, and because of this and cuts to other agencies 
such as EPA in the bill, it was vetoed by President Clinton. Eventually, as 
a result of the slow working out of the budgetary stalemate, Clinton was 
still forced to accept serious HUD budget cuts, so that, as Figure 8-1 shows, 
appropriations dropped from $24.6 billion in FY 1995 to $19.1 billion in FY 
1996. However, after that, HUD funding began a slow recovery, so that by 
FY 1999, the $24.08 billion appropriated was close to the FY 1995 level.

In addition, many of the provisions of the two HUD overhaul bills that 

Source: U.S. Department of Housing and Urban Development Budget Documents

Infl ation adjustment based on Consumer Price Index: 1994 = 100

0

19
94

20
08

20
06

20
04

20
02

20
00

19
98

19
96

Current $

5

35

30

25

20

15

10

D
ol

la
rs

 in
 B

ill
io

ns

40

Inflation 
Adjusted $

Figure 8-1 HUD Approproations: FY 1994–2008



Stagnation and Progress: The Clinton Era 269

 failed in the authorization process were successfully attached as a rider to 
the FY 1999 appropriations bill (CQ Almanac 1998, 20-7 to 20-13). Among 
the most signifi cant programmatic features attached to the appropriations 
bill were the following, as outlined in the CQ Almanac:

• Conversion of the Brooke Amendment limit on the percentage of 

income that can be charged as rent by public housing authorities from 

a fl oor to a ceiling, so that many tenants would have to pay at least some 

minimum monthly rent (no more than $50) even if their incomes were 

near zero;

• Formal abolition of the federal occupancy preference rules, although 

requirements as to the percentage of units that must be allocated to 

very low income families (<30% of median income) were left in place. 

By a complex formula, public housing authorities were allowed to 

increase the number of somewhat higher income families that they 

could rent to, as long as they preserved 75 percent of the units for very 

low income families;

• A requirement of eight hours per month of community service for 

adult tenants who were not working or participating in job training 

programs;

• Elimination of the requirement that public housing authorities replace 

every unit of obsolete or dilapidated public housing demolished with 

an equivalent unit or voucher. This provision would prove critical 

to the implementation of the HOPE VI program, which was also 

reauthorized in this measure.

The derailment of the Contract for America and the successful labeling 
of Republicans as obstructionists helped to set the stage for Clinton’s 
reelection in 1996. The economy was in good shape, and the Repub-
licans’ nominee, Senator Robert Dole, proved to be a less than effective 
campaigner. Clinton, whose political fortunes had been at low ebb just 
over a year earlier, won a resounding victory. However, as part of the price 
of that victory, he felt compelled to sign a welfare reform bill that refl ected, 
in large part, the Republican philosophy. It abolished the AFDC program, 
put a fi ve-year lifetime limit on the receipt of welfare benefi ts by any indi-
vidual, and it required recipients to be seeking work or training for work 
as a condition of their benefi ts. In 1992, Clinton had promised to “end 
welfare as we know it.” Even though the bill was more conservative than he 
would have liked, he knew that failing to sign it would lead to accusations 
of failure to follow through on his promise.
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 Frustrated in their attempts fi rst to render President Clinton powerless 
and then to prevent his reelection, Republicans turned to what Ginsburg 
and Schefter (1999) have referred to as “politics by other means.” Kenneth 
Starr, a special prosecutor appointed to investigate alleged improprieties 
associated with the Whitewater land deal that Bill and Hillary Clinton had 
been involved with prior to Clinton’s presidency, changed direction and 
began to investigate reports he’d received concerning an affair between 
President Clinton and a White House intern, Monica Lewinsky. In 1997, 
House Republicans brought impeachment charges against Clinton based 
on his alleged perjury before a grand jury concerning the affair. Even 
though the Republicans insisted that they were trying him for perjury, not 
adultery, a majority of the public did not see it that way, and polls showed a 
lack of support for the impeachment. The Senate acquitted Clinton, failing 
to fi nd that he had engaged in the “high crimes and misdemeanors” that 
the Constitution says are grounds for impeachment. Once again, Clinton 
was still standing after a Republican onslaught.

Despite the bitter impeachment confrontation between Clinton and 
Congress, they continued to hammer out compromises on appropriations 
bills, and this process resulted in increasing HUD appropriations during 
the last two years of the Clinton Administration. In 2000, a very generous 
HUD/VA/NASA appropriations bill passed. During negotiations Clinton 
beat back Republican attempts to kill his pet program, AmeriCorps, and, 
with the support of some moderate Republicans, he was able to increase 
funding for housing vouchers. Passage of the bill was also greased by $360 
million in congressional earmarks (CQ Almanac. 2000a, 2-148 to 2-158) As 
Figure 8-1 shows, HUD appropriations continued their steady climb out 
of the trough of 1994–95 during 1999 and 2000, even though adjusting 
appropriations for infl ation shows that, in terms of real dollars, they were 
only holding their own, rather than increasing. This history suggests that, 
even in a situation of deeply polarized parties, the pressure to keep the 
government running and to meet basic human needs can sometimes 
produce compromises.

Another housing bill was approved by Congress in 2000 that illustrated 
the ambiguity that frequently emerges when policy makers try to identify 
critical housing needs and the populations that should be targeted for 
assistance. The housing market was booming in 2000, and even though 
home ownership had increased to a record level of 67.7 percent of house-
holds, members of Congress were concerned that low to middle income 
families were being priced out of the home ownership market. Supported 
by lobbyists from the housing industry, the bill included provisions that 
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 allowed some Section 8 vouchers to apply to home purchases and enabled 
localities to loosen regulatory barriers to the creation of affordable housing. 
However, the AARP and the National Low Income Housing Coalition did 
not endorse the bill, arguing that it did not target the families most in need 
of housing assistance. In earlier versions of the bill there was a provision 
to assist police offi cers and fi refi ghters to acquire homes in disadvantaged 
neighborhoods, but this was eliminated in the fi nal bill at the behest of 
Senator Phil Gramm (R, Texas) a strong opponent of any nonmarket 
solutions for disadvantaged neighborhoods (CQ Almanac 2000b 17-18 to 
17-22).

Hope VI

Out of the maelstrom of attack and defense that characterized housing 
policy in the fi rst half of the 1990s emerged another program that was to 
have a profound impact on the federal role in housing. Even though its 
name links it to the language of the 1990 Act, it was, in fact created in 1993, 
under the original title of “Urban Revitalization Demonstration,” as part of 
the Department of Veterans Affairs and Housing and Urban Development 
and Independent Agencies Appropriations Act of 1993 (U.S. Department 
of Housing and Urban Development 2003). As was the case with subse-
quent legislative battles, its passage refl ected the growing consensus among 
both Democrats and Republicans that certain aspects of the public housing 
program were fundamentally broken. The immediate impetus was a report 
on troubled public housing units issued by the National Commission on 
Severely Distressed Public Housing in 1992 (U.S. Department of Housing 
and Urban Development 1992). The report identifi ed 86,000 units of public 
housing across the United States that were grossly unfi t for human habita-
tion, many of which were sitting vacant and abandoned. While these units 
represented only 6 percent of the total of 1.4 million public housing units, 
they tended to be highly visible because of their concentration in large 
urban areas and because they exerted a powerful negative impact on both 
their residents and those living in surrounding neighborhoods. An explicit 
goal of the Clinton administration in implementing this program was to 
improve the public’s image of public housing (Smith 2006, 31–32).

Although HOPE VI was originally enacted as part of an appropria-
tions bill, it was given fi rmer legislative authorization through the Quality 
Housing and Work Responsibility Act of 1998 (Smith 2006). This act also 
enabled the program to proceed more vigorously by eliminating the “one 
for one replacement rule” which had compelled local authorities to replace 
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 any public housing unit demolished with another comparable one. The 
units eliminated by HOPE VI could now be replaced with vouchers, giving 
localities a great deal more fl exibility in developing HOPE VI plans.

During the eighteen years that the program has operated, 96,200 units 
of public housing have been demolished. They have been replaced by 
107,800 new or renovated housing units, of which 56,800 are affordable to 
the lowest income families. This net loss of low income units was counter-
balanced by the issuance of 78,000 vouchers (U.S. Department of Housing 
and Urban Development 2010, 20). Whether or not these vouchers would 
have been available to other low income families if not used for HOPE VI 
is not clear; certainly, Congress’ extreme reluctance to fund new vouchers 
suggests that they might not have been.

As has been discussed throughout this work, concern with the intense 
concentration of extremely low income households in public housing has 
been a recurring theme throughout the history of the program, and this 
concern has generated a variety of programs to deal with this concentra-
tion. However, previous programs, from Section 23 in the 1960s to Move 
To Opportunity in the 1990s, were directed at fi nding alternative places 
for some of the poor to live, while leaving large public housing projects 
more or less intact. In contrast, the aim of HOPE VI was to obliterate these 
concentrated units and replace them with alternative land use patterns and 
structures that were considered more desirable by housing planners.

The criterion for desirability that became central to the HOPE VI 
program was the idea of mixed income neighborhoods. The large high rises 
that concentrated thousands of very low income households in relatively 
small geographic areas were to be replaced with lower density units that 
would be occupied by higher income households as well as by former 
public housing tenants. Tenure would also be mixed, with units for sale 
existing side by side with rental units, either within the same structures or 
on adjacent blocks. This lowering of density and infusion of higher income 
households would, of course, displace a substantial portion of the existing 
public housing tenants, but these displaced households were to be either 
moved to other public housing units or provided with vouchers so that 
they could secure decent housing in other neighborhoods.

Because the “mixed income” concept is so central to HOPE VI, it is 
important to consider the various arguments that have been advanced to 
support the desirability of mixed income neighborhoods and the various 
criticisms that have been raised to counter these arguments. Table 8.1 
briefl y summarizes both the basics supportive arguments and their critical 
counterpoints.
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Because of the controversy concerning the HOPE VI strategy, public 
housing tenants affected by these projects have been fairly extensively 
studied. Therefore, it is possible to review considerable empirical evidence 
to determine whether the arguments of either supporters or opponents 
are supported by experience with the program over eighteen years that 
it has been in existence. Edward Goetz (2010) has provided a clear and 
comprehensive review of the literature relevant to the impact HOPE VI on 
displaced public housing tenants. He presents the following conclusions:

• Those households displaced by HOPE VI have moved to neighborhoods 

with lower concentrations of poverty than the public housing projects 

they formerly inhabited. However, there is little evidence to support an 

Table 8.1 The Pros and Cons of the Hope VI “Mixed Income” Strategy

Supporting arguments Critical rejoinders

Concentration of low income families 
in single developments exacerbates all of 
the problems associated with poverty.

The concentration argument “blames 
the victims,” rather than focusing on 
gross mismanagement and neglect by 
those charged with providing public 
housing.

Low income households that live 
alongside higher income households 
will have better physical access to 
jobs and schools, which will enhance 
the opportunities of both adults and 
children.

These benefi ts are merely assumed by 
planners, without suffi cient support by 
empirical evidence.

Living in better neighborhoods will 
enable low income families to develop 
better social capital that will help them 
be more successful in breaking the cycle 
of poverty and dependence.

Public housing tenants have dense, 
supportive networks of social capital 
within their existing neighborhoods that 
are disrupted by displacement.

Households with relatively higher 
incomes will provide positive role 
models for public housing tenants who 
live among them.

How many individuals really utilize 
their neighbors as important role models 
in making decisions about their lives?

Mixed income developments improve 
both the reality and the perceptions of 
the neighborhoods that public housing 
tenants inhabit, thereby improving their 
living conditions and removing the 
stigma that comes from living in “the 
projects.”

Public housing tenants are merely 
displaced to other disadvantaged 
neighborhoods, where they are equally 
segregated by race and class.



274 The Feder al Government & Urban Housing

 improvement in employment opportunities for adults or educational 

achievement in children as a result of displacement to these slightly 

higher income neighborhoods. Factors such as lack of human capital, 

discrimination, family, and health problems are much more powerful 

determinants of success than the location of one’s residence.

• While tenants displaced by HOPE VI report signifi cant increases in 

physical safety, there is little evidence for a correlation between this and 

improvements in physical or mental health.

• The social networks formed by displaced households in their new 

neighborhoods are often weaker than those that they had in their 

former dwellings. Neighboring behavior between these households and 

the higher income households among whom they live has been found 

by several studies to be limited and superfi cial.

An article by Alexandra Curley (2010) published in the same issue of 
Cityscape as Goetz’s literature view reports a more detailed study of the issue 
of social capital formation by displaced households. Utilizing both quan-
titative and qualitative data on displaced households from the Maverick 
Gardens public housing project in Boston, she fi nds that many households 
have experienced a loss of the regular interactions with neighbors that they 
had in Maverick Gardens. Whereas the density and common entryways of 
the old project made such interactions virtually mandatory and led to lots 
of informal socializing between neighbors, displaced households report 
a greater sense of isolation because the enhanced private spaces of their 
“improved” neighborhoods encourage people to stay within their houses 
and to ignore their neighbors. The key variable determining whether social 
capital is improved or detracted from by their moves was whether or not 
common spaces such as neighborhood centers had been created in the new 
neighborhoods to which they had moved.

In sharp contrast to the critical perspectives just presented, a compre-
hensive study of HOPE VI conducted for the Urban Institute in 2004 
emphasizes the concrete benefits that public housing tenants have 
received as a result of HOPE VI (Popkin et al., 2004). They begin their 
analysis with data showing the abysmal physical and social conditions of 
the public housing that they left. In many projects, years of neglect and 
incompetent management by public housing authorities had exposed 
tenants to serious health and safety threats from their units. Many units 
were vacant, and new families would often refuse to move in, even after 
finally coming to the top of a years-long waiting list for public housing. 
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 Vacant units were magnets for illegal activity by squatters. The authors 
acknowledge that the neighborhoods to which displaced tenants moved 
are often only slightly less poor than the projects they left and that racial 
segregation has been largely perpetuated by the moves, but they stress 
the improved physical condition of the housing these households now 
occupy and their improved sense of safety in their new neighborhoods. 
They also highlight the vastly improved appearance and atmosphere 
of the new, lower density housing that has replaced the grim, massive 
public housing blocks in which thousands of desperately poor people 
were crammed together. Similar positive outcomes for both the tenants 
displaced and the revitalized public housing neighborhoods created were 
reported in a study conducted for HUD in 2003 by Abt Associates (U.S. 
Department of Housing and Urban Development 2003).

The debate over HOPE VI gets to the heart of the issues of housing 
needs raised in chapter 3. Decent housing and neighborhood conditions 
clearly make an important contribution to people’s overall quality of 
life. It is difficult to argue that the isolation, stigmatization, danger, 
and physical deterioration associated with the type of distressed public 
housing demolished by HOPE VI could have anything but a negative 
effect on the lives of the poor people living there, despite the networks of 
mutual support which residents often formed to cope with these difficult 
conditions. However, in analyzing the problems of impoverished public 
housing tenants, it is easy to move beyond this obvious but limited 
relationship to an argument that rests on physical determinism. The 
empirical evidence fails to support the expectations of some HOPE VI 
advocates that simply changing the addresses of public housing tenants 
would create dramatic improvements in their lives. Given all the other 
negative factors that affect low income households, it is not surprising 
that such expectations would prove unrealistic.

In addition, critics have, accurately, called attention to the negative 
consequences of the coercive element in HOPE VI displacement. They 
point out that the move to “better” neighborhoods was not something 
chosen by public housing tenants but something imposed on them by 
planners and decision makers from more privileged groups. Despite 
the provisions in the HOPE VI legislation for the involvement of 
residents in the transformation of their housing, there was often little 
consultation or effective involvement of public housing residents in the 
process (Smith 2006). Moreover, embedded in the argument for forced 
dispersal of concentrations of poor people is continued stigmatization 
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 and “victim blaming.” While HOPE VI has aggressively addressed the 
poor federal and local management of public housing that contributed 
to its problems, the stigmatizing notion that “too many” poor people in 
one place is a “bad” thing is still implicit in its approach.

Homelessness

Programs directly addressing homelessness found a fairly stable funding 
niche during the 1990s, albeit at lower levels than many advocates believed 
were necessary to effectively address the problem. Two key developments 
in the design of homeless assistance refl ect two different images of the 
homeless problem that can sometimes come into confl ict. One image 
emphasizes the multiple personal and social problems faced by homeless 
people, such as alcohol or drug abuse, mental health issues, domestic 
violence, or employment issues as the drivers of homelessness that must 
be addressed before the individual or family can acquire stable housing 
(National Coalition for the Homeless 2009a). The second view sees home-
lessness as, fi rst and foremost, a housing problem and seeks to establish 
stable shelter for the household before other services. These images are not 
mutually incompatible and, over the course of time, have been combined 
by many communities into a holistic strategy for addressing homelessness 
(Burt and Spellman 2007). However, they represent two polarities that may 
pull programs for the homeless in different directions.

During the late 1990s and early 2000s, the fi rst view was the most infl u-
ential in guiding federal policy. From the early 1990s on, local communities 
were required to establish local homeless coordinating boards, which 
would bring providers together to adopt a common understanding of 
how each could contribute to alleviating homelessness. Beginning in 1995, 
HUD distributed funds based on the Continuum of Care model, in which 
a homeless family or individual would be guided toward a coordinated 
set of services that would address their multiple problems. The providers 
involved typically included mental health, drug treatment, social service, 
and job training agencies (Burt and Spellman 2007). Veterans’ service 
organizations were also included to address the special problems of this 
important subgroup among the homeless, which, according to the National 
Coalition for the Homeless (2009) may represent between one-fi fth and 
one-fourth of all homeless people.

However, as localities continued to address the needs of the home-
less, the second view began to gain greater infl uence, as expressed the in 
“housing fi rst” programs adopted by many localities (National Alliance 
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 to End Homelessness 2010). In these programs, the fi rst priority was to 
place the household in stable housing, which was required to be more 
permanent than shelters or transitional housing. A continuum of care was 
still provided, but the idea guiding these programs is that the household 
will be better able to take advantage of these services once their anxiety 
about having a roof over their heads is reduced. It was also increasingly 
recognized that some homeless persons would need Permanent Supportive 
Housing, in which services would continue to be provided to them in their 
units.

Homeless policy was also guided by an increasingly sophisticated model 
of homelessness, in which the homeless are seen not as a uniform group but 
as composed of distinct subgroups. One is the chronically homeless, who 
typically consume a great deal of the resources devoted to homelessness 
because of their multiple problems. It is this group at which Permanent 
Supportive Housing is directed. Even though this might seem to require 
a large amount of resources, it often saves money by preventing multiple 
crisis incidents with service providers and the police. Another group 
consists of the transitional homeless, whose homelessness is occasioned 
by a short-term crisis of one sort or another. For example, a woman fl eeing 
domestic abuse with her children may fi nd herself without the resources 
to secure alternative housing, and she needs temporary help until she can 
get herself on a sounder fi nancial footing. (The National Coalition for the 
Homeless [2009a] reports that an estimated 63% of homeless women have 
experienced domestic violence in their adult lives.) Economics also plays a 
big role in transitional homelessness. The general effects of the 2007–2010 
recession have added to this population, and housing foreclosures, in 
particular, have increased the risk of homelessness for both lower income 
homeowners and tenants who are evicted from foreclosed rental proper-
ties (National Coalition for the Homeless 2009b). A third group consists 
of persons whose chronically low income, or other personal problems, 
makes them subject to periodic homelessness. They may require intensive 
services, but not on the level required by the chronically homeless (Burt 
and Spellman 2007).

As housing and service providers continued to seek creative ways to 
serve the homeless, another uglier strain in local politics had a negative 
impact on this population. Many communities became committed to 
removing the homeless from public places by criminalizing such behaviors 
as sleeping in public places or carrying one’s belongings in a grocery cart. 
These measures were ostensibly to “restore public order” along the lines 
of George Kelling’s “broken windows” theory of crime reduction (Kelling 
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 1996). While it is certainly true that certain elements of the homeless 
population exhibited behavior such as aggressive panhandling and public 
urination that made public areas much less attractive and pleasant, one 
can argue that the main purpose of these punitive measures was to get 
the homeless out of the sight of higher income citizens and to stigmatize 
them as a “criminal element” that was responsible for their own problems. 
A few communities went so far as to prohibit charitable organizations 
from serving meals to the homeless on the grounds that it “promoted” 
the homeless lifestyle! (National Coalition for the Homeless and National 
Law Center on Homelessness and Poverty 2010). If there is a positive side 
to this trend, it is that, as Burt and Spellman (2007) report, the threat of 
such punitive measures caused a number of communities to intensify their 
efforts to provide effective services.

Part II—State and Local Leadership in Housing

There was no single decision point during the 1990s at which state and 
local governments stepped forward to become the leading actors in housing 
production for low and moderate income households. Rather, their role 
emerged gradually, as the federal government continued the reduced level 
of support for housing that had been established during the 1980s. A series 
of federal actions had created the tools that states and localities would 
use to fulfi ll their new role, but the creative leadership would come from 
a partnership between state government, local government, nonprofi t 
housing corporations, and for-profi t developers. These networks were also 
supported by national nonprofi t organizations, such as the Local Initia-
tive Support Corporation (LISC) and the Enterprise Foundation, which 
provided both credit and technical assistance (Erikson 2009).

As has been shown in earlier chapters, state and local governments have 
come down on both sides of the liberal versus conservative values divide, 
depending on the circumstances. As Molotch (1987) has argued, much of 
local politics revolves around land use, with different groups competing for 
control of land either as an investment or as a place of residence or both. 
Where lower income households, particularly people of color, have tried 
to compete (or even been perceived as competing) with higher income 
households for desirable locations, then local government has often been 
utilized as a tool for massive, reactionary resistance. Where local elites 
decided that land should be converted to a “higher and better” use, that 
is, one that protected or enhanced their investments, poor people have 
been displaced, either through massive removal (as in the case of urban 
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 renewal) or through gradual pricing out of the market (as in the case of 
gentrifi cation).

On the other side of the coin, local communities are directly confronted 
with the daily problems of declining neighborhoods, homelessness, and 
other negative effects of a lack of affordable housing. Therefore, they are 
often encouraged by circumstances to take a more pragmatic approach to 
these problems, in contrast to the ideological posturing that often domi-
nates the national politics surrounding housing assistance and other social 
policies. Local business and political elites can often be convinced that 
the creation of decent, affordable housing is in the best interests of their 
community, in that it may reduce the negative externalities associated with 
deprivation and with declining neighborhoods. In addition, local private 
developers have found that, with the proper subsidies, the production of 
low to moderate income housing can be quite profi table.

Neighborhood organizations have also played an important role in 
generating local support for housing initiatives. Many of the stronger ones 
have created CDCs to rehabilitate or construct housing, piecing together 
funding from a variety of sources (Vidal 1992). Randy Stoecker (2001) 
has argued that when a neighborhood association becomes a housing 
developer, it blunts the edge of their militant protests against overall condi-
tions of inequality, because they have to please multiple, powerful actors 
in order to keep their often meager fl ow of housing investment coming in. 
However, this has been an acceptable trade-off for many neighborhood 
leaders, because of the immediate positive effect that improved housing 
has on the quality of life in their neighborhoods.

The emerging role of state governments in housing provision has been 
discussed earlier. The issuance of tax-free bonds for investors provided a 
way in which states could support housing development without a large, 
immediate impact on their expenditures. This form of fi nancing for low 
to moderate income housing continued to be important, even after the 
large federal production programs of the 1960s and 1970s were phased out. 
Because of their already established role in housing, states were given the 
important responsibility of allocating Low Income Housing Tax Credits 
among communities and projects when that program was established 
in 1986. This guaranteed that they would be a vital part of the support 
network for local initiatives.

David Erickson (2009) argues that the functioning of this state/local 
system of low income housing depends on a network of relationships 
between public and private actors. Local projects rarely rely on a single 
source of fi nancing or subsidy but, rather, combine multiple sources to 
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 create fi nancially viable projects. Thus, government, nonprofi t, and for-
profi t entities have been compelled to work together cooperatively in order 
to produce the units.

Federal subsidies play a large role in making these projects work, but 
they come in indirect forms that leave much of the control in the hands of 
state and local officials. Part of the financing is usually provided by Low 
Income Housing Tax Credits. These are syndicated by project developers, 
in order to attract a variety of investors. The federal government thus 
becomes part of the network, but through tax expenditures administered 
by the IRS, rather than through direct federal subsidies administered 
by HUD. Additional federal funds enter the mix, through the CDBG 
and HOME programs that are largely controlled by local governments. 
Finally, state governments utilize a portion of the tax exempt bonding 
capacity that is allowed to them on a per capita basis by the federal 
government. In return, they can maintain much lower interest rates 
for their bonds than would be necessary if they were not exempt from 
federal taxes, and these lower borrowing costs help make lower income 
housing projects financially viable. In the end, most housing projects 
borrow only a limited portion of their project capital from regular 
commercial sources (Erickson 2009).

During the 1990s, the rapid growth in nonprofit community develop-
ment corporations that had started in the 1980s placed these organizations 
in the role of major housing providers. The National Congress for 
Community Economic Development, an advocacy group for CDCs, 
periodically conducts a “census” of housing units produced by these 
entities. According to NCCED data, there were 2,000 CDCs in the 
nation in 1991, which had, as of that date produced 320,000 housing 
units and 17 million square feet of commercial/industrial space. By 
2005, the number of CDCs had doubled, to 4,000, and their cumulative 
production had risen to 1,252,000 housing units and 126 million square 
feet of commercial/industrial space (NCCED 2005). These data indicate 
that they had assumed a major role in housing production, but also 
that they are broad-gauged organizations interested in the economic 
and social development of neighborhoods.

CDCs vary in size from small, storefront operations to large orga-
nizations with hundreds of employees. For many years, they engaged 
in constant struggles to cobble together multiple financing sources for 
relatively small-scale projects (Vidal 1992). However, Erickson (2009) 
suggests that in recent years, they have become integrated into the more 
stable networks of support for low income housing production that he 
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 documents. They have routinely been supported by set asides in state 
and federal housing programs. For example, states are required to reserve 
10 percent of LIHTC support for nonprofit housing developers. They 
are widely viewed as more integrated into the neighborhoods they serve 
than other types of providers and as more willing to risk developments 
in seriously deteriorated neighborhoods. However, Stoecker (2003) has 
documented their struggles to reconcile their role as neighborhood 
advocates with their role as landlords, as well as their need to be 
responsive to external funding sources.

Without state, local, and nonprofit providers, there would have been 
little or no housing produced for low and moderate income families in 
the 1990s and 2000s. Their flexibility and their sensitivity to local needs 
and conditions meant that, in many cases, they could provide housing 
in a better managed and less stigmatizing form than earlier federal 
programs relying either on public ownership/management or private, 
for-profit ownership/management. Nevertheless, their projects could not 
fail to be affected by ongoing divisions between class and race and the 
pervasive neighborhood segregation that results from these divisions. 
A number of studies have suggested that state and local projects have 
resulted in less concentration of lower income households in areas 
where their neighbors are of the same class and color. Because of their 
smaller scale, these developments did not have the intense segregating 
impact on neighborhoods that earlier projects had. However, Julian and 
McCain (2010) found that many projects funded from a combination 
of the LIHTC and state/local sources were located in such a way as 
to perpetuate class and racial segregation, rather than to diversify 
neighborhoods.

Again one encounters the complex trade-offs that bedevil the creation 
of housing for low and moderate income people, especially those in 
stigmatized racial and ethnic groups. In many communities, the price 
of not conforming to neighborhood types and boundaries in siting new 
multifamily developments created by state/local/private partnerships 
would probably have been that no housing would have been built, because 
community controlled institutions would not be allowed to challenge 
community norms that support segregation. Also, as shown in connection 
with HOPE VI, the benefi ts to lower income families of scattering them 
among middle-class neighbors have been overstated in many cases. On 
the other hand, the deleterious effects of housing segregation in the areas 
of education, economic opportunity, and wealth accumulation are still 
strongly in evidence.
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Conclusion

This chapter has shown that the 1990s were a basically a period of stagna-
tion on the federal level. The major innovations in the Housing Act of 1990 
were maintained, but few new programs or resources were directed at the 
housing problems of low income households. While HUD appropriations 
grew, they were mainly directed at maintaining prior commitments to 
project-based housing or housing vouchers. Homeless programs continued 
to be funded, and some programmatic innovations occurred, but the level 
of funding directed at homelessness grew very little. The decade’s most 
innovative program, HOPE VI, was directed at the very serious problem 
of public housing developments that, in many cases, were barely habit-
able, but its impact on the residents of those projects was decidedly mixed. 
Again, no large new infusion of resources accompanied this program.

In the face of this stagnation, states and localities stepped forward to 
create new additions to the supply of affordable housing. Nonprofi t housing 
organizations also played a major role in this innovative culture. Without 
their collective efforts, virtually no new units of affordable housing would 
have been created during the 1990s. However, these state/local/nonprofi t 
networks were still dependent on key tools supplied by the federal govern-
ment, including tax subsidies through the Low Income Housing Tax 
Credit and tax exemption for state bonds, direct funding through CDBG 
and HOME, and vouchers supplied to tenants who could not afford even 
the reduced rents of these projects. Therefore, the limited commitment 
of the federal government also limited the efforts of states, localities, and 
nonprofi ts. State and local tax bases simply cannot provide the revenues 
that would be necessary to address the entire national problem of housing 
deprivation.

In the next chapter, we will review housing policy in the fi rst decade of 
the twenty-fi rst century. Late in this decade a major housing crisis emerged 
which affected people of all classes. However, unlike the Great Depression, 
this crisis has not, so far, produced bold new policy initiatives. 



 

Part I—The First Decade

The Administration of George W. Bush

The long-term result of the contested election of 2000 was another signifi -
cant rightward shift in American politics, but the will of the voters was 
decidedly murky at the time, given the extreme closeness of the vote. The 
most important effect of the Electoral College system for electing presidents 
is to divide the national election into fi fty separate state elections. The 
perverse math that is built into this system always contains the risk that the 
winner of the popular vote will not win a majority in the Electoral College, 
especially when support for the candidates is evenly divided. The election 
of 2000 represented the fi rst time that this had happened since the late 
nineteenth century, although Patterson (2003) points out that there have 
been several other “close calls.” The combination of two polarized wings of 
the electorate with a critical swing vote in the middle produced razor-thin 
majorities for either Al Gore or George W. Bush in a number of states, of 
which Florida received the most attention since its electoral votes would 
determine the fi nal outcome. With the victory ultimately determined by a 
Supreme Court decision on the Florida recount (Bush v. Gore) that many 
viewed as politically motivated, George W. Bush entered offi ce with a very 
shaky mandate, although Republican control of both houses of Congress 
provided him with the opportunity to pursue his conservative agenda.

As has been well documented, the destruction of the World Trade 
Center and the attack on the Pentagon by terrorists on September 11, 
2001, transformed the Bush presidency by placing him in a leadership 
position during a severe national crisis. Bush’s popularity soared, as he 
responded to the crisis with the Patriot Act, which was designed to enhance 
the government’s intelligence-gathering powers, and the invasion of 
Afghanistan to eliminate a key operating base of Al Qaeda, the group that 

Chapter 9

Housing in the Twenty-first Century

283



284 The Feder al Government & Urban Housing

 was responsible for the 9/11 attack. Key neoconservative advisers within 
the Bush administration were already committed to pushing U.S. foreign 
policy toward a more aggressive, nationalist stance, and the 9/11 crisis gave 
them that opportunity (Mann 2004). In the spring of 2003, they utilized 
popular support of any strong military action to engineer the American 
invasion of Iraq, despite the absence of any evidence linking the regime of 
Saddam Hussein to terrorism.

The result of these events was that most of the Bush presidency was 
focused on foreign policy and national security issues, rather than domestic 
policy. However, this did not prevent the Bush administration from having 
a signifi cant impact on domestic policy. The measure that had the most 
profound impact was the extensive tax cut legislation that was pushed 
through Congress early in his presidency. Thanks to the booming economy 
in the late 1990s and to the modest tax increases on higher income house-
holds that were enacted during the Clinton administration, the last two 
years of that administration saw the fi rst federal budget surpluses that the 
nation had experienced since the late 1960s. The Bush tax cuts eliminated 
higher rates on the wealthy, as well as providing across the board tax cuts 
for other households. (The benefi ts of these tax cuts were concentrated in 
the highest income brackets—see Mishel, Bernstein, and Allegretto 2009.) 
As a result of these tax cuts, plus the increased spending necessary to fi ght 
two wars and a slowing of economic growth, Clinton’s budget surplus 
was quickly converted to large structural federal defi cits, the largest since 
the Reagan Administration (U.S. Offi ce of Management and the Budget 
2011).

The effect of large defi cits is to discourage additional discretionary 
domestic spending, which, as was noted in chapter 7, may not be an entirely 
accidental outcome of Republican budgetary strategy. However, during 
both of George W. Bush’s terms housing programs were not the targets of 
intensive efforts to cut them, as they had been during the Reagan adminis-
tration and during the early years of Republican Congressional majorities 
during the Clinton administration. Both Republicans and Democrats on 
the relevant congressional committees continued to advocate for these 
programs, and a large portion of the funds were utilized just to maintain 
the status quo in federally assisted housing, rather than make bold new 
initiatives. Although many Republicans continued to be hostile to housing 
assistance programs and to HUD in general, the potential displacement 
of millions of families who were already receiving federal assistance made 
drastic cuts politically risky.
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Figure 9-1shows the “status quo” nature of housing assistance during 
this period. Renewals of existing housing vouchers and Section 8 contracts 
consumed the lion’s share of HUD’s housing expenditures, with only very 
small amounts being allocated to new vouchers. Another large portion of 
HUD’s housing budget went to capital and operating subsidies for existing 
public housing units. Compared to these expenditures, appropriations 
for the HOPE VI program were miniscule, despite all the attention that 
this program had received. President Bush tried to eliminate the program 
altogether during the last three years of his term, but Congress kept it 
minimally funded at $100 to $150 million a year (CQ Almanac 2007).

The only programs aimed explicitly at production were the HOME 
program and the Native American Housing Block Grants, both of which 
were under local or tribal control. Of course, CDBG funding, not shown 
here but averaging $4 to $5 billion a year, was also partly used for housing. 

Figure 9-1 Selected HUD Housing Expenditures: 1997–2006

Source: U.S. Department of Housing and Urban Development Budget Documents
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 In addition, tax expenditures for housing production through the LIHTC 
are not refl ected in the HUD budget. As noted in chapter 8, these modest 
sources of federal production support were a vital ingredient in the 
success of the housing production network created by states, localities, and 
nonprofi t housing providers.

The fact that housing expenditures remained steady and even grew 
slightly during this period does not mean that there was not considerable 
hostility toward housing assistance programs within the administration 
of George W. Bush. Bush appointed Mel Martinez, a Florida political ally 
of himself and his brother Jeb Bush (then governor of Florida), as HUD 
Secretary. The National Journal, a publication that follows housing issues 
on a regular basis, gave Martinez a C+ for leadership, saying that he did not 
argue vigorously for HUD programs or exert careful control over HUD’s 
various divisions (“A Bush Favorite Goes with the Flow” 2003). Bush’s 
only new housing proposal was a program to promote homeownership 
among low income families, which was part of his “ownership society” 
initiative that also included the privatization of Social Security. It would 
have provided down payment assistance grants, refl ecting the fact that the 
down payment is often a bigger obstacle to low income home ownership 
than are the monthly payments. The program was touted as particularly 
helpful to minority households, whose lack of home ownership contributes 
to the huge wealth gap between them and white households. However, this 
program never got very far in Congress. Many housing advocates were 
skeptical of this program because they viewed it as a “Trojan Horse” that 
would lead to deep cuts in rental assistance, to which Bush’s team had 
expressed great hostility. In addition, many stressed the risks involved in 
extending credit to people of very low incomes, even with an upfront grant 
(Kosterlitz 2004). In light of the subprime meltdown to be described in the 
next section, their concerns seem prescient. Such a program might very 
well have added fuel to the fi re of irresponsible lending and borrowing that 
was already occurring in low income areas.

The Mortgage Collapse

The central housing story of the 2000s was the collapse of the housing 
market during the latter half of that decade. As Dan Immergluck (2009) 
documents, many of the problems that precipitated this collapse were 
readily apparent earlier in the decade, but the warning signals were either 
totally ignored or not acted upon by either Congress or the president. 
The Federal Reserve set interest rates low, to encourage economic growth, 
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 but of course the most dramatic impact of low interest rates tends to 
be on the housing market. Meanwhile, credit was extended to an ever 
riskier set of borrowers by means of subprime lending. The availability 
of easy credit increased the demand for housing, thereby putting upward 
pressure on prices, while the prospect of escalating housing prices 
encouraged both borrowers and lenders to take more risks. This mutu-
ally reinforcing cycle produced a “housing bubble” that most observers 
predicted would eventually collapse. Some prominent economic leaders, 
such as Federal Reserve Board Chairman Alan Greenspan, minimized 
the possibility that such a collapse would have negative effects for the 
whole economy, emphasizing the “self-corrective” elements of the free 
market (Kosterlitz 2007). Other economists were more concerned about 
the collapse, but, in any case, few decision makers in either party were 
willing to take action to address it.

Charging a more risky “subprime” borrower a somewhat higher 
interest rate is not, in and of itself, necessarily destructive. For some 
borrowers, paying a higher rate is preferable to getting no loan at all. 
However, the type of loans that were being made in the subprime market 
involved not just higher rates but terms and conditions that many would 
argue were deceptive. Most of these loans offered a low, teaser interest 
rate that provided the buyer with payments he or she could afford, 
and they also often included a zero down payment and limited or no 
income or credit checks. However, after two to five years, a balloon note 
would come due. Since there were also substantial prepayment fees, the 
borrower had little choice but to refinance at a much higher interest rate. 
There were also several other types of substantial charges and fees that 
were hidden in the fine print of lengthy origination documents. Loan 
payments could more than double under many of these arrangements, 
leaving the buyer unable to pay and faced with foreclosure. It was these 
features that earned many subprime lenders the label of “predatory 
lenders” (Immergluck 2009).

The key to easier credit was the ability of lenders to pass on some 
of the risk to an increasingly complex layer of secondary investors. 
Mortgages were sold by the originators to various types of intermediaries, 
who would then bundle them together to create the basis for issuing 
mortgage-backed securities. Investors could choose from securities backed 
by several “tranches” of loans, distinguished from one another by the 
degree of risk that they represented. Many major financial institutions 
invested large amounts of their capital in these mortgage-backed securi-
ties, on the assumption that risk would be distributed over a collection 
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 of mortgages and that the booming housing market would protect them 
from serious losses due to foreclosures on the underlying mortgages. Key 
bond rating companies such as Moody’s and Standard and Poor’s often 
gave these instruments high ratings that would later prove questionable 
and would draw attention to the conflict of interest inherent in the fact 
that the bond evaluators are paid by those who issue the bonds.

Meanwhile, on the front end of these transactions, the incentive 
structure for brokers encouraged achieving a high volume of loans, 
rather than ensuring that the loans were sound. Non-bank mortgage 
originators, who dominated the subprime market, made most of their 
money on origination fees, not on the return of the mortgage as a 
longer-term investment. Their agents were given bonuses based on the 
number of loans they originated, not the soundness of those mortgages, 
so they had a powerful incentive to use aggressive selling techniques to 
push a household into a mortgage, regardless of whether they could 
afford it. By the time the borrower defaulted on the payments, forcing 
the house into foreclosure, the originators had passed on much of the 
risk to other investors.

Defenders of this system would later argue that it put home ownership 
within reach of families who could otherwise not afford it or would not 
qualify for a regular mortgage due to credit problems (Clemmitt 2007). 
Aside from the fact that pushing a household into a loan they couldn’t 
afford and setting them up for later foreclosure was not exactly doing them 
a favor, the notion that all subprime borrowers couldn’t qualify for regular 
loans was largely a myth. Many of the households that were pushed into 
more expensive, subprime loans by aggressive brokers could have qualifi ed 
for more conventional loans but were told that they couldn’t. Particularly 
vulnerable to this kind of hard sell were minority households, who often 
distrusted regular banks based on their own past experience, or the past 
experience of members of their group, of being denied credit despite their 
qualifi cations. Rather than risk the stress of applying for a regular loan and 
being rejected, many such households were willing to listen to promises of 
easy, no-questions-asked access to credit to purchase the home they had 
always wanted.

One of the most pernicious myths about the subprime lending 
crisis, one that was promulgated by some bankers and by conservative 
ideologues, was that it was precipitated by pressure on banks to make 
loans in low income areas resulting from the Community Reinvestment 
Act. Immergluck has clearly shown that this version of events is fallacious 
for at least two reasons:



Housing in the Twenty-fi rst Century 289

 • Many of the non-bank mortgage lenders who were most aggressive in 

pushing subprime loans were not subject to CRA regulations, which 

apply only to depository institutions.

• The community-based organizations that were working with banks 

to extend credit  to previously redlined areas had a strong interest in 

making sure that the loans they made were sound. Loan defaults would 

not only harm individual buyers and neighborhoods but discourage 

banks from making additional loans. Therefore, their loan programs 

were the opposite of the high risk lending that was being foisted on 

low income households by deceptive sales practices. In fact, one can 

argue that even greater availability of responsible credit through CRA 

processes would have discouraged predatory lending.

Delinquency and foreclosure rates were, of course, much higher 
among subprime mortgages than among conventional loans, but the high 
numbers of households losing their homes put strong downward pressure 
on housing prices and cast a pall of uncertainty over the entire housing 
market. In 2008, Congress passed a housing fi nance overhaul bill, which 
included a fi rst-time homebuyer tax credit, loan guarantees, and extra 
CDBG funds to buy abandoned and foreclosed homes (CQ Almanac 2008). 
The homeowner assistance program was expanded in 2009. While in effect, 
this provided a temporary boost to home sales, once it expired in April 
2010 home sales dropped quickly to a level 18 percent below the 2009 rate 
(Clark 2010, 36). According to information provided to the CQ Reporter 
by the National Consumer Law Center, by the summer of 2010, one in 
twelve mortgages was seriously delinquent and one in ten was past due 
(Clark 2010, 35). Clearly, federal action had been insuffi cient to improve 
the longer-term health of the housing market.

The Mortgage Crisis and the Recession

During the latter half of 2008, a number of very large banks and fi nancial 
institutions were facing bankruptcy, due to their extensive investments 
in mortgage-backed securities and other real estate–based derivatives. 
Congress had already passed legislation to bail out Fannie Mae and Freddie 
Mac, because their fi nancial soundness had been seriously undermined by 
the crisis (CQ Almanac 2008). However, both liberals and conservatives 
came to believe that the collapse of large private fi nancial institutions would 
have strong cascading effects throughout the economy, possibly including 
triggering another Great Depression. Therefore, both parties united behind 
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 a fi nancial institution bailout proposal, costing in excess of $700 billion, 
which was proposed by the Bush administration. This legislation provided 
funds to keep banks and insurance companies afl oat while they tried to 
clear their books of nearly worthless real estate investments. The fact that 
many executives of these large institutions were receiving huge bonuses at 
the same time that they were poorly managing their institutions became 
an emotional public issue. Much of the debate over the bailout centered on 
how many restrictions to put on executive compensation, with the Bush 
administration favoring a less restrictive approach. The bill eventually 
passed, with strong bipartisan support. However, it would be left to the 
next administration to administer the program.

The Obama Administration

The election of Barack Obama as the nation’s fi rst African American 
president in 2008 appeared to presage a signifi cant liberal shift in American 
politics. Despite a bruising primary fi ght with Senator Hillary Clinton, he 
mobilized a vigorous campaign that attracted enthusiastic support from a 
wide range of voters. Voter turnout achieved levels not seen since the early 
1960s (McDonald 2008). He carried states such as Virginia, which had not 
gone for a Democrat in several decades. Moreover, he brought in with 
him the largest Congressional majorities that the Democrats had owned 
since the 1960s. However, in spite of this overall liberal shift, millions of 
polarized voters on the right were bitterly opposed to Obama’s candidacy, 
and there was an ugly undercurrent of racism in some of this opposition. 
Several analysts have concluded that had it not been for the deepening 
recession, which infl uenced swing voters in his direction, John McCain 
would have defeated him (Campbell 2008).

Having been swept into offi ce on a wave of economic discontent, 
President Obama would fi nd himself and his agenda engulfed by the 
same wave during his fi rst two years in offi ce. Several factors converged 
that would fuel subsequent criticism of his economic management. First, 
he had to manage the bailout of fi nancial institutions, which he had 
inherited from the previous administration. He tightened restrictions on 
the affected institutions, and some of them began to pay back the large 
sums they had borrowed from the government in order to avoid further 
restrictions. Nevertheless, in the minds of many conservatives, particularly 
white middle-class members of the “Tea Party” movement, the measure 
became “Obama’s Wall Street Bailout.” These individuals basically rewrote 
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 history in order to justify their general distrust and rejection of the Obama 
administration.

Secondly, soon after taking offi ce, Obama was faced with a diffi cult deci-
sion concerning the American automobile industry, which was also on the 
verge of collapse due to sales declines during the recession and due to their 
reliance on the production of large, fuel-ineffi cient cars that became less 
popular as gasoline prices increased. The collapse of these large corpora-
tions would throw hundreds of thousands of people out of work, both in 
the automobile companies and in the many other companies that were 
their suppliers. Therefore, the Obama administration decided to provide 
additional federal bailouts to these fi rms, as well. This measure, too, was 
used by his conservative opponents to portray him as favoring big corpora-
tions rather than “the little guy,” even though conservative politicians have 
historically supported government interventions to rescue market winners 
who are in trouble.

Third, the Obama administration secured the enactment of a large 
federal stimulus package, consisting of public works and public services 
spending, in order to jump start the slumping economy. There was nothing 
radical about this measure. It was a pretty much standard Keynesian 
intervention. However, it occurred against a backdrop consisting of the 
large structural deficits inherited from the Bush era plus the large bailout 
expenditures already incurred. Therefore, federal deficits shot up to 
extremely high levels, generating concerns from a variety of economists 
about their potential impact on the country’s economic health. These 
rapidly increasing deficits provided the basis for further conservative 
attacks on Obama for his perceived “fiscal irresponsibility.”

The fi nal nail in the coffi n for Obama’s image as a fi scal manager came 
from the fact that the economy did not respond rapidly to his stimulus 
efforts. There were several reasons for this lack of response:

• Despite the fact that many banks had received federal bailouts and were 

turning back toward profi tability, they were still extremely reluctant to 

lend money. The resulting tight credit made it diffi cult for businesses 

to expand, even in the face of renewed demand for their products.

• Much of the economic impact of the stimulus package was blunted by 

drastic cutbacks in spending by state and local governments, due to 

lowered tax revenues. In many states, stimulus money went to preserve 

existing public sector jobs, rather than to create new public or private 

sector employment.
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 • The housing market continued to be extremely weak, with foreclosure 

sales absorbing much of the housing demand that remained, and 

tight credit making home purchases more diffi cult. In addition, faulty 

underwriting procedures had exposed many foreclosures to legal 

challenge, creating even greater sluggishness and uncertainty in the 

housing market.

• Millions of families were still in economic crisis due to layoffs and/or 

foreclosures, so that consumer demand remained weak.

During his fi rst two years in offi ce, Obama utilized his substantial 
congressional majorities to secure passage of two major pieces of domestic 
legislation. One was the enactment of major health care reform, a goal 
that had eluded progressive presidents since the 1960s. The second was 
the enactment of reforms to the regulation of fi nancial institutions, which 
restored, to a limited degree, some of the regulatory authority that had 
been so drastically eroded since the 1980s. Both of these accomplish-
ments would appear to have had the potential to gain considerable public 
support, but a number of analysts suggest that Obama made an important 
political miscalculation in underestimating the strength and virulence of 
the conservative counterattack against his policies (Bromwich 2010).

As noted in chapter 2, conservatives had developed a number of effec-
tive propaganda tools during the 1980s and 1990s. They again utilized 
these tools to frame the debate around Obama’s legislative agenda. These 
included talk radio hosts such as Rush Limbaugh, a blatantly partisan Fox 
News Network, and numerous Internet sources that disseminated the most 
scurrilous of rumors about Obama’s character and intentions as if they 
were established facts. Their messages found a receptive audience among 
groups of white, middle- and working-class voters who had constructed 
a political identity around a profound distrust of any government efforts 
to assist people in need and of government regulation of the economy. 
Obama was portrayed as an elitist who was out of touch with ordinary 
people and who wanted to institute socialist controls over the economy. 
Some commentators have also pointed out the thinly veiled racist messages 
imbedded in conservative propaganda. Their overt messages questioning 
Obama’s citizenship and his religion were, in reality, aimed at portraying 
him as a dangerous outsider because of his race and because of his unusual 
background (Bromwich 2010).

The ongoing economic crisis, plus these effective conservative attacks, 
combined to produce a stunning reversal of party fortunes in the 2010 
midterm elections. Republicans gained more than sixty congressional seats, 
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 retaking control of the House of Representatives (Tomasky 2010). They also 
made gains in the Senate, although Democrats held on to their majority 
there. This restored the pattern of divided party control of Congress and the 
presidency, which has been the norm since 1970. Although many commen-
tators assume that divided control equals gridlock, a more detailed analysis 
by David Mayhew (2005) showed that major legislation has often passed in 
spite of divided party government. However, the ideological polarization 
of the parties continues to get more extreme, making gridlock a more likely 
outcome in the future. Although candidates supported by the extreme, 
“Tea Party” wing of the Republican Party had mixed success in the 2010 
election, the movement still exerts a strong rightward pull on the party, 
an infl uence that is enhanced by its wealthy corporate backers. Tea Party 
followers not only disagree with Democrats on policy outcomes but they 
appear to have constructed an alternative view of reality, based on their 
own set of “facts.” To the extent that members of Congress disagree with 
the president on their basic versions of reality, compromise becomes ever 
more diffi cult (Lilla 2010).

As the United States moves into the second decade of the twenty-fi rst 
century, one is forced to draw the ironic conclusion that housing policy 
may actually benefi t from not being at the top of the national agenda. 
Issues at the center of the agenda trigger intense, emotional debate that 
frequently produces less than optimal policy outcomes. Policy areas that 
are more on the periphery may be dealt with in less extreme and emotional 
terms. During the George W. Bush administration, housing programs were 
preserved and, to a limited degree expanded, despite Republican majorities 
in both houses of Congress. This was due to low key advocacy by moderate 
Republicans on the committees that deal with housing policy and a presi-
dential administration that, while proposing cuts in housing programs at 
various times, did not commit serious political capital to enacting these 
cuts. The divided Congress that was produced by the 2010 election is even 
less likely to agree on severe cutbacks to existing housing programs, even 
though the Obama administration has not attached a high priority to 
housing issues.

Nevertheless, while deep retrenchment is unlikely, a serious expansion of 
federal housing efforts is even more unlikely. In 2009, the Obama admin-
istration had begun to work with Congressional Democrats to modestly 
ramp up federal housing efforts, with HUD Secretary Shaun Donovan, 
a former New York City housing offi cial, providing leadership (Calmes 
2008). They expressed caution about tearing down more public housing 
units through HOPE VI without increasing funds for replacement units. 
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 Increased spending for housing vouchers and CDBG were included in the 
stimulus bill. In addition, the Obama administration supported efforts to 
capitalize the Federal Housing Trust Fund. This fund, modeled after the 
housing trust funds created by several states, had been a long-term goal 
of  low income housing advocates, and it was fi nally created as part of 
the mortgage fi nance reform measure passed in 2008. However, Congress 
had been unable to agree on providing actual funds to capitalize it, so a 
push from the White House would have been very helpful in creating the 
long-term, stable source of fi nancing for low income housing construction 
(Benson 2009).

However, in 2011, deep defi cits, plus intense Republican opposition, 
will prevent most domestic programs from doing more than holding their 
own. The current level of funding for housing vouchers and other federal 
assistance is far below the level needed to fully address the housing needs of 
low and moderate income households. Only by making housing vouchers 
an entitlement will an adequate level of support be achieved, and this is 
extremely unlikely to happen. Thus, millions of low income households 
will continue to spend large percentages of their income on housing, 
which tends to crowd out other needs and which makes them vulner-
able to homelessness should their limited incomes be interrupted. In the 
absence of a strong federal commitment local governments, in partnership 
with nonprofi t and for-profi t builders, have shown incredible creativity 
in producing decent, affordable housing with limited resources. Without 
a substantial new infusion of federal funds, these efforts will continue to 
address only a portion of the need.

Part II—Lessons and Recommendations 
for the Future

In examining the eighty-year overview of federal housing policy that 
this work has provided, strong elements of change and strong elements 
of continuity both become readily apparent. Programmatic changes have 
been frequent, as policy makers have attempted to correct what they 
perceived as the mistakes of previous policies and to respond to new prob-
lems. Levels of federal commitment to addressing housing problems have 
varied considerably, from the highs of the 1930s and 1960s to the lows of 
the mid-1980s. However, though programs and funding may vary, federal 
housing policies of all eras can be seen to address a common set of issues 
and to be confronted by a common set of dilemmas and trade-offs. The 
defi nition of these issues is strongly affected by the differences in social 
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 and political values that are subsumed under the liberal-conservative ideo-
logical split. The overall tenor of the debate has shifted from left to right 
and back over this eighty-year period, but the fundamental nature of the 
polarity remains the same.

As a summary and conclusion to this work, I begin with a review of the 
role of government in society as a whole. Within the context of this review, 
I then present a series of questions concerning the design and impact of 
housing policies that are critical to shaping decent and humane policy 
responses.

The Role of Government

A strong lesson of history is that capitalism depends on an active and 
effective public sector, which acts to maintain economic stability and to 
promote citizen well-being. The public sector serves the common good 
when it invests in goods and services that are essential to economic and 
social well-being that would not be provided, or would be inadequately 
provided, by the market system in the absence of government action. Clear 
and consensual targets of such investment include public and quasi-public 
goods such as infrastructure. More controversial, but no less essential, are 
investments in human capital. Providing people with access to a good 
education, adequate health care, adequate nutrition, and adequate shelter 
can be justifi ed in terms of justice and compassion, but it is also an invest-
ment in their capacity to be productive citizens that pays off for the whole 
society.

Ignoring this clear historical record, the Republican Party has shifted, 
during the last three decades, towards an ever more extreme antigovern-
ment ideology. They posit a “free market” that operates in the absence of 
“burdensome” government regulations or redistribution. Such a system 
never has and never will exist. This ideology serves the interests of corpora-
tions who want to pursue profi t in the absence of any effective protection 
of their workers and the larger community from the negative effects of this 
pursuit. These same corporations will eagerly seek government protection 
and subsidy when it suits their interests.

The well-fi nanced appeals of ultraconservative organizations have 
persuaded a signifi cant number of white, middle-class voters to embrace 
their antigovernment ideology. Independence and self-reliance have always 
been important American values, and, when exercised within the proper 
context, pursuit of these values creates positive results for the society as 
a whole. However, when people become convinced that the government 
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 is the most important threat to these values, it leads them to ignore the 
numerous ways in which corporate action constrains and disrupts the 
very freedom and independence they are seeking. A corporate health care 
system robs people of benefi ts that they were conscientiously paying to 
receive. Corporations move jobs to locations with the lowest production 
costs, with total disregard for the lives and livelihoods that are destroyed 
as a result. Corporations seek to block or subvert regulations designed to 
protect the earth’s resources and livability for future generations. Neolib-
eral economists assure us that this is all for the best in the long run, but 
this is cold comfort to those immediately affected. And yet, many citizens’ 
distrust of government is so profound that they are blind to the ways that 
government could be used to protect their interests.

Housing policy clearly illustrates the vital role that government can and 
must play in order to assure the minimally decent standards of habitation 
that are so central to satisfying basic human needs. There are three basic 
reasons why the housing needs of low and moderate income persons will 
never be successfully addressed without a strong role played by govern-
ment.
 1. The gap between incomes at the lower end of the distribution and 

housing costs is simply too great. Incomes can be improved in a 

number of ways: by better education and training for individuals, by 

economic development that creates better jobs, and by policies that 

seek to promote living wages. However, it is unlikely that this income/

housing cost gap could ever be closed to the extent that direct housing 

assistance would not be required for millions of households.

 2. Construction of good quality low and moderate income housing has 

never produced a suffi cient return on investment to attract private 

developers without some form of public subsidy, either directly 

through funds fl owing to owners or tenants or indirectly through the 

tax system. Thus, even if such housing could be provided at a profi t, 

the unsubsidized returns will always be lower than are obtained from 

producing higher income housing or by alternative investments.

 3. The main process by which low and moderate income households 

obtain housing is through the fi ltering down to them of older units that 

have been vacated by higher income households. If this process was 

accompanied by suffi cient levels of private investment to maintain the 

quality of these dwellings, then it might serve as an economically valid 

way to supply their housing needs. However, fi ltering is more typically 

accompanied by signifi cant disinvestment. Individual property owners 

may disinvest in order to increase their profi t margin in renting to 
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 lower income households. This disinvestment, in turn, produces a 

downward spiral in the neighborhoods surrounding their units, which 

interferes with future investment by others. In most cases, it is only 

signifi cant government intervention, utilizing both regulations and 

assistance, that can reverse this spiral.

Strategies for Government Intervention

Having established the necessity of some form of government interven-
tion in the private economy in order to assure the availability of decent, 
affordable housing for all, one is still left with the task of examining and 
evaluating the multiple strategies for government intervention that have 
been proposed and utilized over the past eighty years. This has been the 
major purpose of this book. The best way to summarize the conclusions 
and recommendations to be drawn from this examination is to ask and 
answer a series of fundamental questions about housing strategies.

Question 1: What is the best mechanism for direct housing assistance for low 
and moderate income households?

Direct public ownership and operation of housing units was a successful 
post–World War II strategy in a number of European countries (although 
most have now moved away from it). However, in the United States since 
World War II, publicly owned housing has always been marginalized to 
serve only the most desperately poor households and, thus, it has always 
carried a heavy stigma associated with the nature of its residents. Class 
stigma was intensifi ed by racial stigma, and as such housing was deliber-
ately utilized to maintain racial segregation in many communities. As a 
result, even though public housing continues to provide decent, affordable 
housing for hundreds of thousands of households, it will, in all likelihood, 
never play a central role in future efforts to assist low and moderate income 
families.

Direct subsidies to reduce the cost of private construction of low income 
housing were provided in the 1960s and early 1970s, but these programs 
suffered a number of problems, including insuffi cient cost reduction, 
continuing stigmatization of the projects, and longer-term disinvestment 
by owners. Therefore, these programs were discontinued. However, indirect 
tax subsidies have continued, albeit in the altered form of the Low Income 
Housing Tax Credit. Units produced with these subsidies currently have a 
fairly good track record, but that is due to the fact that they are embedded 
in a complex intergovernmental network, to be discussed below. Also, the 
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 tax subsidies alone still do not produce housing that is affordable to the 
lowest income households, without additional direct subsidies.

From the late 1970s on, tenant-based assistance became the strategy of 
choice for providing low to moderate income housing needs. Initially, a 
signifi cant portion of these tenant-based subsidies was tied to construc-
tion, through the Section 8 New Construction and Moderate Rehabilitation 
programs. However, assistance to households in securing existing housing 
units gradually replaced construction programs altogether in the early 
1980s. Tenant-based assistance clearly has many advantages over proj-
ect-based assistance; it is more direct and effi cient in producing housing 
cost reductions and it results in somewhat greater dispersal of low income 
households than occurs in project-based assistance. However, this approach 
still has not overcome the racial and class stigmatization that bedevils all 
forms of housing assistance. Landlords can exclude “Section 8” tenants as 
an indirect and legal way of excluding households of a different color. Also, 
despite efforts to maintain the quality of units, many assisted households 
still fi nd themselves in substandard units and neighborhoods. Therefore, 
while tenant-based assistance will clearly remain the central strategy for 
addressing the housing needs of low income housing for the foreseeable 
future, its effi cacy depends on careful design and implementation. Also, 
as noted above, it will never fully serve the need for affordable housing 
unless it becomes a federal entitlement that is available to all eligible 
households.

Question 2: What are the proper roles for the various levels of government in 
the provision of housing?

The idea of direct federal ownership and management of assisted 
housing experienced an early death during the Great Depression, replaced 
by federally assisted local management of public housing. The legal and 
political obstacles to a more direct federal role were simply too great. 
In many instances of public housing development, the federal/local 
partnership operated to the detriment of low income households. Local 
governments were more concerned with warehousing the poor, particularly 
the black poor, at a safe distance from white, middle-class neighborhoods 
than they were with providing them with the “decent home and suitable 
living environment” called for in the Housing Act of 1949. Over its entire 
history, the program has oscillated between tighter federal regulations and 
greater local autonomy, with each level of government blaming the other 
for its problems. This debate has often obscured the deeper question of 
whom the program is really intended to benefi t—the poor themselves or 
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 middle-class constituencies seeking to avoid contact with the poor. The 
failure to resolve this deeper question has contributed more to troubles 
experienced by the program than any particular management or fi nancing 
strategies.

The widely perceived failure of public housing shaped the role of the 
federal government in all subsequent housing efforts. The federal role 
increasingly became that of fi nancier, with management delegated to the 
private, for-profi t sector or to the nonprofi t sector, with local government 
playing an active role in shaping how and where units were developed 
or utilized. Clearly, only the federal government has the revenue-raising 
capacity to provide deep subsidies to individual households, but it exer-
cises somewhat limited control over how and where those subsidies are 
utilized. Local markets, zoning regulations, and neighborhood boundaries 
still serve to minimize the “threat” of low income families moving into 
higher income neighborhoods in signifi cant numbers.

In recent years, the federal-local-nonprofi t-for-profi t partnership has 
continued to produce new units for low and moderate income households, 
even as the federal government has abandoned its direct production role. 
Any future housing assistance strategy will necessarily be based on this 
partnership. However, advocates for households that are in need of assis-
tance will have to aggressively monitor both concentration and quality 
issues in the units thus created.

During the 1970s, state governments overcame their traditional disre-
gard for the problems of urban housing and became important players in 
producing housing for low and moderate income households. They did 
this by utilizing an indirect federal subsidy—their capacity to issue bonds 
with interest that is not subject to federal taxation. This form of state 
support will remain an important element in the package of assistance 
that localities utilize to produce affordable units.

Question 3: What are the continuing effects of racial inequality on the provi-
sion of housing to all citizens?

Today, in 2011, most Americans still live in neighborhoods where all or 
most of their neighbors are of the same race. Living in a white neighbor-
hood is a racial privilege because property values are higher and appreciate 
faster than in neighborhoods of color, regardless of the socioeconomic 
status of the inhabitants. This disparity is largely responsible for the huge 
disparity in net worth between white households and others. It is also a 
privilege because white neighborhoods and communities generally have 
access to higher quality services, including the quality education that 
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 is necessary for economic success. As has been discussed earlier in this 
work, enforcement of fair housing laws has been weak and spotty since the 
passage of the 1968 Act. Even where African Americans and Latinos can 
utilize anti-discrimination laws to obtain housing in better neighborhoods, 
these laws cannot prevent the white fl ight that, within a few years, will 
turn many of these neighborhoods into largely minority areas. Only the 
most vigorous enforcement of antidiscrimination laws in the purchase and 
rental of housing and in obtaining housing credit can even make a dent 
in this problem.

Housing and neighborhood segregation intersects with the criminal 
justice system to produce even more severe problems for  those who live 
in neighborhoods of color. Even though numerous surveys show that 
drug usage is roughly equivalent among whites, blacks, and Latinos (U.S. 
Department of Health and Human Services 2010), drug enforcement is 
highly concentrated in minority neighborhoods. The result is that an 
African American male is more than four times more likely to be arrested 
and imprisoned for a nonviolent drug offense than a white male (Mauer 
2009). The arrest and imprisonment of a large percentage of African 
American and Latino males has devastating consequences for their neigh-
borhoods. Regardless of the length of the sentence, a felony conviction is 
a life sentence in terms of its negative effects on an individual’s job and 
educational opportunities. Economic failure contributes to recidivism, 
and it also contributes to the creation of impoverished households headed 
by a female parent, since prison frequently renders males to be unreliable 
economic contributors to the family.

Housing segregation produces diffi cult tradeoffs for housing assistance 
programs. As one example, HOPE VI has attempted to break up the over-
whelming concentration of very low income minority families in large 
public housing projects, only to fi nd that families use the vouchers they 
issue to settle in only slightly less segregated neighborhoods, because their 
other housing opportunities are limited. As another example, developers 
of affordable housing are often forced to choose between locating afford-
able housing within already disadvantaged neighborhoods and building 
no housing at all, given the political constraints on dispersal imposed by 
racial and class privilege.

Reversing the negative impact of racial segregation requires not only 
the strict enforcement of fair housing statutes but a comprehensive attack 
on all forms of racial privilege. Educational opportunities must be equal-
ized by substantial investment in inner city schools, accompanied by high 
standards for school and teacher performance. There must also be a radical 
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 reconsideration of the War on Drugs, both because of its disparate impact 
on minorities and because of its general lack of effi cacy. Otherwise, this 
source of inequality will continue to exert an extremely negative impact 
on neighborhoods of color. 

Question 4: What should be the role of the tax system in enhancing housing 
opportunities for American households?

The federal tax deduction for mortgage interest and local property taxes 
started as a minor provision in the original income tax law and grew into 
a major tax expenditure, as home ownership spread and as housing costs 
increased. It remains the largest single expenditure that the federal govern-
ment makes in support of housing (Dolbeare, Saraf, and Crowley 2005). It 
is clear that encouraging home ownership is generally good public policy, 
although it is not the panacea that is often claimed, and decent affordable 
rental housing should never be written out of the picture. However, the 
current tax deductions form an inverted pyramid in terms of the level 
of benefi ts households receive as they move up the income scale, namely, 
the larger the income, the higher the benefi ts. Higher income households 
are given an incentive to do what most would already do without the tax 
benefi ts, that is, become home owners. Meanwhile, households of modest 
income gain few benefi ts and suffer the negative consequences of reduced 
federal revenue on programs designed to benefi t them. If the nation truly 
wants to encourage home ownership at the margin—that is, among house-
holds who might not otherwise be able to afford it—then the pyramid of 
benefi ts should be fl ipped over, so that the most signifi cant tax breaks go 
to those with lower incomes and the deductions are gradually reduced 
as income increases. Such a change is unlikely to happen soon, given the 
strong resistance of middle income taxpayers reinforced by the strong 
lobbying of the real estate and construction industries.

Tax benefi ts for fi rms that construct and operate housing for low and 
moderate income people were initially criticized as producing, through 
syndication, a set of investors who had little concern for the overall viability 
of a project, just as long as they could extract the tax benefi ts in order to 
offset other income. However, developments utilizing the current major 
form of tax subsidy, the Low Income Housing Tax Credit, have accumu-
lated a decent track record in most localities. In addition, tax subsidies have 
the huge political advantage of being a less visible form of federal assis-
tance than direct federal expenditures. Given that private investment in 
such housing is generally not suffi ciently profi table without such benefi ts, 
these benefi ts will, as noted above, continue to be an important element in 
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 housing creation. The advantage of the Low Income Housing Tax Credit 
over earlier tax assistance is that it is generally utilized within a network of 
public and private entities that can act to ensure that the credit is used to 
support viable projects that provide needed benefi ts to households with a 
range of reduced incomes.

The federal subsidy to state and local governments that occurs through 
the exemption of interest on their bonds from federal taxation provides a 
vital form of indirect assistance to many of their important activities. In 
the 1970s, the use of tax-exempt bonds expanded from fi nancing tradi-
tional public improvements to providing subsidized fi nancing for private 
development through Industrial Development Bonds (IDBs) This form 
of assistance was similar to the issuing of state tax-exempt bonds for low 
and moderate income housing, and, in some states, both programs were 
administered by the same state agency. The rapid growth of IDBs, accom-
panied by questions about the targeting of this benefi t, led the federal 
government to establish, through the Tax Reform Act of 1986, per capita 
limits on state bonding for private purposes, and these limits had the 
potential to negatively affect state commitments to this form of housing 
assistance. However, despite these limitations (which are now routinely 
adjusted for infl ation), states continue to regard housing assistance as a 
valid and important use of these bonds, so that such bonding has remained 
an important source of support for affordable housing development.

Question 5: How can the housing credit system be regulated so as to ensure 
fair access to affordable credit for American households seeking to purchase 
homes or improve their existing homes?

The recently enacted banking reform legislation provides for some 
consumer protection through greater disclosure and the creation of a 
separate regulatory agency to address lending abuses. Observers disagree 
as to whether or not these measures are strong enough to discourage or 
prevent deceptive lending practices in the future. Only after a few years of 
implementation will this question be fully answered. The strength of the 
banking lobby makes the passage of strong consumer protections a diffi cult 
struggle, and people desiring quick profi ts have always proved very clever 
in circumventing any regulatory system. Therefore, unfortunately, various 
forms of predatory lending will continue to be a fact of life.

By far the best way to counteract predatory lending is to make sure that 
affordable loans with reasonable and transparent terms are available to the 
groups most vulnerable to predatory practices, namely, households living 
in less desirable neighborhoods and all households of color. These groups 
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 have historically experienced discrimination by regular credit sources. As 
Immergluck (2006, 2009) documents, until the mortgage crisis hit, slow 
progress was being made in increasing access to credit for these groups. 
Under pressure from the Community Reinvestment Act (CRA), banks were 
entering into agreements with nonprofi t neighborhood groups to provide 
secure and affordable loans in areas that had previously been redlined. 
It will be the worst sort of tragedy for neighborhoods and households if 
the mortgage lending crisis is allowed to permanently disrupt these rela-
tionships, or if false claims about the CRA by conservatives result in its 
weakening or elimination. Far from being eliminated, the CRA, and its 
companion measure, the Home Mortgage Disclosure Act (HMDA) should 
be expanded to cover all housing lenders, not just depository institutions 
of a certain minimum size, as is currently the case.

Consumer education can play a role in preventing future mortgage melt-
downs. Individuals often receive little or no formal education on fi nancial 
management, and, thus are left to fi gure things out on their own. Also, 
households are under pressure to spend a lot of money on the constantly 
changing array of consumer goods that are promoted by advertising as keys 
to “the good life.” Lenders and credit card issuers conceal interest rates that 
in past generations were correctly labeled “usury” through an array of fees 
and minimum monthly payments. Consumers must learn to understand 
the long-term consequences of credit cards, and other forms of high interest 
borrowing. In addition, consumers must be taught to resist the temptation 
to milk the equity in their homes in order to fi nance short-term consumer 
purchases. They must also be taught to read and understand the complex 
terms of mortgage lending. Otherwise, additional disclosure requirements 
will have little impact. Of course, in stressing consumer education, one 
must also recognize that households may knowingly take risks because 
they believe that it is the only possible way to secure a decent home.

The development of the secondary mortgage market in the 1930s made 
an important contribution to the availability of home ownership to a 
larger segment of the population, by allowing for the greater circulation 
of lending capital. Securitization of mortgages further enhanced the 
circulation of capital. However, from the 1990s on, this system developed 
into a mechanism for transferring risk to other investors, thereby 
encouraging ever more risky loan initiations at the front end. Over the 
years, large private firms, such as Moody’s and Standard and Poor’s, 
developed to provide risk ratings for these and other debt instruments. 
However, their independence was compromised by the fact that they 
were being paid by the issuers of these debt instruments, and they 
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 contributed to the crisis by providing grossly inaccurate assessments of 
risks for mortgage-backed securities. While it may be unfeasible to have 
a public takeover of bond rating companies, there should be effective 
regulations that minimize the conflict of interest that is inherent in 
their role. Also, further disclosure requirements for all mortgage-backed 
securities can protect both investors and the households that pay the 
ultimate price for their folly.

In the 1980s, the lessons of the 1920s were forgotten, as many of the 
regulations designed to restrain speculative investment by depository 
institutions were abolished. In a capitalist economic system, there is 
probably no way to prevent the expansion and collapse of speculative 
bubbles, whether it is in high tech industries or housing. However, 
effective regulation can minimize the spillover effects of such bubbles 
on the rest of the economy and can prevent the type of expensive 
government bailout that was necessary in 2008 in order to forestall a 
recurrence of the Great Depression.

Conclusion

In their recording of the late 1960s, “Gimme Shelter,” the Rolling Stones 
sang the following lyrics: “Ooh the storm is threatenin’ my very life today. 
If I don’t get some shelter, girl, I’m gonna fade away.” They may have been 
talking primarily about emotional, rather than physical shelter, but their 
refrain can easily provide a mantra that expresses the vital importance of 
housing to human existence. The need for safe and adequate shelter against 
the storms of life is one of the most fundamental human needs. If it is not 
satisfi ed, many other aspects of life are negatively affected. In addition, 
if households spend a disproportionate share of their income to obtain 
housing, then their ability to address other needs, such as health, nutrition, 
and education, may be seriously impaired.

During the eighty years that have passed since the Great Depression of 
the 1930s, our nation has struggled greatly over what role the government 
should play in providing this need to those who are unable to supply it 
themselves through private market transactions. Many reasons for not 
providing it have been put forward: they lack character and don’t deserve 
it, it’s too expensive, the government is incapable of managing housing, or 
it will force middle-class people to live alongside the poor. These arguments 
generally boil down to one central argument—that the more privileged 
members of society should be allowed to maintain their status, while 
the needs of others are ignored. Housing inequality refl ects the general 
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 inequality that exists in society, and conservatives basically believe that 
such inequality is just and should be maintained.

A broader conception of both morality and self-interest suggests that 
the well-being of all humans is interdependent. When one person in a 
society is denied the opportunity to live a dignifi ed, worthwhile existence, 
the effects of that denial ripple out to all other members of that society. 
This view does not deny the importance of self-reliance and independence, 
because the long-term dependency of one person on another eventually 
erodes that person’s sense of self-worth. However, it does suggest that a 
community in which people reach out and provide mutual aid to one 
another is essential to achieving the full potential of all of its members. Of 
course, the market mechanism provides one way for people to establish 
mutually benefi cial relationships that don’t rely on altruism. But history 
has shown over and over again that the unrestrained operation of this 
mechanism leaves millions of people without the wherewithal to achieve 
a decent and rewarding life. There is no substitute for compassion in 
maintaining the mutual well-being of all, and the government is a key 
instrument of that collective compassion.

Trying to respond to the cries of our fellow citizens to “Gimme shelter!” 
is a complex and diffi cult process. Programs that solve one set of housing 
problems often trigger unanticipated consequences that must be dealt with 
by constant modifi cation. Effi ciency in providing the greatest assistance 
to the greatest possible number is often elusive. However, there has been 
a learning curve over the eighty years of federal housing programs, and 
we, as a nation, must continue to experiment and learn. We have a much 
more varied toolbox to deal with housing problems than we did eighty 
years ago, so that each tool, or combination of tools, can be applied where 
it is most appropriate. The important element in applying these tools is 
the will and the compassion to make improvements in the lives of others, 
so that the lives of all will be better. That will has ebbed and fl owed over 
the past eight decades. Hopefully, progressive citizens can work together 
to maximize the will to act on housing programs over the coming decades 
of the twenty-fi rst century.
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