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Chapter I

HUD from 1981-1989: An Overview

The United States was entering a deep economic recession when the new 
Administration came to office in January 1981. Historically high interest rates and 
tight Government regulation had stalled industry, and the unemployment rate was 
rising. High inflation and heavy taxation strapped the consumer.

To combat these problems, President Reagan launched an Economic Recovery 
Program based upon four policy objectives:

• a substantial reduction in the growth of Federal spending;
• the prudent elimination of excessive regulation;
• a sizeable cut in the Federal tax burden; and,
• development of a monetary policy geared to stabilize the money supply and 

revitalize the economy.

The first two of these objectives held particular relevance for the Department 
of Housing and Urban Development (HUD), which is responsible for programs 
concerned with the Nation's housing needs, the development and preservation of 
its communities, and the provision of equal housing opportunity for every indi­
vidual. HUD's incoming Secretary, Samuel R. Pierce, Jr., recognized an opportunity 
to reduce the cost of HUD's assistance through a redirection of housing and urban 
policy and the responsible reduction of the regulatory burden the Department's 
programs had been imposing upon State and local governments and the private 
sector.

Under Secretary Pierce, the Department enhanced homeownership opportunities 
by attracting increased investment - domestic and foreign - in mortgages and 
mortgage-related instruments; by streamlining FHA mortgage insurance and 
redirecting it to those not well-served by the private market; and by pursuing 
solutions to the problem of housing affordability. HUD sharply cut back the 
excessive paperwork requirements of its community development programs, 
while fostering local flexibility and decision-making and the proliferation of 
public/private partnerships in economic development. It made progress in helping 
the poor to meet their housing needs and drastically curbed the cost of such 
help. The Department continued and reinforced its support of equal housing 
opportunity and aggressively pursued strengthened enforcement of the Nation's 
fair housing law.

It was able to act on all these fronts virtually simultaneously through its various 
sub-Cabinet offices. Yet, one issue had gained particular prominence by 1981: the 
enormous cost of providing housing assistance to the most needy.

In 1981, the assisted housing debt*  amounted to $240 billion. It rose to $244 
billion in 1982, and was expected to reach a quarter of a trillion dollars the following 
year. Recognizing that a growing proportion of this mounting debt was attributable 
to the Section 8 New Construction Program, HUD’s new leadership decided to 
sharply reduce, or terminate, the program, while developing more cost-effective 
means of serving the housing needs of the poor.

*The assisted housing debt is the total amount of money the Federal government owes States, banks, 
developers, public housing agencies, owners, and individuals to support housing for the families 
receiving housing assistance.
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The long-term effectiveness of this plan of action may be measured by two key 
results: By the time the Administration left office in 1989 the assisted housing 
debt had been reduced to less than $200 billion; at the same time, the number of 
assisted families had increased from 3.2 million in 1981 to 4.3 million by the end 
of 1988.

Housing Vouchers
To find a substitute for Section 8 New Construction, the Secretary solicited the 

recommendations of the President's Commission on Housing and of HUD's own 
Office of Policy Development and Research (PD&R). Both came up with the same 
answer: vouchers.

The basis for this recommendation included extensive research conducted during 
the 1970’s under the Experimental Housing Allowance Program, and also a study 
by the Rand Corporation which found that the housing problem of the poor was 
one of affordability, not availability. That is, for the Nation generally and for 
most local areas, there was an adequate number of housing units available. (In 
fact, in the following eight years, rental unit vacancy rates actually increased from 
approximately 5 percent to approximately 8 percent.) The problem was that the 
poor could not afford the housing that was available in the private market. The 
need, therefore, was not for the building of new units but for an innovative way 
to help the poor pay for housing that already existed.

Vouchers held the promise of providing that help, and of doing so at less cost 
to the taxpayer. It was found that nearly three families could be provided shelter 
through vouchers, using existing housing, for the same amount of money it cost 
the taxpayer to assist one family by building a new unit for their use.

A voucher represents a payment to an eligible recipient that, generally, amounts 
to the difference between 30 percent of a family's income and the locally estab­
lished payment standard for the unit occupied. A voucher is not tied to a specific 
unit of housing, but rather may be applied to the rent for any unit in the private 
market that meets HUD standards. Vouchers allow low-income families to shop 
for rental housing, just as other people do, offering them dignity and choice.

At the Administration's initiative, Congress authorized a voucher demonstra­
tion program in the Housing and Urban/Rural Recovery Act of 1983 (HURRA) 
and established vouchers as a permanent program in the Housing and Communi­
ty Development Act (HCDA) of 1987, signed into law by President Reagan in 
February 1988. Under the demonstration phase, funds were appropriated for 
approximately 87,000 vouchers between 1984 and 1986. Most of these vouchers 
were used in support of the Rental Rehabilitation program. For the two following 
years under the permanent program, funds were appropriated for an additional 
95,000 vouchers. A total of 150,000 families were using vouchers by late 1988.

Rental Rehabilitation

In addition to vouchers, HUD took a variety of other approaches to housing 
assistance between 1981 and 1989. One was to emphasize the rehabilitation of 
existing rental units to bring them up to standard. To avoid gentrification - the 
upgrading of housing beyond the ability of the needy to pay for it - goals were 
set requiring owners to rent units rehabilitated with HUD's assistance to low income 
families, often with the help of vouchers. To provide incentives for owners of such 
properties, HUD offered to subsidize up to one-half the cost of rehabilitation to 
a maximum of $8,500 per unit. Again, at the Administration's request, Congress 
made this a permanent program in 1983.
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The program proved effective not only in providing additional and improved1 
housing for the needy, but also in attracting private as well as public investment 
to rehabilitation. Thus, by the end of FY1988, over $443.6 million in Federal funds 
had been committed to rehabilitate 117,791 units. Moreover, an additional $847 
million in private and public investment (a ratio of 2:1) was attracted to the 
rehabilitation effort for a total of $1.3 billion.

Success in avoiding gentrification was measured by the fact that by 1988, 92 
percent of the rehabilitated units were occupied by those whose income was below 
the median, and 58 percent of the assisted families had female heads of 
household.

Facilitating New Construction

HUD also increased housing for the poor by opening the pipeline of new con­
struction for which HUD funds already had been committed. In early 1981, with 
mortgage interest rates around 18 percent and inflation at 13 percent, developers 
were unwilling to risk building the units for which they held HUD commitments. 
In fact, construction of such units was at a near standstill by the end of the previous 
Administration. In August 1981, to stimulate construction, HUD introduced the 
Financial Adjustment Factor (FAF), which provided for larger rent subsidy 
payments to sponsors of projects to compensate for the higher interest rate they 
would have to pay for borrowed funds. Overall, FAF accounted for 86,772 units 
which otherwise would not have been built.

Housing for the Elderly and Handicapped

HUD officials opted to continue new construction for the elderly and handi­
capped under Section 202 because the private sector was otherwise unlikely to 
meet this need. Nevertheless, by introducing new design features and competitive 
bidding for certain Section 202 projects, and by curtailing red tape, the costs for 
these projects were significantly reduced. In fact, the Administration's emphasis 
on cost containment proved so effective that, in FY 1985 alone, HUD saved an 
estimated $100 million by these means in financing the construction of 12,400 units 
under Section 202 and Section 8.

Federal Housing Administration
HUD's authority to insure mortgage loans made by private lenders with the full 

faith and credit of the U.S. Government grew at an unprecedented rate between 
1981 and 1989. The Federal Housing Administration (FHA), an arm of HUD, was 
authorized to issue mortgage insurance for less than $40 billion in 1981, but at 
the Administration's initiative Congress raised this ceiling to $96 billion in 1987. 
The Government National Mortgage Association (GNMA), another entity within 
HUD, increased its issuance of mortgage-backed securities from $111 billion in 
1981 to over $500 billion by the end of 1988. Thus, in the eight years of the Reagan 
Administration, GNMA issued securities valued at almost four times more than 
it issued in the 13 years between its founding in 1968 and 1981.

Part of this growth reflected the success of the Reagan Administration's economic 
recovery program. As inflation, interest and unemployment rates declined during 
the 1980's, the demand for housing - and thus mortgage insurance - rose. The 
roles of FHA and GNMA in helping to meet this surge in demand were critical. 
That HUD met this challenge was no accident: it was the result of a policy, for­
mulated and pursued by the Secretary of HUD and his staff and sanctioned by 
the President, to foster housing not only for the needy but across the board; to 
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help Americans realize the dream of homeownership, and thus help retain and 
create jobs in the housing industry. The availability of Federally guaranteed credit 
resulted in homeownership for 4,435,000 additional households between 1981 
and 1989.

The preponderance of these homes were bought by low- to middle-income 
families. These were the families HUD targeted by proposing to limit FHA- 
insured mortgages to $67,500 or, in high cost areas, up to $101,250; by reducing 
down payment minimums from 5 percent to 3 percent on mortgages of $50,000 
and below; and by reducing family income requirements. In 1983, and again in 
1987, Congress accepted these targeting proposals by the Administration and wrote 
them into law.

Congress also accepted HUD proposals for new and more flexible mortgage 
instruments qualifying for FHA insurance, such as Adjustable Rate Mortgages 
(ARMs) and Shared Appreciation Mortgages (SAMs), which also provided new 
homeownership opportunities for low- to moderate-income families. In 1988 
HUD also helped develop Home Equity Conversion Mortgages, which were enacted 
in 1987.

Government National Mortgage Association

While FHA insures individual mortgages, GNMA guarantees securities backed 
by pools of such mortgages, thus creating a so-called secondary market that expands 
the credit available to finance housing. As noted, HUD's policies between 1981 
and 1989 resulted in an unprecedented rate of expansion of the GNMA mortgage- 
backed securities program. The growth of GNMA securities by more than $400 
billion represents financing for about nine million homes.

This growth was fostered by specific HUD initiatives during the 1980's. 
First, GNMA began to guarantee securities backed by "jumbo" pools of 
mortgages originated by multiple lenders. This action enabled a larger number 
of lenders to participate in the GNMA program, thus increasing the availability 
of funds.

Second, GNMA launched a campaign in 1982 to attract investment in its 
securities by the trillion-dollar private pension fund industry. Consequently, by 
1988 GNMA securities comprised the single largest type of mortgage-related invest­
ment by pension funds, accounting for over one-third of their mortgage-related 
holdings.

Third, for the first time in history GNMA securities were placed on the inter­
national market. GNMA obtained a listing for its securities on the Luxembourg 
Exchange in June 1983. In 1985 trading was initiated in Asia, and the first British 
unit trust ever based on mortgage-backed securities was announced. By 1988 an 
estimated $10 to $15 billion in foreign funds were invested in GNMA securities 
as a result of this initiative.

It was such HUD initiatives as these that brought an unprecedented flow of funds 
into housing in the U.S., and in particular for housing for low- and middle-income 
homebuyers.

Federal National Mortgage Association

In the mid-1980's a new investment vehicle for mortgage-backed securities 
emerged, called Real Estate Mortgage Investment Conduits (REMICs). It was 
estimated that REMICs might attract as much as $60 billion into the mortgage 
market in the first year they were introduced, an estimate that proved to be low.
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The Federal National Mortgage Association (FNMA) is a privately held corpora­
tion, regulated by HUD, with a mandate to increase the supply of funds for housing. 
When FNMA proposed issuing REMICs on an unrestricted basis HUD officials 
demurred. HUD determined that FNMA had certain advantages in the market over 
other private sector issuers of such securities, that competition would be hindered 
and the result would be a less efficient market; that is, the investment market for 
REMICs would be dominated by FNMA and less investment would be attracted 
to housing. Therefore, until October 1988 HUD withheld from FNMA unrestricted 
authority to issue REMICs, and the result was the entry of other private issuers 
into the market, greater competition, and larger infusions of funds for housing 
investment than would otherwise have been the case.

Joint Venture for Affordable Housing

During the 1980’s HUD toook steps to contain the escalating cost of new homes 
for middle-income families. Costly restrictions previously imposed by Environ­
mental Impact Statements and Minimum Property Standards were responsibly 
eased, and the campaign for cost control was carried down to the community level 
through HUD's Joint Venture for Affordable Housing (JVAH).

Launched in 1982, the JVAH took aim at costly, excessively restrictive local 
building codes and fostered the use of innovative construction techniques. In line 
with the Administration's emphasis on public/private partnerships, HUD worked 
with national associations of private builders, developers, brokers and others, and 
— as an example of Federalism — worked with State and local jurisdictions to 
reduce building restrictions and red tape.

With results of early JVAH demonstrations showing savings of as much as 
20 percent of the cost of comparable, non-JVAH houses, the program was 
accelerated. Between 1982 and 1986, 34 sites were authorized; 23 sites were added 
in FY 1987; in FY 1988, 175 sites were added, and the number of targeted sites 
proliferated.

All together, over 15,000 units had been produced nationwide under JVAH at 
average savings of over 14 percent per unit, without any sacrifice of quality or 
safety. Thus, while homes built under old existing codes and techniques were selling 
for an average of $75,000, comparable homes in the JVAH program sold for about 
$64,000. Projected overall savings for prospective homebuyers added up to almost 
$170 million.

Moreover, JVAH was creating a bandwagon effect among community officials 
responsible for building codes. While restrictions were waived temporarily at the 
early demonstration sites, waivers were becoming permanent at an accelerated rate. 
Thus, 22 of the 175 approved sites for FY 1988 incorporated permanent regulatory 
reform at the outset, and the impetus seemed likely to carry forward through the 
1990's and beyond. Among other advantages, the JVAH program required no direct 
Federal funding.

Public and Indian Housing
The number of public housing units increased from about 1.2 million to 1.3 

million and the number of occupants increased from 3 million to 3.5 million between 
1981 and 1989. In order to maintain public housing in good physical condition, 
during this period HUD made available $8.5 billion in capital-cost approvals for 
public housing — the highest funding level in history for this purpose. Working 
with the 3,000 public housing authorities throughout the country, HUD focused 
on improved management for the most efficient and effective use of funds. 
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The Department took the lead in working with PHAs, residents, local officials 
and other agencies to combat the sale and use of drugs in public housing. At the 
same time, HUD sought to help residents improve their quality of life through 
new programs and demonstrations which would enable public housing families 
to free themselves from the cycle of poverty. Examples of these initiatives follow.

The Minority Youth Training Initiative, a demonstration that ran between 1983 
and 1986, showed that young people in and around public housing projects could 
become self-supporting by learning skills in the building and maintenance trades. 
In collaboration with public housing authorities and through public/private part­
nerships with local business, HUD contributed $2 million from modernization funds 
to the effort. About 75 percent of the almost 900 MYTI graduates found jobs, 
mostly in the private sector.

Project Self-Sufficiency (PS-S) was launched in 1984 to work with single parents 
in assisted housing. Again, HUD formed partnerships with local public and private 
sector groups to provide housing, day care for the children, and counselling, job 
training and placement for parents.

By 1988, 155 communities had participated in PS-S, and 134 of them reported 
that more than 29,560 single parents had applied to take part; 9,928 were selected. 
Forty-two percent had completed the program and either found full-time jobs or 
enrolled in college degree programs. HUD-prepared materials spread the word to 
other communities.

The Tenant Participation, Management, and Economic Development Project 
was designed to give public housing tenants greater responsibility for running their 
projects and also to encourage small business ventures by tenants. Endorsing the 
concept, Congress voted $2.5 million to fund it in 1987, and in the summer of 
1988 HUD awarded grants to 12 communities to develop it.

Helping the Homeless

HUD provided resources to help the homeless beginning early in the Reagan 
Administration. Because information about the dimensions of the problem and 
about the types of appropriate solutions was needed, Secretary Pierce initiated 
a study in 1983 to examine homelessness. That study, completed in 1984, found 
that 250,000 to 350,000 people were homeless at any given point in time. It also 
found that a large proportion of the homeless have serious disabilities stemming 
from mental illness, alcohol, or drug abuse problems.

As a result of the study, HUD examined its housing and community develop­
ment programs and made modifications to improve their use for the homeless. 
HUD also undertook outreach activities to ensure that communities and organiza­
tions knew about the Federal resources. These efforts proved productive. For 
example, over $165 million in Community Development Block Grant funds was 
spent during this period by States, urban counties, and local governments on 
activities to benefit the homeless. In addition, local housing authorities used some 
of their Section 8 certificate allocations for housing for the homeless.

Congressional action, primarily through the Stewart B. McKinney Homeless 
Assistance Act, established five new programs in HUD specifically targeted to the 
homeless. HUD gave the highest priority to implementing these programs and 
awarding the funds to recipients. Within three months of enactment and before 
the 1987-88 winter season, HUD had awarded 85 percent of the dollars available. 
By late 1988, HUD had provided nearly $250 million of McKinney Act funds to 
communities across the country to help the homeless.
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Community Development

A key Departmental goal was to help urban and rural communities mobilize 
their resources and attract investment in infrastructure, housing, and redevelop­
ment. HUD officials approached this objective by implementing key Administration 
policies: Federalism, public/private partnership and deregulation. In all of HUD's 
principal programs in this area, the new approach worked.

A prime example was the Community Development Block Grant (CDBG) Small 
Cities Program. Prior to 1981 HUD administered this program directly, but in 1981 
the States were given the option of taking responsibility for administering the funds 
themselves. By 1988 all but two States had picked up the option, and the results 
for economic development were dramatic.

The States tended to distribute available funds more widely, make smaller grants 
to more communities, and to emphasize economic development; which attracted 
investment from other sources. While the average grant to Small Cities under the 
HUD-administered program in 1981 was $493,000, by 1988 the average State- 
administered grant was $250,000. However, the smaller grants were leveraging 
private and public funds for economic development - in essence, new funds - at 
a ratio of at least four to one. Moreover, while only three percent of funds awarded 
to small cities were devoted to economic development in 1981, by 1988 the share 
of funds allotted to economic development had increased to 21 percent. Thus, 
smaller government investment, judiciously applied, spurred larger aggregate 
investment, creating jobs and enhancing local revenues in poorer communities 
throughout the country.

Simultaneously, HUD policies enabled the States to place greater emphasis on 
economic development in the use of CDBG entitlement funds. Deregulation 
accorded the States greater flexibility in developing public/private partnerships 
which resulted in more economic activity, even though the CDBG allotments were 
reduced as a result of Federal budgetary constraints.

The Urban Development Action Grant (UDAG) program was also honed by 
the new Administration and produced record results. Between FY 1981 and the 
end of FY 1988, $3.4 billion in UDAG funds leveraged over $23.3 billion in private 
investment in 2,311 projects nationwide, a ratio of better than seven-to-one.

With UDAGs, the creation of more than 411,000 new permanent jobs and more 
than 348,000 construction jobs, as well as the retention of over 63,000 jobs were 
anticipated. Moreover, cumulative UDAG investment in this period was expected 
to generate $457 million in annual revenues for local governments.

While no new UDAG funds were appropriated after FY 1988 because of the 
Federal budget deficit, the UDAG experience demonstrated once again the value 
of the Administration's policies of decentralization, public/private partnerships, 
and deregulation in fostering economic development.

Towards the same end HUD sought Federal legislation to create Enterprise Zones 
in economically depressed urban and rural communities. This concept offered tax 
abatement and regulatory relief to such communities. The proposed program would 
be competitive, and designation would depend on the ingenuity of their Enter­
prise Zone designs.

In 1987, after repeated efforts by the Secretary and his staff. Congress passed 
Enterprise Zone legislation so limited that supporters of the concept were left to 
seek more effective legislation incorporating Federal tax incentives and regulatory 
relief. The concept took hold on the State level almost from the beginning of 
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the Administration, however, and HUD served as a clearinghouse for Enterprise 
Zone information for States and communities nationwide.

By 1988, more than 700 jurisdictions in 31 States and the District of Columbia 
had designated well over 1,000 Enterprise Zones and provided incentives, including 
tax exemptions relating to property, sales, motor usage, or inventory; fixed-asset 
or working capital loan pools; loan guarantees; and credits for hiring new 
employees, day care, training, or capital investments. These incentives created 
considerable business and employment.

An independent survey conducted in 1987 indicated that 67,400 jobs were 
retained and 113,600 new jobs created in the State enterprise zones. Capital 
investment in zones totaled $8.8 billion nationwide.

Management of HUD
As noted above, by 1988, the goal of doing more with less had been reached 

at HUD. The Department's budget authority declined from $31.9 billion in FY 1981 
to $15.4 billion in FY 1988. The assisted housing debt decreased from $244 billion 
in 1982 to less than $200 billion by 1988. And HUD actually increased the number 
of low-income families receiving housing assistance over the same period, from 
3.2 million in 1981 to 4.3 million by the end of 1988.

Some of the reasons for this accomplishment are outlined above: a realignment of 
priorities that placed emphasis on the neediest and the under-served segments of the 
population; programmatic changes that focused on cost effectiveness; a policy of 
leveraging HUD funds by means of public/private partnerships; deregulation and 
decentralization. However, a key element of HUD's achievement in this period was a 
rigorous regime of efficiency in the Department's operations that was launched in 1981.

HUD's new management practices not only saved taxpayers money but improved 
service to the Department's constituents. Following are examples of initiatives and 
results during the 1980's:

• A 21 percent reduction in staff saved $129 million annually.

• Improved financial forecasting and investment of FHA insurance funds yielded 
HUD about $2.8 billion in investment income between FY 1981 and FY 1988.

• Cash management improvements saved HUD more than $350 million between 
FY 1981 and the end of FY 1988.

• Reduced telephone, space, travel, and publication costs yielded $33.6 million 
in savings between 1985 and 1988.

Significant improvements in debt collection were also effected in those years. 
When the Secretary asked in 1981 for an accounting of debt owed HUD, no one 
knew: such records were simply not available. Subsequently, new debt-tracking pro­
cedures and financial automation systems were introduced to supply the needed infor­
mation. For the first time in HUD's history, a monthly report by region was instituted 
to keep track of delinquent debt for FHA programs. These and other aggressive debt 
identification and collection initiatives enabled HUD to increase debt collections, from 
$1.8 billion in FY 1982 to $3.8 billion in FY 1987.

In 1981, HUD's financial management systems were outdated. By 1985 most of 
these systems had been redesigned or upgraded to state-of-the art technology, helping 
HUD managers improve their efficiency and effectiveness. As a result, for the first 
time since the early 1970's, the FHA insured fund has been certified by Price- 
Waterhouse as meeting generally accepted accounting standards. The fund had assets 
of over $11.9 billion in 1988.
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The Department also was reorganized to eliminate duplication, facilitate decision­
making, and enhance HUD s responsiveness through its field offices, the level closest 
to the people affected by Washington's decisions.

A relentless campaign was waged at HUD between 1981 and 1988 against fraud, 
waste and mismanagement. The results, documented in the Inspector General's 
reports to Congress for those years, included: audits and investigations of pro­
gram participants resulted in cash recoveries and savings of $486 million; over 
2,300 convictions of persons or firms doing business with HUD; and about 
$307 million in unnecessary expenditures avoided.

The goal of HUD's personnel policies in the 1980's was to both reduce the number 
and improve the competence and performance of employees. Staff was reduced 
from 16,008 in January 1981 to 12,511 in September 1988, mostly by attrition. 
Personnel were also realigned to conform with the changed missions of the Depart­
ment, and to that end training was stepped up. An Organizational Development 
Program expanded from 49 activities in FY 1985 to more than 100 in FY 1988. 
Supervisory and managerial skills and technical training for program specialists 
were emphasized. An awards program for employee suggestions produced ideas 
that saved HUD nearly $19 million over the eight-year period, at a ratio of about 
$100 in savings for every dollar awarded.

During this period HUD also contracted out to the private sector about one- 
third of its functions, realizing significant savings. The FHA Direct Endorsement 
Program, for instance, saved HUD more than $50 million in staff time between 
FY 1983 and FY 1988.

Fair Housing

Repeated attempts before 1981 to strengthen the enforcement provisions of Fair 
Housing legislation included under Title VIII of the Civil Rights Act of 1968 had 
met with failure. However, Secretary Pierce led a sustained effort which resulted 
in the Fair Housing Amendments Act, passed by Congress in August 1988 and 
signed into law by President Reagan in September 1988. This Act made it easier 
for victims of discrimination to sue for redress and stiffened penalties against 
offenders. It also banned discrimination against the disabled and families with 
children, in addition to the classes already protected on the basis of race, color, 
religion, national origin, or sex.

The Administration also encouraged a Supreme Court decision legalizing 
"testing," a technique for identifying discriminatory practices. HUD in this period 
fostered public/private partnerships against discrimination, funding Community 
Housing Resource Boards working towards that end. In addition, HUD stepped up 
the drive to localize Fair Housing administration by encouraging State legislation 
that was substantially equivalent to the Federal law. Between 1968 and 1980 only 
22 States and the District of Columbia had enacted such legislation. However, 
by 1988 the number of qualifying States had grown to 36 and local agencies to 
79. As a result, the number of housing discrimination complaints which HUD refer­
red to State and local agencies had soared from 434 in FY 1980 to 3,308 in FY 1988.

International Affairs

HUD achieved a number of "firsts" in the international field during the Reagan 
Administration. In addition to the offering of GNMA securities in overseas 
exchanges, as previously noted, new markets were opened abroad for U.S. com­
panies offering goods and services in housing-related industries. Secretary Pierce 
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included top executives of such private firms in his missions to China in 1982 and 
to the Soviet Union in 1985, 1986 and 1987.

One example of the trade enhancement value of these initiatives was the par­
ticipation of 116 U.S. firms from 26 states and the District of Columbia in an 
International Construction Exhibition held in Moscow in May 1987, making the 
U.S. the largest foreign exhibitor. Initiated and coordinated by HUD, the U.S. 
role at the Exhibition led to negotiations between U.S. participating companies 
and Soviet agencies involving the potential for hundreds of millions of dollars of 
trade.

Each of the issues touched on in this chapter is developed in greater detail in 
the following chapters. Together they constitute a record of what took place at 
the U.S. Department of Housing and Urban Development during the eight years 
of the Reagan Administration.
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Chapter II

Housing Assistance for the Needy

The President's call for a "safety net for the truly needy," in a context of budget 
constraints, was a major challenge for HUD's new leadership. HUD officials were 
determined to do what seemed to some impossible in that first winter of deepening 
recession - simultaneously to increase the number of poor families HUD could 
help and decrease HUD's budget. How HUD achieved this goal is the theme of 
this chapter.

During his confirmation hearing before the Senate Committee on Banking, 
Housing, and Urban Affairs, Secretary Pierce made his objective clear:

I intend to quickly but carefully review the programs at HUD with a view 
toward cutting unnecessary costs and developing new ways of executing the 
Department's mission with fewer dollars.

That does not mean that I intend for HUD to turn its back on the poor, old, 
and needy, or to render a service of lesser quality to the public. On the 
contrary, I believe that if the efficiency of management of HUD is improved 
. . . HUD will be able to deliver a higher quality service with less money.1

By 1981, HUD's cumulative obligations for housing assistance were nearing $240 
billion, with commitments running as long as 40 years into the future. In a period 
of high interest and inflation rates, Federal commitments of that magnitude 
constituted a threat to economic stability. A large and growing proportion of this 
debt was attributable to new construction under Section 8,2 which was the 
costliest and least cost effective of the Department's housing assistance programs.

The new Adminstration decided, therefore, to propose terminating new con­
struction under Section 8 and, at the same time, to develop alternative means of 
providing housing assistance to those families who needed it. The Secretary con­
sulted with the President's Commission on Housing3 and HUD's own Office of 
Policy Development and Research (PD&R) on this issue, and both proposed 
vouchers as a key initiative. Essentially, a housing voucher represents a sum of 
money that a qualified recipient may present toward the payment of his or her rent.

A number of factors led to the voucher decision. A major one was a Rand Cor­
poration study of the housing needs of low-income families. This study found that 
the primary problem of housing for the poor was one of affordability, not availa­
bility. That is, except for pockets of shortage in certain areas, enough rental housing 
units were in existence nationally to meet the demand. (The vacancy rate for rental 
units nationally was 5.2 percent in 1981; by 1988 the rate had risen to 8 percent.) 
The problem was that the neediest could not afford the market rents for avail­
able housing.

’Hearing before the Committee on Banking, Housing, and Urban Affairs: United States Senate; 
Ninety-Seventh Congress: First Session; on the Nomination of Samuel R. Pierce, Jr., to be Secretary 
of the Department of Housing and Urban Development: January 13, 1981. Page 2.

’The statute referenced here is the U.S. Housing Act of 1937, which was amended by Congress in 1974 
to include Section 8.

’This Commission, appointed by the President al the Secretary's request, consisted of leaders in the 
fields of housing and community development from both the public and private sectors. Their mandate 
was to contribute to the formulation of a national housing policy consistent with the Administration's 
overall objectives.
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For example, a 1979 HUD study had documented that 51 percent of very 
low-income families (with incomes at or below 50 percent of area median 
income) residing in adequate housing were paying more than 30 percent of their 
incomes for rent - and 22 percent of them were paying over half of their incomes. 
If those figures were combined with the incidence of very low-income families 
paying over 30 percent of their incomes for inadequate shelter, the figure rose to 
62 percent.4

The Voucher Initiative
A direct response to this challenge was a housing payments plan that subsidized 

families, rather than bricks and mortar. At any level of funding, more needy 
families could be housed with vouchers than by building new units. The voucher 
concept, plus a variety of other initiatives, offered the opportunity for a break­
through toward the goal of cutting the costs of government and helping as many 
low-income families as possible.

The housing voucher gives low-income families access to the private housing 
market, offering them freedom of choice to select the type of housing and neighbor­
hood they would like to live in. The family receives the difference between 30 per­
cent of its income and the locally established payment standard which reflects the 
rent for a modest unit in their community.

Vouchers were an innovative approach to housing assistance, but the concept 
was not merely an untested theory. Another element of Section 8 of the housing 
statute had provided for helping needy families through certificates applied to the 
rent for existing units in safe, decent, and sanitary condition. Under this Section 
8 Existing Housing Certificate program, HUD paid the landlord the difference 
between a fixed percentage of the eligible tenant's income and the monthly rental 
value of the unit in the private market. A ceiling was established on the total rent 
the family could be charged.

Thus, by 1981 it had been demonstrated that helping the needy pay their rent 
was far less expensive and more cost-effective than putting up new buildings for 
them. By putting the emphasis on housing people rather than building housing, 
more needy families could be housed adequately within HUD's budgetary con­
straints. While outstanding budget obligations for Section 8 new construction had 
reached $92 billion, by contrast, obligations under the Section 8 certificate program 
totalled $29 billion. The latter program was helping 23 percent more families at 
less than a third the overall cost of the Section 8 production programs.5

Building on this experience, and on the experience of an ongoing demonstration 
program,6 HUD developed the new voucher approach. The Department added 
or modified several features of the Section 8 Housing Certificate, to produce a 
Housing Voucher Program that was both more attractive to the recipients and 
less expensive to the government.

4U.S. Department of Housing and Urban Development and U.S. Department of Commerce, Bureau 
of the Census, Current Housing Reports, Series H-150-77, Financial Characteristics of the Housing 
Inventory for the United States and Regions, Annual Housing Survey: 1977-Part C (Washington, D.C.: 
U.S. Government Printing Office, 1979). NOTE: The Annual Housing Survey was renamed the 
American Housing Survey in 1984.

sThe Report of the Presidents Commission on Housing. (Washington 1982), Page 15.
6HUD began the Experimental Housing Allowance Program (EHAP) in 1974 as a 10-year demonstra­
tion conducted in 12 cities throughout the Nation. Numerous studies were made of this program which 
tested various configurations for a voucher-type subsidy program and their impact on the supply and 
cost of housing, participation by diverse segments of the population, ethnic mobility, facility of 
administering such a program and other crucial issues surrounding this consumer-oriented concept.
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Moreover, housing vouchers were intended to be "portable." Unlike Section 8 
certificates, which were limited to use in a designated area and to moderate 
rehabilitation projects, vouchers could be used to help pay for any available housing 
of adequate quality in any part of the country where there is a participating public 
housing agency. This would allow recipient families to move to areas where 
employment opportunities were better, and provided them with unrestricted access 
to housing in any area.

Another new feature of the voucher program was the development of a 
"shopper's incentive," which put recipients in a better negotiating position with 
landlords. The recipient carried the subsidy, and could apply it to any rental unit 
as long as it met HUD's standards of adequacy. The actual rent charged would 
be negotiated between tenant and landlord without HUD setting a ceiling.

The crux of the shopper's incentive, however, was that if a tenant could find 
a safe, decent, and sanitary unit that cost less than the locally established payment 
standard, the fixed HUD portion of the rent would remain unchanged. As a result, 
the tenant's contribution to the total rent would decrease. Therefore, rather than 
paying 30 percent of income towards rent, the tenant would pay, for example, 
25 percent of income towards rent and could pocket the 5 percent difference. Con­
versely, tenants would be free to pay more than 30 percent of their income for 
rent if they choose to do so, without affecting their eligibility for the voucher 
payment. This would make it possible for individuals to live in the neighborhoods 
of their choice for whatever reason - proximity to jobs, better schools, a safer 
drug-free environment, etc.

Housing vouchers also made it possible to integrate the poor into the larger com­
munity. This was difficult, and sometimes impossible, with housing construction pro­
grams. Although some did provide "scattered site" housing for low-income households, 
most subsidized construction had resulted in multifamily, high-density housing pre­
dominately - if not exclusively - occupied by low- income individuals or families. 
This "warehousing" of the poor, ironically, had created ghettos almost as hard to 
eradicate as those which housing assistance programs had been developed to eliminate.

Finally, the Voucher Program was designed to give HUD greater flexibility in 
budgeting. Under the Section 8 Existing Certificate program, the Federal Govern­
ment was obligated to commit 15 years of budget authority for every contract. 
The fact was, however, that families generally participated in the program for less 
than 5 years. Therefore, the voucher commitment was designed to run 5 years, 
thus focusing on current needs without tying up funds for an unknowable future.

In government, of course, change takes time. Designing a viable voucher pro­
gram was one thing; translating it into law was another. In order to win support 
for vouchers, Secretary Pierce focused on the task of forming a consensus in its 
favor both within and outside the Administration.

For instance, he had to win over those who clung to the idea of new con­
struction as the primary means of housing assistance, either out of conviction or 
profit-motivated interest. (Some developers and investors had done well with 
government-subsidized construction.) There were also some political people who 
found new buildings more tangible and visible vote-getters than vouchers were 
likely to prove.

At the other end of the spectrum, some people feared that vouchers might wind 
up being an entitlement program costing more than Section 8 New Construction. 
However, Secretary Pierce assured these critics that housing assistance programs 
had never been entitlement programs, and that there was nothing in the Voucher 
Program to change that.
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Congress finally included a voucher demonstration in the Housing and Urban/ 
Rural Recovery Act (HURRA) of 1983, which was signed into law on the last day 
of November of that year. Winning the right to implement a modest-sized voucher 
program on a "demonstration" basis was the culmination of nearly three years 
work, designing and redesigning it in the light of political and budgetary realities 
and explaining its advantages to all concerned.

Even so, many at HUD regarded the new voucher authority as only a partial 
victory, feeling that Congress should have authorized a full-fledged broad-based 
voucher program. However, with this start, the Secretary was confident that 
vouchers would quickly be established as the key instrument of housing assistance 
for the needy for years to come.

Subsequent experience with vouchers tended to support this conviction. 
Appropriations for a total of 52,000 vouchers were provided in 1984 and 
1985, and an additional 35,000 were funded in the 1986 budget. In 1987 the number 
of vouchers appropriated was 48,000; another 45,000 vouchers were added 
in 1988.

Any new program requires a "breaking-in" period, and the Housing Voucher 
Demonstration was no exception. Adjustments were gradually made to meet start­
up problems, and before long the program's inherent benefits began to emerge. 
Recipient families also began to appreciate the expanded options that the shopping 
incentive afforded them. Moreover, as local public housing authorities and eligible 
families came to recognize the overall benefits of vouchers, the demand for them 
exceeded the Congressional allocation.

In order to analyze the Voucher Demonstration thoroughly, HUD contracted 
for an independent research evaluation. A report on first-year findings was issued 
in June 1987. The report, which focused on 20 of the Nation's largest local and 
State public housing agencies, compared the relative effectiveness of vouchers and 
the Section 8 Existing Housing Certificate Program in meeting the needs of 
recipients.

A key finding was that the rent-subsidy principle underlying both programs was 
working better in the mid-1980's than in the late 1970's. While less than half of 
the eligible families found units meeting HUD housing standards in the 1970's, 
by 1986 nearly two-thirds of the families were able to find such units.

The study also indicated that the distinctive features of vouchers - greater rent 
flexibility and the shopping incentive - had begun to catch on. One-fifth of voucher 
participant families were paying less than 20 percent of their income for housing. 
While other voucher families were spending a larger percentage of their incomes 
on housing, program experience suggested that they were choosing carefully. For 
example, a number of elderly households were using their vouchers, together with 
a higher out-of-pocket payment, to rent apartments with an extra bedroom. Also, 
large families were renting better-quality single family housing by paying somewhat 
more than the rent level set by the government.

In announcing the findings, Pierce noted: "We can see from these demonstra­
tion results that the voucher approach is working well, and is giving low-income 
tenants a broad range of choice for their housing. We fully expect that (future 
studies) will show that the greater freedom of choice offered families participating 
in the program will prove to be a key ingredient in addressing the housing needs 
of low-income families." In light of these assurances, Pierce called upon Congress 
to increase the level of housing voucher appropriations and to remove restrictions 
on the availability and flexibility of vouchers.
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The evidence of vouchers' success had become clear. In 1987, Congress agreed 
and, as part of the Housing and Community Development Act of 1987, made the 
Housing Voucher Program a permanent vehicle for helping to house America's 
needy. By the end of 1988, 150,000 families were using vouchers to help pay the 
rent for their housing.

Rental Rehabilitation

Another major component of the new approach to housing assistance was to 
expand the supply of safe, decent, and sanitary housing for low-income families 
by rehabilitating existing units. Since government-subsidized new construction was 
both costly and inefficient, restoring rental homes and apartments to livable 
standards was explored as an alternative.

Rehabilitation, of course, was not a new concept. On an official visit to Western 
Europe in 1981, Secretary Pierce had inspected multifamily housing that had been 
repeatedly rehabilitated and remained liveable for a century or longer. The 
approach taken by HUD, however, was new. Substantial rehabilitation under 
Section 8 had often proved inordinately expensive. In many cases, where buildings 
had been gutted and then rebuilt, costs could be as high as - or even higher than 
- new construction. However, the President's Commission on Housing had 
identified some 2.6 million rental units that could be rehabilitated at modest cost 
and occupied by families eligible for HUD housing assistance.

These considerations gave rise to the Rental Rehabilitation Program, which was 
enacted into law in November 1983. The efforts of local communities in using their 
Community Development Block Grant (CDBG) funds for housing rehabilitation 
provided a valuable precedent for the development of this program. HUD's policy­
makers recognized from the evidence of those initiatives that local officials already 
possessed the capacity to administer housing rehabilitation programs. By using 
a private market approach involving the development of other resources, and 
limiting the subsidy to 50 percent of eligible rehabilitation costs, up to $8,500 per 
unit, the Federal government did not have to bear the total cost of the renova­
tions. Also, by providing vouchers as rental subsidies to eligible tenants living 
in or willing to move into rehabilitated units, HUD was not required to provide 
15- or 20-year subsidies and regulatory controls over each unit, as previous housing 
assistance programs had demanded.

HUD's Rental Rehabilitation Program thus reflected all of the goals of the Reagan 
Administration. First, it was structured to maximize local control and flexibility. 
Local officials, rather than the Federal government, would determine the specific 
uses of Rental Rehabilitation funds in their communities. They could use the funds 
to provide interest rate subsidies; to offer loans rather than grants; or to utilize 
combinations of loans and grants in their programs. The possible configurations 
were almost unlimited.

In addition, the Rental Rehabilitation initiative mandated that HUD's contribu­
tion would have to be matched dollar-for-dollar with funds from other sources. 
Thus no more than half the cost of rehabilitation could be provided through this 
program.

This was an obvious financial advantage, because it allowed HUD's resources 
to generate at least twice as much in capital investment for residential rental units. 
In fact, every Rental Rehabilitation Program dollar generated two dollars from 
other sources, primarily private funds. Again, however, communities were allowed 
the flexibility to use their CDBG or other public funds, or to determine that the 
matching funds had to be provided through the private sector.
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A one-time capital commitment to rehabilitation provided yet another financial 
advantage of this program. Unlike other housing programs, which continued 
payments over a number of years for the rehabilitation of units, HUD's Rental 
Rehabilitation Program provided one-time, up-front assistance. As a result, HUD 
would not be continuing the spiral of unexpended funds which had plagued the 
Section 8 program. Nor would the Department need to control the operations of 
each project for a long period of time.

The Rental Rehabilitation Program became operational in communities around 
the country in October 1984. The program's performance in producing standard, 
rental housing affordable to lower-income tenants was impressive. The following 
highlights illustrate the extent and nature of the production and the low-income 
benefits by the end of Fiscal Year 1988:

• $443.6 million committed to rehabilitate 117,791 units.
• That $443.6 million generated $847 million (1:2 ratio) in other funds, for a total 

of $1.3 billion invested in the rehabilitation of these units. The average total 
rehabilitation cost was $10,956; and the average Rental Rehabilitation subsidy 
was $3,766 per unit.

• Completed units numbered 70,885, representing $248.9 million in program funds.

• The program required that 70 percent of the funds be used to rehabilitate units 
that have two or more bedrooms and 15 percent of the funds be used to 
rehabilitate units having three or more bedrooms. By September 30, 1988, 71 
percent of program funds were used to rehabilitate units with two or more 
bedrooms and 20 percent of program funds were used to rehabilitate units with 
three or more bedrooms.

• The program required that 70 percent of the funds be spent to benefit lower- 
income tenants. The actual lower-income benefit was 92 percent, and 71 percent 
of the households initially occupying rehabilitated units had incomes below 50 
percent of the median.

• Fifty-eight percent of assisted families had female heads of household.

• As of September 30, 1988, 169 of almost 600 grantees committed 90 percent or 
more of their available funds from Fiscal Years 1984, 1985, 1986, and 1987.

• Most of the funds were directed to the smaller rental properties, which had been 
neglected in previous HUD housing programs. The average project size was four 
units.

• The program had been adopted by both large and small communities. Grants 
were based on a statutory formula and ranged in size from as little as $50,000 
annually for small cities to as much as $20 million in one year for New York 
City, which alone received 10 percent of the total national appropriation.

Together, housing vouchers and the Rental Rehabilitation Program represented 
a new and balanced approach to housing assistance: providing flexibility and 
mobility for assisted families to live where they chose; and expanding the 
supply of standard, affordable housing. At the same time, this approach pointed 

Ito greater conservation of the Nation's housing stock, which could be used to supply 
the basic housing needs of lower-income families. It involved increased local 
decision-making, and increased emphasis on public/private partnerships. 
Moreover, the elimination of Section 8 New Construction made cost containment 

I a reality. The door was opened for helping more needy people while using less 
Federal money.
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Housing for the Elderly and Handicapped

By 1981, more than 11 percent of the U.S. population was elderly; with improve­
ments in medical technology, they were expected to account for 20 percent of the 
population within the next 50 years. A considerable proportion of the elderly fell 
into the low- or very low-income category.

In their efforts to determine the basic housing needs of low-income Americans, 
HUD officials considered the special needs of these poor or near-poor senior citizens. 
They also heard from advocates of programs for the handicapped, and concluded 
that both these groups had special housing requirements that were not being met 
in the private sector housing market. It was clear that there was a need to con­
tinue HUD's Section 202 program, which provided for new construction of hous­
ing for the elderly and handicapped - housing that would not be produced in 
sufficient quantity without Federal subsidy.

However, in the past various inefficiencies had developed in the administration 
of the Section 202 program, and HUD officials determined that the program needed 
improvement. Numerous changes were effected to streamline the program and to 
tailor it to meet the needs identified in HUD's research and the findings of the 
President's Commission on Housing.

The Section 202 Program provided loans directly to non-profit sponsors for con­
struction of housing for the elderly and handicapped. The law stated that HUD 
would establish the interest rate charged on the loans, on the basis of the Treasury 
Department's costs of funds.

As with other HUD subsidized programs, however, reservations for Section 202 
projects for the elderly and handicapped were at a standstill in 1981 because of 
high inflation and interest rates. Borrowing was so costly that it was necessary 
to provide developers with additional incentives to build Section 202 projects. If 
housing for the elderly and handicapped was to be produced once again, action 
was essential.

Congress therefore mandated an artificially low interest rate to stimulate action 
on projects in the Section 202 pipeline. But there were still problems in keeping 
the pipeline flowing.

HUD regulations provided that fund reservations for Section 202 projects could 
be canceled after 18 months if the borrower had not begun construction and was 
not making satisfactory progress toward the start of construction. In 1981, there 
were projects in the pipeline that dated back to 1976. While HUD's paperwork 
requirements created some delays in construction starts, that alone could not 
account for 5-year-old reservations.

Early in 1982, HUD initiated a policy to speed up the application and processing 
procedures, so that the projects for which funding had been reserved would be 
developed more quickly. This also enabled HUD to weed out the applications for 
projects which were unlikely ever to proceed to the construction stage; and also 
provided a number of cost-containment measures.

Containing Costs in Section 202 Projects
In order to maximize the annual increase in the number of elderly and handi­

capped persons being served, HUD initiated measures to assure cost-effective 
building design. Because a high percentage of individuals in projects for the

’In 1984. HUD officials also adopted an Extension Policy, to accommodate unanticipated but 
reasonable delays in the completion of Section 202 projects: the policy was updated in 1987. 
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elderly lived alone, HUD required that at least 25 percent of all Section 202 projects 
consist of efficiency units. The same requirement was not imposed in projects for 
the handicapped, however, because handicapped individuals often live in larger 
family units.

HUD decided that sponsors of Section 202 projects should use competitive 
bidding to select contractors in order to obtain the best product for the least cost. 
However, Congress modified HUD's proposal by stipulating that competitive 
bidding would be required only in more expensive projects of sponsors that were 
not union-affiliated.8 This partial acceptance of competitive bidding did assure 
some savings, if not as substantial as would have been realized from the original 
HUD proposal.

In fact, those savings were documented in a special study of 12 Section 202 
projects where competitive bidding had been used to choose the general contrac­
tors. The results showed an average savings of $3,837 per unit for the 759 units 
that were built. The average savings per project was over $242,000 - for a total 
saving for all 12 projects of almost $3 million. This clearly showed that competitive 
bidding would enable HUD to provide more housing for the elderly and handi­
capped with the resources appropriated by Congress.

In most other instances, controlling costs for the Section 202 program involved 
minimizing construction or rehabilitation expenses. HUD was also able to reduce 
the costs of the program through various other initiatives. For example, sponsors 
of small projects were allowed to submit less detailed documentation of their costs, 
and HUD improved the efficiency of its debt collection practices.

The overall effects of the cost containment effort were gratifying. A study pro­
duced by the Urban Institute in 1984 verified a 15 percent reduction in the cost 
per unit for the Section 202 program.9 This meant more elderly and handicapped 
individuals could be housed more quickly and efficiently.

A subsequent audit by the General Accounting Office (GAO) of HUD's revised 
cost containment requirements for the Section 202 elderly housing program also 
substantiated their cost effectiveness. The GAO reviewed 179 projects, with almost 
12,000 tenants, and found that construction costs for projects built under cost 
containment procedures averaged 16 percent less than those of projects built before 
the new requirements were imposed. It was further estimated that it would have 
cost about $100 million more to finance the 12,400 units HUD approved for funding 
in Fiscal Year 1985 under Section 202 and Section 8 if these cost containment 
procedures had not been implemented.

A total of $5.28 billion was reserved between 1981 and 1988 for Section 202 
direct loans to build or rehabilitate 108,000 units, located throughout the country, 
for the elderly or handicapped.

Clearing the Section 8 Pipeline

The 1981 decision to discontinue new construction under Section 8 left 
the Administration to grapple with the problem of prior commitments 
under this program. The challenge was to honor commitments which were 
economically feasible, but at the same time take every opportunity to contain 
costs.

'Included in the Housing and Urban/Rural Recovery Act of 1983.
’Margery Austin Turner, Building Housing for the Low-Income Elderly: Cost Containment and 
Modest Design in the Section 202 Program. Washington, D.C.: Urban Institute, May 1984, Page 46.
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There was also a time factor. The ravages of high inflation and interest rates in 
1979-80 had all but stopped new construction of multifamily rental projects. If 
the low- to moderate-income families in need of housing were to be served, new 
units had to be made ready for occupancy as quickly as possible. HUD was able 
to move quickly to meet the challenge. In fact, the majority of subsidized units 
made available between 1981 and 1988 were the direct or indirect result of actions 
taken by HUD during Secretary Pierce's tenure. Of the estimated 1,442,000 units 
made available in this period, 1,353,000 were attributable to these actions.

At the end of Fiscal Year 1980, before the new Administration had taken office, 
there were 406,015 Section 8 new construction units in the pipeline, of which 
163,863 had not yet started construction. The latter were delayed only partly by 
inflation; in some cases, developers had simply pocketed their commitments for 
future use. Unfortunately, however, no one is housed by a "commitment" - only 
a ready-to-occupy housing unit benefits the poor.

Because the previous Administration and Congress had underestimated the cost 
of producing Section 8 units and the extent to which inflation would reduce the 
purchasing power of Section 8 funds, HUD would have had to request additional 
funding to cover the total cost of all the reserved units. Early in 1981, HUD's new 
housing team determined that the Department should fund commitments for 
projects that were cost-effective and would ordinarily be making progress toward 
construction. To avoid the need for additional funding, however, HUD would 
deobligate or cancel commitments for projects that were hopelessly stalled or 
unreasonably expensive.

In the summer of 1981, the inflation rate was only beginning to fall, and even 
tax-exempt bond rates were too high to use for financing projects. It therefore 
appeared unlikely that any Section 8 housing would be completed without below- 
market interest rates. The Section 8 Tandem Program10 of GNMA provided a 
mechanism. Additional funding for interest rate subsidies for the Tandem 
program was provided by the Omnibus Budget Reconciliation Act of 1981. This 
was still not enough, but HUD came up with an innovative device for obtaining 
the rest.

On August 5, 1981, after several weeks of negotiations with the Office of 
Management and Budget (OMB), Congress, interest groups, and individual 
developers, HUD announced an offer of assistance to help finance Section 8 projects 
which were in the pipeline but unable to reach the construction stage because of 
high financing costs. This plan, called the Financial Adjustment Factor (FAF), pro­
vided for larger rent subsidy payments to project sponsors to compensate for the 
higher interest rates they would have to pay on borrowed funds.

This initiative cleared the way for the production of nearly 87,000 units for low- 
income families, and provided re-employment for thousands of construction 
workers. FAF did not require an increase in HUD's budget: funds recaptured from 
old commitments that had no prospect of moving forward provided the resources 
for the viable projects to begin construction.

Developers were required to increase their equity in the projects which, in tum, 
decreased the additional amount of Federal subsidy required for the projects. HUD 
also insisted that if projects were to receive the benefits of FAF, they had to begin 
construction by June 1982.

“Through the Section 8 Tandem Program, GNMA purchased mortgages from lenders for rental apart­
ments subsidized through Section 8. GNMA then sold the mortgages, at a discount, to private investors, 
absorbing the loss from the discount and thus providing below-market-rate financing for Section 8 
projects.
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The creation of FAF allowed HUD to require progress and financial commit­
ment from developers; it enabled projects that would never have been completed 
to be cleared from the pipeline; it became the vehicle for enforcing cost-control 
procedures; it stimulated a renewal of activity for a housing industry still depressed 
by high interest rates; and it started the production of shelter for those in need.

As a result of FAF, bond financing was provided for 86,772 units in the pipeline 
early in the Reagan Administration. Other contract amendments granted during 
this period enabled the production of additional units in the pipeline that other­
wise would never have been built.

As the economic tide turned and interest rates began to fall, financing with tax- 
exempt bonds became more attractive for some projects in the pipeline; and funding 
for both GNMA's Tandem program and FAF stretched farther than expected. Thus, 
although the housing industry as a whole remained weak in mid-1982, HUD's 
actions helped greatly in launching its recovery - and the recovery, in turn, bene- 
fitted HUD's assisted housing programs.

Construction In Tight Rental Markets
The 1981 study by the Rand Corporation11 helped define the problem of 

housing for low- and moderate-income families as one of affordability rather than 
availability. It found no rental housing shortage on a national basis; nevertheless, 
there were pockets of housing shortage in various geographical areas. To remedy 
those spot shortages, HUD officials sought an alternative, limited new construc­
tion initiative that would avoid the pitfalls of the Section 8 program.

The President's Commission on Housing recommended the addition of a housing 
element to the Community Development Block Grant (CDBG) program. It sug­
gested that HUD allow CDBG grantees (States and local governments) the flex­
ibility to use their funds for new single or multi-family rehabilitation, or for 
additional rental assistance payments provided through their public housing 
authorities.

The advantages of the Commission's proposal were twofold. First, because of 
the structure of the CDBG program, there was no need to worry about the long­
term costs that presented such a problem in the Section 8 program. Second, by 
allowing localities to determine their needs and how their funds would be used, 
the Commission fostered greater reliance on State and local officials. They could 
decide whether to house fewer families through new construction, or a larger 
number through rehabilitation and existing housing programs such as vouchers.

HUD's proposal was based on one of the Commission's recommendations, but 
instead of providing a separate element of the CDBG program, which might have 
become financially uncontrollable in the future, the Department proposed allowing 
new housing construction as an eligible activity in the CDBG program.

Congress was also searching for a limited new construction vehicle to compen­
sate where necessary for the elimination of the costly, inefficient Section 8 New 
Construction program. In passing the 1983 Housing and Urban/Rural Recovery 
Act (HURRA), Congress added a new construction and substantial rehabilitation 
program called Housing Development Grants (HODAGs). This new program, 
however, contrasted sharply in several respects with the previous Section 8 pro­
duction program. Unlike the previous program, HODAG required leveraging 
private sector investment. Moreover, the newly created program was subject to 
local initiative and to some extent of local control.

"See Chapter I, page 2.
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Under HODAG, the funding decisions for specific projects were made by HUD. 
State and local governments, however, could determine how the funds should be 
used: for example, whether they should be grants or loans, and whether they should 
be used for interest rate buydowns or other forms of assistance. Also, as in the 
Rental Rehabilitation program, HUD provided no more than half of the funds for 
development or substantial rehabilitation of the projects; and HUD's subsidy was 
a one-time contribution, rather than stretched over a 20-year or 30-year period 
as in the Section 8 program.

Still, the per-unit cost was high, largely because HODAG subsidized about eight 
units of middle-income housing for every two units of low-income housing. While 
this ratio was effective in stimulating private investment, the result was of limited 
benefit to the poor. The Department favored expiration of the program, which 
the legislation had set for 1989.

These initiatives and decisions demonstrated that HUD could create a more 
efficient system for serving the housing needs of the poor. They were complemented 
by HUD efforts to reform another component of assisted housing, the Public and 
Indian Housing programs.

IMPROVING PUBLIC AND INDIAN HOUSING

In 1981, Public Housing was a 44-year-old program, comprising 1.2 million 
housing units administered by nearly 3,000 public housing authorities around the 
country, and serving more than three million people at an annual cost to the Federal 
government of $1.5 billion. In addition, almost half of HUD's $240 billion debt 
was attributable to the public housing program.12

HUD's challenge was to improve the efficiency and effectiveness of public 
housing, which was an important part of HUD's overall effort to ease the housing 
problems of low-income families. The ultimate objective would be to make each 
public housing unit a good home in a good environment, valued by the tenant 
and the larger community.

The vehicles that HUD officials chose for achieving this goal were: 1) preserving 
and improving the existing stock; 2) containing costs; 3) decentralizing decision­
making and control; and 4) promoting long-term management improvements 
within the PHAs. In addition, under the Reagan Administration, HUD gave impetus 
to opportunities for public housing tenants to own their units or help manage the 
projects where they lived.

Public and Indian housing had previously been included among the responsi­
bilities of the Office of Housing and the Federal Housing Commissioner. However, 
in 1983 HUD established a separate Office of Public and Indian Housing, under 
its own Assistant Secretary, to provide a sharper focus to the management and 
improvement of these programs.

Modernizing Public Housing

The 1.2 million units of existing public housing in 1981 were a valuable national 
resource but one that, in many areas, was deteriorating rapidly. The challenge 
was to preserve the stock already in place, and to that end the new Office of Public 
and Indian Housing launched a major modernization effort.

Subsidized housing for Indian tribes and Alaska Native Villages is a part of the public housing 
program. Thus, Indian housing is generally included in any reference to "public housing." More detail 
about Indian programs may be found in Chapters III and IV.
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The need to make this effort was evident, and the statistics compelling. In 1981, 
almost half of the public housing inventory was more than 20 years old; in many 
projects the fixtures and systems were nearing the end of their useful life. A HUD 
survey found that over half the stock (55 percent) needed some degree of rehabilita­
tion in order to meet the "decent, safe, and sanitary" standards required by statute. 
Thus, between 1981 and 1988, HUD made available $8.5 billion in capital cost 
approvals to revitalize the Nation's public and Indian housing stock. This was the 
highest funding level in history for improving public housing.

The Congressionally mandated vehicle for delivering these funds was the Compre­
hensive Improvement Assistance Program (CLAP). In allocating CIAP funds, HUD 
officials emphasized cost-effectiveness in such areas as energy efficiency. Most 
public housing was constructed before the "energy crisis," and relatively little 
attention had been paid to adequate insulation and similar energy-conserving 
techniques. As energy costs skyrocketed, public housing was particularly hard hit 
by increasing utility costs. HUD, therefore, encouraged proposals by PHAs to use 
CIAP funds for improvements that would conserve energy.

In addition, in 1983 HUD applied $16 million of CIAP funds to a one-time Tenant 
Weatherization Program to improve the space-heating in some units that lacked 
adequate insulation. This program allowed tenants to participate and in some cases 
do the work voluntarily to make their units more energy-efficient.

Cost Containment

While HUD officials emphasized the need to revitalize the public housing stock, 
they recognized the importance of doing so in the most cost-effective manner possi­
ble. The goal was to provide maximum housing assistance to the needy at minimum 
cost to the taxpayer, and the Administration made substantial progress towards 
containing the burgeoning costs of public housing while improving its quality.

For example, HUD exercised the same caution in spending money on new con­
struction for public housing as in other assistance programs. New construction 
simply was not a cost-effective means of providing housing assistance; and new 
construction of public housing was even more expensive than other Federally 
sponsored construction programs. In a comparative cost analysis, HUD found that 
the costs of constructing all types of subsidized projects exceeded those for FHA- 
insured, unassisted units. Other types of HUD-subsidized programs cost 10 to 27 
percent more than unsubsidized units; public housing units, however, cost an 
additional 55 percent.13

Nevertheless, in public housing, as in other housing assistance programs, the 
new HUD team stimulated movement through the pipeline of previously made 
new construction commitments. HUD officials were determined to translate viable 
commitments into housing units as quickly and as cost-effectively as possible for 
the benefit of those in need. As part of this effort, a recapture policy was instituted 
for previously committed units that had failed to meet construction start deadlines.

In order to curtail development costs for public and Indian housing, HUD 
imposed restrictions on common space, unit size, and amenities, just as it had done 
in the Section 8 program. A cap was established on allowable costs for public 
housing, and PHAs were allowed to determine their own trade-offs on project sites, 
designs, and amenities within that cap. As a matter of policy HUD also continued 
to favor scattered-site housing as opposed to high-rise buildings.

uUrban Systems Research and Engineering, Inc. The Costs of HUD Multifamily Housing Programs: A 
Comparison of the Development, Financing and Life Cycle of Section 8 Public Housing, and Other Major 

HUD Programs. (Washington: U.S. Department of Housing and Urban Development, 1982), Pages 7-27.
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For Indian tribes and Alaska Native Villages, HUD encouraged the reuse of 
architectural plans, and the use of materials native to the location, in housing 
construction. It also fostered local decision-making by allowing Indian Housing 
Authorities (IHAs) to build as many units as possible with funds allocated to them.

As a result of these and related initiatives, future commitments for new public 
housing units were minimized and new emphasis was placed on production of units 
in the pipeline. By the end of FY 1985, the preconstruction public housing pipeline 
contained only 13,324 units, a decrease in unbuilt housing of more than 50 percent 
from 1981.

HUD public housing officials also considered the cost-effectiveness of moderni­
zation spending. It was recognized early on that standards of density, design, and 
location precluded the rehabilitation of some public housing. A "viability" test 
was instituted as a precondition of modernization funding, to ensure that the 
spending produced not only cosmetic changes, but lasting improvement.

In the end, Congress mandated more new construction for public housing than 
HUD had requested, but largely endorsed the new direction for assisted housing 
chartered by HUD's leadership: conservation and preservation of the existing, viable 
public housing stock.

Improving Local Control of PHA Operations

Originally, the role of the Federal government in public housing was to provide 
subsidies for construction, while the properties were operated and maintained by 
the local PHAs with funds from tenant rents. But in recent decades, very low income 
tenants represented a growing share of public housing occupancy. Because PHAs 
could charge only a fixed percentage of a tenant's income for rent, the aggregate 
rental income of most public housing projects was no longer sufficient to pay the 
full cost of its operations and maintenance.

Over the years, Congress had provided increasing subsidies to PHAs to make 
up the shortfall between rental and other income and operating and maintenance 
costs. This growing dependence on the Federal government had the unfortunate 
effect of tightening HUD's ties to the PHAs and simultaneously unravelling relations 
between PHAs and the communities they served.

HUD officials set out to return as much decision-making authority as possible 
to the local PHAs, in order to help them be more responsive to local needs and 
preferences. A major HUD legislative initiative for FY 1985 proposed to eliminate 
the highly regulated CIAP. It was to be replaced with a comprehensive grant, which 
would devolve to localities responsibility for making decisions on the timing and 
location of capital expenditures on public housing. To promote rational planning, 
the legislation proposed to allocate predictable annual amounts to each PHA, 
replacing the uncertain annual "lottery" and reward for grantsmanship under which 
CIAP operated. The Comprehensive Grant became law in the Housing and Com­
munity Development Act of 1987, and HUD was required to develop the allocation 
formula for Congressional approval.

At the same time, HUD helped PHAs develop and improve their management 
capability. Particular emphasis was placed on PHAs that were laboring under pro­
nounced management and financial difficulties. While the number of these PHAs 
was small, they accounted for a significantly high proportion of the public housing 
inventory in urban areas.

HUD formed a staff to work exclusively with these "troubled" PHAs. A private 
consulting firm was hired to conduct an independent, comprehensive management 
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review of one such PHA, and provide it with training and technical assistance. 
HUD's Inspector General also conducted an audit of 18 such PHAs and made 
several specific recommendations for change. On the basis of the findings of these 
studies, HUD strengthened the guidelines for reviewing and alleviating the problems 
of the troubled PHAs.

While HUD public housing officials focused their efforts on the worst of the 
inventory, they made clear in public statements that both tenants and taxpayers 
were, by and large, being served well by the program. Most public housing 
authorities were well-managed and did, in fact, provide a good home in a good 
environment for low-income people. To emphasize this point, in 1985 HUD 
established an annual Public Housing Agency Performance Awards competition, 
to give public recognition to the many deserving and innovative PHAs operating 
around the country. HUD also worked with the public housing industry to develop 
performance indicators for good management. PHAs able to meet those indicators 
were "decontrolled," or relieved of HUD monitoring and oversight in certain opera­
tional areas. By the end of 1988, over 450 PHAs had been decontrolled.

Similarly, HUD officials focused on finding solutions to the problems of troubled 
IHAs. Whereas the percentage of troubled non-Indian PHAs was relatively small, 
approximately 36 percent of IHAs were classified as troubled. By 1986, however, 
19 IHAs, or 11 percent of the total, had been removed from the financially troubled 
category. The Department's success in this endeavor resulted from enhanced 
cooperation between tribal and IHA leadership and the diligence of HUD's field 
offices in providing increased assistance and oversight.

By emphasizing the rehabilitation of existing public housing and minimizing the 
construction of new units, HUD made better use of Federal revenues. It also 
heightened the value of Federal funds by extending cost-containment measures to 
public and Indian housing, and providing concentrated assistance to financially 
troubled IHAs and PHAs. Through these and other innovative measures, HUD 
was able to offer public housing occupants a more pleasing environment and way 
of life.

Quality of Life Initiatives

During the 1980's, the Department used a series of demonstrations to develop 
innovative programs to improve the quality of life for low-income residents of 
public and assisted housing. Known collectively as the Quality of Life Initiatives, 
these demonstrations were designed to address specific problems, beyond that of 
shelter, which were routinely faced by low-income individuals and families.

The initiatives had in common a number of factors not usually identified with 
Federal programs. They emphasized local design and control; they relied significantly 
on public/private partnerships involving local officials, private enterprise, housing 
authorities, and voluntary, non-profit organizations; and - most significantly - 
they allowed low-income individuals to participate fully in improving their lives.

The early results of the demonstrations were impressive, with at least one 
becoming part of HUD's permanent program structure.

Minority Youth Training Initiative - MYTI addressed the special needs 
of minority youth, whose unemployment rates had been consistently higher than 
those of any other segment of society. MYTI enabled disadvantaged young 
men and women living in or near 18 public housing projects to learn housing 
management and maintenance skills, while performing needed repairs on the 
projects.
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HUD provided a total of $2 million in public housing modernization funds to 
the 18 demonstration cities, with additional funding provided by the Department 
of Labor's Jobs Training Partnership program. The local demonstrations were 
supervised by Private Industry Councils, composed of representatives of local 
governments, unions, and business and industry.

The MYTI trainees developed skills in computer operations, electronics (instal­
lations and repairs), and hotel/motel maintenance. After their training and 
education was completed, MYTI helped them obtain full-time jobs in housing 
maintenance or management in PHAs or with private organizations. About 75 
percent of the almost 900 MYTI graduates were placed in jobs, mostly in the private 
sector.

The programs in Norfolk and Baltimore were particularly successful for their 
participants. After the first round of an Apartment Maintenance Training Pro­
gram conducted by the National Association of Home Builders, 100 percent of 
the graduating students were employed by private apartment management firms.

MYTI's success led to the inclusion of tenant training as an eligible activity for 
any PHA under HUD's Comprehensive Improvement Assistance Program. A 
guidebook was prepared by the Office of Policy Development and Research to 
help communities establish similar programs.

Project Self-Sufficiency - The second Quality of Life Initiative, which was 
launched in September 1984, also applied the principle of public/private partner­
ships to helping those at the bottom of the economic ladder become employable. 
Project Self-Sufficiency (PS-S) was designed to motivate and train single parents 
of very low-income families to take responsibility for their futures.

Of more than 6.7 million single parents in the United States, a high proportion 
were minority women, and over half had poverty-level incomes. They shared with 
other low-income households the need for safe, sanitary, and affordable housing. 
Many also lacked marketable job skills, and had no practical knowledge of how 
or where to seek employment; indeed, often they even lacked the motivation to 
seek jobs. They also faced the need to make suitable, and affordable, arrangements 
for daycare so they could accept employment.

Project Self-Sufficiency created a mechanism for addressing this spectrum of 
needs. The demonstration was initially linked to 5,000 Section 8 housing certificates 
in 78 communities - urban and rural, large and small - which had been selected 
because they promised a high degree of public/private/voluntary cooperation in 
administering the program.

HUD provided each participating community with housing certificates; locally, 
other public and private agencies furnished child care, transportation, counsel­
ing, education, job training, and placement assistance. The objective was to pro­
vide participants with the skills and services they needed to make the transition 
from dependency to productive employment.

About 10,000 families in a total of 155 communities were served by the demon­
stration. By May 1988, 134 participating jurisdictions reported that 29,660 single 
parents had applied; 9,928 had been selected to participate. Forty-two percent of 
the enrollees had completed the program, and either obtained full-time jobs with 
growth potential or enrolled in 2- or 4-year colleges. The average hourly wage 
of those who were working was reported in excess of $5.00. Thirty-five percent 
of the participating communities were still providing services to PS-S participants. 
HUD also developed materials to assist other communities in establishing self- 
sufficiency programs.
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Public Housing Home Ownership Demonstration - On August 21, 1984, HUD 
launched a nationwide Public Housing Home Ownership Demonstration, offering 
public housing residents the opportunity to become owners of their own units. 
The principal objective was to assess the potential for converting public housing 
rental units to homeownership.

The idea behind the demonstration was to encourage participation in the 
American dream of homeownership for its economic and sociological benefits; and 
that residence in public housing should not automatically exclude low-income 
families from participating in that dream. The demonstration tested a number of 
ways that public housing authorities could help low-income tenants purchase their 
own units. HUD established basic requirements for PHAs to participate in the 
demonstration, but left most issues of eligibility and sales price up to individual 
PHAs, local governments, and tenant groups.

Seventeen public housing authorities took part in the demonstration. By 1988, 
there had been 218 sales at 11 sites, including 107 single family scattered-site 
units at nine locations and 111 multifamily units at two sites. Units were sold both 
fee- simple and as cooperatives or condominiums, at prices that made the cost 
of homeownership affordable for low-income households. Various types of 
financing were employed. All the purchasers were counselled in the responsibilities 
of homeownership and financial management, and received training in 
home maintenance.

Small Business Opportunities Project - This initiative was based on the premise 
that many public housing residents possess the interest and ability to become entre­
preneurs and enjoy the opportunities that the dynamic American private sector 
provides to move up the economic ladder. The demonstration linked potential 
entrepreneurs with investment capital and sources of training in business skills to 
help them realize that ambition.

The project was patterned after the successful and independently motivated 
efforts of tenants at Kenilworth-Parkside, a public housing project in Washington, 
D.C. Acting without even the stimulus which HUD later provided, they launched 
a hair styling shop, a window- and screen-repair firm, a trash collection company, 
and a food cooperative.

HUD selected the Opportunity Resource Institute (ORI) to help public and private 
sector leaders organize small business development coalitions in four CDBG-eiigible 
jurisdictions: Broward and Dade Counties, Florida; New Haven, Connecticut; and 
Cleveland, Ohio.

With ORI's assistance, the newly formed coalitions worked with low-income 
potential entrepreneurs to help them develop, launch, and operate their own small 
businesses, which included building and apartment maintenance firms, landscape 
services, daycare centers, and similar ventures. By 1988, 27 public housing residents 
had completed training and were developing business plans. The coalitions had 
created access to more than $100,000 in seed capital, and acted as a continuing 
resource for new ventures.

Tenant Participation, Management, and Economic Development Project - This 
demonstration grew out of the belief that good PHA-tenant relationships enhance 
the success of well-run public housing projects; which, in turn, benefit from the 
participation of tenants in their management. Active tenant involvement in 
maintenance and management decisions positively affects the physical condition 
of housing projects and the quality of life of their residents.
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During the summer of 1988, HUD awarded matching grants to 12 communities 
that had expressed an interest in tenant management. With local matching funds, 
these grants allowed tenants to obtain technical assistance in organizing tenant 
associations, training members for management roles, learning business manage­
ment skills, and operating educational and job development projects.

The grants also helped finance economic development activities, including a 
variety of small businesses established and managed by public housing residents.

Congress endorsed this initiative by including it in the Housing and Community 
Development Act of 1987, which provided $2.5 million per year for 1988 and 1989 
to allow PHAs to hire specialists to assist residents in undertaking housing 
management.

OASIS Initiative - The OASIS Initiative focused on reversing physical deteri­
oration and rising crime rates in troubled public housing and the surrounding 
neighborhoods. It tested a method, developed by the Fort Lauderdale Housing 
Authority, for improving the quality of life in public housing developments and 
blight-stricken neighborhoods.

Beginning in 1985, the OASIS technique was implemented in Houston, Texas. 
The PHA worked with residents, private businesses, community groups, and the 
city's police, public works, and community development agencies to analyze the 
causes of decay and the strengths and weaknesses of the community. They targeted 
resources to the area of greatest need to accomplish rapid, visible revitalization; 
and adopted longer-range strategies to reduce crime and drug traffic, rehabilitate 
housing, and revitalize neighborhoods. Residents began to take pride in improving 
their homes and grounds and reopened businesses.

HUD also conducted the Child Care Demonstration which was authorized 
under the 1987 Housing Act. The program funded non-profit organizations to 
operate child care facilities in public housing to determine whether such on-site 
capability would enhance employment prospects for public housing parents. 
Annual allocations of $5 million were made for 57 demonstration sites in both 
1988 and 1989.

HELP FOR THE HOMELESS

For the most part, during the 1980's low-income people who became recipients 
of HUD's subsidized housing programs did so because they had been paying too 
great a portion of their incomes for rent; or living in substandard accommoda­
tions; or, in some cases, facing both problems. However, the homeless by definition 
had no permanent place to live.

While sensitive to the plight of the homeless, HUD officials recognized that there 
were numerous, divergent estimates - but few hard data - about their number 
or characteristics, about where they were concentrated in the United States and 
about what kind of services were available to meet their needs. Secretary Pierce 
personally believed that the problems of the homeless involved more than their 
lack of shelter and sought more information on the problem.

HUD 1984 Homeless Study
For that reason, in 1983, HUD initiated a comprehensive study to determine 

the number of homeless persons at any one time, to develop their demographic 
profile, and to establish a reliable estimate of the shelter space available to them. 
The results were, in many instances, surprising and, in all cases, enlightening. The 
study generated the following information about the homeless: 
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Between 250,000 and 350,000 people were homeless on an average night in 
January 1984.14

Most of the homeless were in large metropolitan areas; however, contrary to 
popular belief, the highest per-capita share of the homeless population was found 
in the West, rather than in the Northeast.

The majority of the homeless were white, single men, ranging in age from their 
late 20's to mid-30's. Almost half of them suffered from mental illness, alcoholism 
or drug abuse. Over the preceding 20 years, however, the homeless population 
had changed to include more single women, minorities, family members, men­
tally ill individuals, and young people.

’ Over half of the homeless had been unemployed for a long time or had never 
been employed. Few were middle-income, skilled workers who had recently 
become homeless because of losing their jobs.
The study uncovered additionally useful facts about provisions for the homeless.

• Shelters existed for housing approximately 111,000 people, with about 8,000 of 
these spaces serving run-away youth, and roughly 12,000 serving abused women. 
In addition to these emergency shelters, many homeless individuals received 
vouchers to stay temporarily in hotels or apartments.

• The number of emergency shelters was increasing: 20 percent of the existing 
facilities had been created less than one year prior to the study.

• Most shelters offered meals, laundry facilities, psychiatric counselling, and 
employment and housing referrals.

• Most of the funds for shelters were donated by individuals, corporations, or 
other private sources; while Federal, State and local governments provided the 
lesser portion. Most shelters (94 percent) were operated by the private or non­
profit sector. City and county governments ran only 6 percent of the total 
number.

• Although half of the shelters were unable to meet the demand in January 1984, 
average occupancy for all the shelters during that month was only 70 percent.
Upon releasing the study in May 1984, Secretary Pierce announced his inten­

tion to use it for determining HUD's future policies:

'This report provides the first national profile of the homeless population, based 
on systematically collected data, and reveals a very different picture of who the 
homeless are, compared to the traditional stereotype of street persons...

"As this report makes eminently clear, long-term solutions. . .must take into 
account the diversity of the population. I believe this study will be helpful 
and useful to both public and private officials in their efforts to address the 
needs of the homeless."15

Initiatives and Progress

HUD and other Federal agencies joined the private sector in increasing efforts 
to aid the homeless. President Reagan created an Interagency Task Force in 1983 
to coordinate Federal efforts and work with the States, localities and the private 

“Because the need for temporary or emergency shelter varies throughout the year, HUD used this 
"point-in-time" reference. The research team determined to concentrate on the month of January, 
a month when the weather intensified the plight of the homeless.

“"Housing Secretary Pierce Provides First National Profile of Homeless Population and Emergency Shel­
ters," News Release (Washington, D.C.: Department of Housing and Urban Development, May 1,1984).
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sector in meeting the needs of the homeless. While most Federal funds for the 
homeless came from the Federal Emergency Management Agency (FEMA), other 
parts of the Executive Branch made significant contributions toward alleviating 
their problems as well. For example, one-fifth of the Community Services Block 
Grant funds allocated to cities by the Department of Health and Human Services 
was used for the homeless. The Department of Defense made some military 
buildings available for shelter, and by the end of 1987, 15 shelters were operating 
on military reservations. At the same time, over two million pounds of food were 
donated by military commissaries around the country to food banks for the 
homeless.

HUD also played a multifaceted role in providing for the homeless. From 1983 
to 1988, cities and States used $165 million in CDBG funds to provide shelter and 
meet other needs of the homeless. Also, some single family properties in the HUD 
inventory were designated for the homeless, and a few PHAs reserved public 
housing units for their use.

In FY 1986, HUD set aside 1,000 Section 8 existing housing certificates to develop 
a model shelter program for the chronically mentally ill, who form the largest single 
group of the homeless. Illustrating the Administration’s emphasis on public/private 
partnerships, the program was structured as a joint venture with the Robert Wood 
Johnson Foundation. A public/private advisory committee, composed of experts 
in mental health, urban development, and government, was formed by the Foun­
dation to oversee the program.

Emergency Shelter Grants and Transitional Housing Demonstration Programs
Subsequently, the Homeless Housing Act of 1986 created two new programs 

to assist homeless persons, the Emergency Shelter Grants Program and the Tran­
sitional Housing Demonstration Program. These programs were incorporated into 
the Stewart B. McKinney Homeless Assistance Act, which President Reagan signed 
into law on July 22, 1987. Appropriations for FY 1987 through FY 1989 under 
this Act totaled $1.2 billion.

Under the Transitional Housing Demonstration Program, HUD sought inno­
vative approaches for providing housing and support services to help make the 
transition to independent living. The objectives of the program were to determine:

• The cost of acquiring and/or rehabilitating or leasing, existing structures to pro­
vide housing for homeless persons;

• The cost of operating the housing and providing support services to its residents; 
and

• The effectiveness of these services in assisting homeless persons.

Under this program, HUD offered assistance to eligible governmental and private 
non-profit entities in the form of: (1) interest-free advances of up to $200,000 or 
50 percent of the cost of acquisition and/or rehabilitation of existing structures 
for use as transitional housing; (2) up to 50 percent of annual operating costs of 
the transitional housing; and (3) technical assistance to program recipients in 
carrying out these activities. The first year of the program was funded at $5,000,000 
to allow funding of approximately 5 to 10 projects.

The second new initiative arising from the 1986 legislation was the Emergency 
Shelter Grants Program. This provided States and local governments with $68 
million for FY 1987 and FY 1988 to increase the quality and quantity of shelters 
serving the homeless. A total of 731 communities received either entitlement grants 
directly from HUD or funding through the States in 1987; and in that year 
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approximately 57 percent of the funds were spent on shelter rehabilitation activities, 
36 percent on operations, and 7 percent on services for the homeless.

The McKinney Act also established three additional programs in HUD to aid 
the homeless:
—The Permanent Housing for the Homeless Handicapped program, which pro­

vided funds to States for long-term housing for handicapped persons who are 
homeless or "at risk" of becoming homeless;

—The Supplemental Assistance for Facilities to Assist the Homeless program, under 
which HUD provided assistance for comprehensive approaches to address the 
immediate or long-term needs of the homeless or funding to supplement that 
provided under the Emergency Shelter Grant or Transitional Housing Demon­
stration programs; and

—Section 8 Moderate Rehabilitation Assistance for Single Room Occupancy Dwell­
ings program, which provided rental assistance payments to pay the cost of the 
rehabilitation of single room occupancy dwellings, such as residential hotels, 
for priority occupancy by homeless individuals.

HUD moved quickly to implement the McKinney Act programs and to make the 
funds appropriated for these programs available to governments and private organi­
zations for use in the winter of 1987-1988. By mid-December 1987, all 50 States 
and more than 320 eligible local governments under the Emergency Shelter Grants 
program had received their formula allocation of funds under this program, and 
competitive awards of funds had been made under the Transitional Housing 
Demonstration program, the program of Supplemental Assistance for Facilities 
to Assist the Homeless, and the Section 8 Moderate Rehabilitation program. By 
October 1988, competitive awards had been made to 338 grantees, including non­
profit organizations, public housing agencies, and local and State governments.

In addition to these program activities, the McKinney Act assigned to HUD the 
administrative responsibility for the Interagency Council on the Homeless. The 
Council was organized in September 1987, elected HUD Secretary Pierce as Chair­
man, and the Department of Health and Human Services Secretary Otis Bowen 
as Vice-Chairman, and submitted its first report to Congress in October 1987. First, 
the Interagency Council on the Homeless focused on implementing the McKinney 
Act programs assigned to its member agencies; then on coordinating Federal efforts; 
next, on improving cooperation between the public and private sectors.

The future of the homeless is as complex as the individuals themselves. While 
housing is a fundamental problem for them, it is not their only problem. As HUD’s 
1984 homeless report concludes:

"Improving the condition of the homeless over the long term requires tailoring 
public and private responses to fit their widely-varying needs rather than 
placing (sole) emphasis on emergency shelters.16

SUMMARY

At the beginning of 1981, HUD's programs were, for the most part, expensive and 
inefficient. Inflation was rampant, construction was virtually at a standstill, and 
consequently people waiting for housing assistance were not reaping the benefits 
of HUD's programs. It was obvious that strong measures were needed to counteract 
the failures of the past and shape the future of housing assistance programs.

Report to the Secretary on the Homeless and Emergency Shelters (Washington, D.C.: U.S. Depart­
ment of Housing and Urban Development, Office of Policy Development Research, May 1984), Page 50.
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