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HOUSING

Part I - General Discussion and Recommendations

The Housing and Urban Development Act of 1968 reaffirmed the national

housing goal == "a decent home and a sultable living enviromment for every

American family". Tt committed this Nation to the construction of 26 million
housing units - 6 million of these for low and moderate income families ==
over the next 10 years, and the elimination of substantiqlly all substandard I
housing units within that time. . £

The primary concern of the Task Force has been tr:---identif:r,r those factors
and conditions which could prevent these housing production goals from being '
reached and to consider actions which mighi: be taken.to overcome these con-
straints, or make them less burdensome, and.so permit the production goals to |

be achieved in the moast efficlient manner.

Meeting the production goals

It is clear to the Task Force that a ﬁumber of variables will affect

both our ability to achieve these ambiticus production goals and the compositicn ,
of the mix of publicly assisted and nnnsuhai:.ii;eﬂ housing units which will make :
up the total production. The critical inter-:*ielg.tianahipn are:
(1) the effect of alternative income maintenance programs on
the need for, ai&ze of, and total cost of housing subsidies;
(2) whether, over the next few years, there will be any substantial
change in the cost of _pruducihg standard housing;
(3) whether, over the projected prt:;dtmti;:ln 'pefind, perscnal incomes

-

will rise faster than housing construction costs, and the effect



of the projected relationship between increases in personal
income and housing construction costs on the total demand for
nonsubsidized housing over this time pericd; and

(4) the extent to which the process by which the existing supply of

housing is filtered to lower income groups will be affected by

e substantial changes in construction costs, levels of personal

income, and the relationship between these two.

At present levels of construction costs and family income, every $1,000

reduction in the cost of a dwelling unit makes it possible.for about 900,000

additional families to meet (with 20-25 percent of their monthly income) the
monthly payment necessary to carry the unit. Conversely, if the cost of
producing the dwelling unit remains constant, small inecreases in the level
of personal income adds substantially to the number of families who can
meet (with 20-25 percent of their monthly income) the mouth'.l,}r payment ﬁecessa.,w
to carry the unit.

More concretely, a $24.85 monthly subsidy is necessm-*:.r to enable a
fanily with an annual income of $6,000 to carry a $15,000 house with 20%
of its monthly income. If the family income stays the same and the cost of
producing the house rises to §17,500, a $46.27 monthly subsidy becomes
necessary. If the family income remains the same and the cost of the house
is reduced to $12,500, no subsidy is necessary. If the cost of the house
remains at $15,000 and the family income rises to $7,200, no subsidy is

necessary.
The cost of producing housing, the level of personal income, and the

need for subsidy are completely intertwined. These considerations have lead
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the Task Force to conclude that the type and size of public programs which can
eneble us to achieve the national production goals most efficiently may very
during the production period because of changes in the cost of producing

dwelling units, levels of perscnal income, and the relationship between the

two.

While recngnizing the implications of income maintenance programs, and
changes in the relationship between levels of perscnal income and construction
cost on the content of public actions which best further achievement of the
. housing production goals, the Task Force doubts that meaningful pfnjec;ipns_
can be made as to the course of these varisbles over the period of the pro-
‘duetion prograem. Instead we stress that the size and content of public programs
designed to further achievement of these producticon goals be carefully
reviewed each year in the light of what is then known sboub these variables;
nné that each year an attempt be made to identify the then existing constraints
that JéupardiZE achievement of the production goals.

In the judgment of the Task Force the presently existing constraints 2
which could preclude sufficient housing production to achieve the national
goal include (1) the inadequacy of the present organization of the hame
building industry, (2) the vulnerability of residential construction to
restrictive monetary policies, (3) the higheconomic and social cost of
building sites in the centrel cities (involving, as they often do, considerable
ﬂémﬂlitiﬂn and a resulting displacement of penple]; and impediments to the
use of sites in outlying metropoliten areas for subsidized housing, {hj the

inadequacy of the labor pool available to the construction industry,

e —
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Costs and the producticon goal

(5) limitations on the sdministrative capabilities of Federal and local

bureaucracies to process the specific housing projects in connection with the

occupency of which subsidy payments are authorized by existing Federal prograns,

and (6) limitations on the amount of subsidy funds which may be appropriated.
The report of the Kalser Committee, and the work of the National

Commission on Urban Problems, deal with these constraints and contain a

nurber of legislative and administrative recommendations. One of the

principal aims of this Task Force has been the evaluation of these recom-

mendations. Almost all of the housing reﬂnmﬁemiﬁbiuns contained in this

;‘e:p.nrt- stem from the work of these two 'E:i'hui:s.

The Task Force hgﬁ no }eriuus reservations as to the capacity of the

residential construction industry, as presently constituted, to produce

e

26 million units over the next ten years. The production levels reached

by the industry in the early 1550's is convincing proof that the required
production can be achieved with the present nrganiza:tinnai structure, if

adequate financing 1s available and if there is sufficient demand to permit

gale of the units produced.

Our concern is with the implications of the fa.qt. that the cost of
producing residential units is increasing at a faster rate than personal
incomes. Clearly, the production goal can be achieved if the nation is
willing to meet whatever price the residential construction ir;ﬁustry regquires
to get the units produced. But we believe ’é-ha.t continued public acceptance
of the production geoal will be effected by the cost of E.::hit—:-"_.ring t.he goal.

If present cost trends continue s &achievement of the prb&;iction goals

will require that, (1) en ever greater proportion of total residential pro-

—— e — i o



duction be publicly supported (as fewer and fewer families ﬁﬁ.‘L be able to
exercise effective demand for nonsubsidized huuai:ng}, (2) deeper subsidies .be
provided (in order to permit publicly supported umii:-s to serve thé same relative
income levels they are now aimed at), and (3) those who meet their housing

needs out of the nonsubsidized part of the total px:ﬂductinn, allocate greater
portions of their income to housing. In such circumstanceé, it would become
difficult to sustain continued public support of the use of subsidies to

: J f
establish the effective demand necessary to clear the units produced by the

construction -industry. =

‘ 'ih:e*se ;ﬂns‘i.él]eé'a;tions als-t.:n-underlia; the C-'GIIE.EIII'I n;?l this Task Force 1-_r.;tth

the effect of interest rates, land cost, and labor productivity on the cost

of producing residential units, and in large part m-i;n':a:l.vate our later recommen- :
dations aimed at offsetting the effect on h::rus.‘_r.ng construction of restrictive |
morietery policies, the cost of building sites, um:l the limitations of the I

present labor pool. :

We believe 1t essential that major ei:fﬂrts h.E made to expand the capacity

of the residential construction industry -- and improve its productivity.

Organization of the homebuilding industry :
Homebuilding in the United States is 15:&-:@ a localized industry domineted
by thousands of small operators.. The reasons for this have been examined a
numher of times, most recently in the work of ‘_t_hE:.Ka:l.aer Committee and the
Kational Commission on Urban Problems. Among the most iﬁporta.nt- are:
(1) the tremendous number of (over 4500) jurisdictions with
separate building codes, separate ﬁuﬁﬂ?islm'regﬂatim:s,

goning ordinances, ete.;



(2) thé wide variations in climate, consumer taste, topography,
and soll conditions in the many housing markets scross the
nation -- factors which make local knowledge an essentlal
ingredient in the successful design and merchandizing of homes;
md' s

(3) fragnented land ownership which makes assembly of relativel:,r

large in-city or close-=in suburban parcels almost impnssible
without the use of powers of eminent domain.
_The E55ggggEgL1gn_gf_t_nq:gniﬂgnjigl_;gnﬁgxu:tinn inﬂustrr has ﬂeriuus
effects which tend to keep costs higher than they might otherwise be.

There is no producer large enough to bear the cost of a large research
and developzment effort. o producer controls encugh of the market to make
feasible the development of standardized products, or investment in the
nﬂférﬁiaing necessary to promote the acceptance of such products. Only the
largesf producers find it feasible to invest in developing advanced skills in
their work force. Only the very largest producers can assemble parcels of land
large enough to permit most efficient operations.

Two types of acticns cen be taken to overcoms the dissbilities placed
upon tﬁe residential construction industry by its present fragmented nrgani—_
zation. EiEEEi actions can be taken to promote the entry of large firms into

—1

homebuilding and to develop the capacity and improve the productivity of

————

péomising producers In the Industry. Second, institutions can be created to
perform those activities wvital to the functioning of an efficient high-technology
industry which it is not feasible for the individual firm in the homebuilding
industry to conduct.

Entry into the Industry of large manufacturing firms -- which operate

on an industrial, rather than a craft, basis -- could result in significant



economies of scale and technical innovations which cuu]:d refluce cost. We
believe the entry of such firms into the field would also introduce an
element of competition that would tend_tﬂ bring pressure on thé rest of the
industry to eliminate restrictive, cost inecreasing practices now imposed in
collective bargaining egreements or loecal building.ﬁodﬂs.

-~ The Task Force recommends that the Federal Government use its pur-

chasing power to bring large manufacturing firms into residentisl

construction and to expand the capacity and im'_nrmre': the productivity .

of promising producers in the industry: (1) by having the Department

-'" " of Defensé contract substantial portions of its total annual housing

regulirements to be produced by such firms to specified performance

standards, and (2) by authorizing the Department of Housing and Urban

(- Development to do the work necessary to develop public housing and

- other federally subsidized units when requested to do so by local

housing authorities and other public bodies which have authority to

construct and operate such units, and having HUD contract the con-

gtruction of such units to be produced by such firms to specified

®

performance st andards.

As presently constituted the residentia:i Icnnatructic;n industry cannot
itself promote the research and development B.ci.‘;ivitr or create the institu-
tions which a high-technology researchicnnstruct-ibn industry must have.

To fill these essential needs that the induﬂtry; cannot now meet the Task
Force recommends that the Federal Government: |

== Increase the annual level of Federal funds for research and

development to $100 million over a three-year period.

-- Establish & technical advisory body to hélp HUD select the

research and development activities to be supported by Federal

- funds.



L’ -~ Establish within HUD a2 testing facillity which would evaluate

the technical suitability of new building products and materials..

-- Establish (possibly as an independent government institute) a Building

Btandards and Testing Institute which would: (a) promote

voluntary industry coordination of dimensions, (b) develop perfor-

mance standards for building materials and construction systems,

(c¢) draft model uniform standards for construction, and (d) coordi-

nate the testing of building products and subsystems.

, == Establish within the Urban Institute an Associetion for Urban

Technology which would: (a) publish technical journals on housing,

(b) serve as a professional association for urban technologists,

_(E} oversee administretion of t.rér.ining and fellowship programs in
urban technology, (d) sssemble an, information bank on housing

{a research and development, (e) carry out an "extension service" to

those in need uf‘ technical help, and {f} maintain systematic

contacts with foreign institutes concerned with housing research.

-- Establish a single set of Federal construction standards applicable

to all Federal or federally assisted residential comstruction.

The availability of financing and its cost

The effects of tight money and high interest rates on housing production
are now well known. When money is scarce and interest rates high, the net
flow of funds to the residential mortgage marl-r.-:a!:- is drastically reduced, and
those funds which do flow into housing can be cbtained only at interest rates
which greatly increase the monthly payment necessary to carry the dwelling

- unit produced. ‘
As a direct result of the monetary pnlicieé gfl-c:pt.eﬂ. in 1966 and the

scarcity of credit and high interest rates which résulted, the net flow of



funds into residentiel mortgage financing dropped from $19.8 billion in 1965
to $12.7 billion in 1966 -~ an abrupt decline of $7.1 billion or more than
35 percent, end housing starts fell from 1.5 million to 1.1 million. During
the seme period the net use of credit decreased less than $1 billion; a
striking illustration of the fact that housing bears the brunt of monetary

policies adopted to restrain plant expansion and speculetion at the top of the

business cycle.

High interest rates have a greater effect on the cost of housing than

cn obther 1te:h-.s pruriuced The month.‘lqr paarment necessary to smortize a $15,000
.30 year mnrtga;ge 13 increased by more tha.n $lﬂ a mon‘f:.h 'b:,r u.n increase in the .
interest rate on mortgage money from 5.75 to 6.75 percent. An increase in
the interest rate of this magnitude has the same effect on the slze of the
monthly peyment required to carry & $15,000 dwelling unit as would a 13 percent
increase in total development and construction cost of the unit.

There are three types of action that can be taken to increase the amount
of capitel available to finance the production of housing; and to keep the
cost of money ﬁs low as possible. First, actions can be taken which will enable
the homebuilding industry to compete more effectively for funds in the capital
markets. Second, those responsible for determining the mix of monetary and
fiscal policlies to be used to promote economic E;rnwt"h and ma-.ir;taiu price
stability can be uré,ed to assign g:;'eate.-r weight to the need for housing 'prn-—l
duction, and provided with more effective and flexible methods of using fiscal
policies to accomplish their purposes. Third, steps can be taken to insulate
_'I:-he: homebuilding industry (to some exl;ent} from the adverse effect of
restrictive monetary policies when it is determined that they musﬁ'ﬁe adopted,
and selective actions -- which bear more on other segments of the e:cmm‘.j"

than housing -- followed.



Legislation enacted in 1968 will enable the homebuilding industry to
compete more effectively for funds. Measures adopted will increase invest-
ment in the secondary mortgage market thrmi.gh changes in the organization of
the Federal National Mortgage Association and in its investment powers,
enhance the attractiveness of VA and FHA mortgages, and improve the capacity
of financial institutions to invest in the mortgage market.

'éhe Task Force recf;:mend,s the implementation and extension of the

policies embodied in 1958 legislation, including

/ " == " Elimination of pemmenﬁ statutory interest rate ceilings on

FHA and VA housing loans.

~= Full implementation of the authority of the Government National

Mortgage Association to guarantee priva.te bonds or debentures

secured by federally insured or gueranteed mortgages.

=~ Authorizetion for the Government National Mortgage Assoclation

to buy unlimited guantities of subsidized federally insured or

guaranteed mortgages and to issue securities backed by such

mortgages.
-= A change in current budgetery practice to reflect in the budeet

.. only the nonrecoverable cost to the government with respect to

GNMA borrowing in any year rather than the entire smount of the

‘harrnw% ~

Requiring when the effect of monetary policy has severely limited

the smount of credit available for housing, that the Federal
Reserve Boerd purchase, through its open market operations, obli-

Eations issued or guaranteed Federal housin encies in lien

of Treasury securities.
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Assuring adegquate sltes i

Studies done for the Kaiser Committees indicate that production of the
units assumed in the national production goal will reguire asbout double the
current annuel rate of land consumption fof residentisl and related develop-

ment. The Kaiser Committee concluded that "/Afailability of enough land at

non-inflationary prices could become one of the major cbstacles to overcome in

achieving the 10-year goal of 26 million ﬂﬂ&itiﬂnal housing units".
Recommendations made later in this report 'N'DI:‘lld esteblish Federal programs

to assist State and local governments in a;s:-;.mhling large contiguous plots of

land to be developed es entire new communities. Implementation of these

recommendations can, over a period of time, greatly relieve the pressure on

i

building sites in the centrel cities, and the rapidly expanding fringes in

the outlying metropolitan area, For the immediate future, however, it seems
certain thaf. the overwhelming amount of new housing construction must take
place on a limited amount of vacant land available in the existing metropolitan
areas. -

Implementation by State and local gn?emts to whom they are directed,
of récmmendnﬁiuns dealing with taxation of land contained in the report of
the Nationel Commission on Urban problems mipht bring vacant land in metropolitan
areas on the market at more rea.sr:m!ble prices. Eut,. for the immediate fulture,
there seems to be no reasonsble prospect that the cost of suitable residential
gites will decline in the face of the demand for such sites generated by the
inereased housing production contemplated. : "

The. shortage of suitable sites, and the high cost of those sites which
cen be cbteined has particularly ominous implications for achi&viﬁgl production

of the six million low and moderate income units projected as part of the totel
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| production goal. Suburban jurisdictions which ring the central city often adopt

land use regulations which Efff_ﬂ:ti‘lrﬂl.}' prevent construction of low and moderate

income housing on the relatively cheap land available in the outlying metropoli-

tan areas. Since there is little vacant land left in most older cities, con=-
struction of low and moderate income units there often requires utilization of
land on which there are existing slum properties which must be demolished and
cleared. The costs of demolition end clearance, and the high value of the
alternative non-residential uses of this land makes it extremely expensive.
As a result, unless the land is used more inf-ensivelar (for high rise) than is
practicable -- considering that families with children are to be housed, and
very few of the facilities offered in lwary high rise units can be provided --
it is not possible to put on the lend dwelling units which can be amortized with
& monthly payment that low and moderate income families can afford.

In addition the very act of demolishing the existing slum properties
on the land tends to Increase the cost of the remaining low and moderabe
income housing available in t;he ci-t"lr, as well as imposing specific burdens
on the families displaced by the clearance.

The Task Force, therefore, recommends:

== Elimination of those administrative rules and practices in the

put 'ﬁ: 5E"-“" urban renewal program which preclude writing-down the cost of land
o '
1 s or low or moderate income housing projects(to zero then tha
\n" ﬂn“ /? old for 1 oderate in housing projects(t hen that
] (- L
sales price is the land valuation necessary to achieve the ren
‘il""‘m sales price is the land valuati to achieve the rent
A1 H}J_ scheduls Jﬂﬁﬂ}‘:\the "target population” can afford. :
A -
%Jge'ﬁsi -- Relocétion assistence and peyments (equal to those provided in

the urban renewsl program) to persons and families displaced by the

construction of federelly subsidirzed low and moderate income housing

projects.
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== Federel grants to cover the cost of writing-down land (wvherever

gituated) acquired by State or local governments and sold at its

value for use as a site for low and moderate income housing.

== Sale of excess Federal land to developers of subsidized housing

at its wvaelue for use as & site for such hm:ain,g;

Expanding and Im;nr:oving the Work Force
Studies made for the Kaiser Committee indicate the need for su‘bsﬁntial

increases in the size and efficiency of the work force avallable to the

residential construction industry if it is to construct 26 million housing

1:mita over the next ten z.rears;

Much of the necessery increase in the size of the work force could
be provided by fecilitating the entry of minority groups into all segments
of residential construction, end providing adeguate training in the necessary
skills.

In addition, action must be taken to utilize more efficiently the man-
power available for residential construction.

In & study for the Kaiser Committee, it was found that in the construction
industry, 1.8 men are required to fill every average yearly job, a higher ratio
than in any other industry. To a great extent, this is due to the seasonal
character of comstruction. For example, while a full work year in -:mnstruetirl::-n
is considered to be gbout 1800 hnurq, many workmen are employed on the job
cnly between 1100 to 1400 hours a year. This pattern is wasteful of skilled
manpower and hampers recruitment of new workers.

Specifically, the Task Force recommends the following Federal actions:

-- Develcping uniform "performance" standards governing admission,

recruiting, and training which would be utilized by 21l Federal
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agéncies to judge compliance with requirements of equal opportunity

in construction employment.

== Tmplementing Section 3 of the Housing Act of 1968 to require that,

to the maximum extent feasible, workers employed in connection with

the eonstruction, rehabilitation and operation of housing assisted

under the Federal subsidized housing programs be lower income

persons residing in the area in which such housing is located.

== Requiring that persons employed pursuant to the implementation of

Section 3 of the 1968 Act be given training in construction skills

with Manpower Development and Trainineg Act funds available for

the cost of such training.

/ == Substantially increasing th reentage of A resources allocated
to training progrems for construction workers.

fiima Substentielly increasing the amount of Federal vocational education
ds alloceted to provide traini in struction ades
' —- Substenti expanding the pre-apprenticeship training pro

-- Establishing a non-skilled trainee Davis-Bacon rate applicsble

to the construction industrv.

[.-; Vigorous action by the Bureau of the Budget to secure active

government incentives to, and promotion of, techniques to offzet

_ seasonality in construction and to assure that Federal construction

is spread throughout the year.
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More Effgé%ive Administration and Utilization of Housing
Subsidy Programs

The 6 million low and moderate income units projected ;s part of the
national production goal can not be constructed unless existing housing
subsidy programs are edequately funded, and existing mechanisms for delivering
the subsidies authorized are improved.

At the present time all Federal housing subsidies #re project oriented --
. that is the payﬁent of the subsidy is tied to a specifie housing prnﬂéﬁt with
respect to which the Federal subsidy is made availsble. Experience in the

puhlic housing prngram, in the EEl{i}{3] Below Market Interest Rate progran,
in the EDE Elderly Direct Loan program, and in the Rent Eupplement programn
has made clear that the development of such a specific project involves lenghbhy
and expensive processing and that it is extremely difficult to achieve volume
production.

A number of reasons for the difficulties that have been encountered are
now well ¥nown. In public housing (and to a lesser, but still considerable,
extent in all subsidized housing) the problem of securing local approval of
available sites slows down production. The nonprofit organizations so heavily
relied on to develop housing in the 202 Flderly Direct Loan, 221(d)(3), and
Rent Eﬁpplement prograﬁa, have been a notoriously weak reed -- largely lacking
in the éntrepreneurial talents necessary to develop and construet housing -
?rnﬂects.

The 1968 legislation authorized several programs which should do mucﬁ to
‘improve the ability of nongovernmental. sponsors to develop and construct

e —

- subsidized housing projects. The partnership provisions should bring not

only equity money but technical ccmpetence to the field. The assistance to
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nonprofit sponsors authorized by Section 106 should be invaluable in developing
more knowledgeable sponsors and improving their ability to operate. The National
Homeownership Foundation authorized by Section 10T can also be helpfui.

The Task Force recommends vigorous implementation of these programs and
particularly urges full funding of the amounts authorized to assist nonprofit
sponsors by Section 106 of the 1968 legislation.

The Task Force believes that additional steps can be taken. First, the
Federal delivery s;l,r-atem must be improved. Second, State and local governments
mast be induced to take greater initiative in developing low and moderate
income housing and in utilizing, or facilitating the utilizetion of, the
exigting subsidized housing programs.

Both the Kai.ser Committee end the National cmissim on Urban Problems
have recommended that all housing programs administered by HUD be placed
under one assistant secretary. Organizaetional changes are not always t_he only,
or even the optimum, method of achieving Improvement in administration. The
Task Force believes that the annual report required by Eecﬁ-im 5 of the 1965
Act on areas of progrem administration and management which require improvement
can generate meeningful improvements in the administration of the Federal housing
subsidy progrems. Any organizational changes ought to be deferred until after
the first report -- which must be filed "as early as practicable in calendar
year 1959" -- hes been prepared and analyzed.

Rennﬁnendatiuns made later in this report would establish Federal programs
to assist State and locel governments to participate more fully in the develop-
ment of low and moderate income housing.

Adequate Funding

Nothing has happened since enactment of the 1968 legislation which would

permit the assumption that the housing production goals can ‘-he achieved without

- o — ] . T i - i i —
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operation of existing Federal housing subsidy programs a;.t thHe full authoriza-
tion levels provided by the Congress. .

The Task Force strongly recﬂmends_that appropristions up tu'tha full
level of suthorization available be requested for HUD housing programs,
ineluding |

== rent supplements

==  low-rent public housing, including -tena.nt. services
!

-~ section 235 homeownership :I
-- section 236 rental housing i
-~ rehabilitation E-r&nt-.s am?.t 1na.nls -

-- loans to nonprofit sponsors

~= homeowner counseling services

Experimental housing ellowances -- use of exiating housing

- There are two threads that run through the :ex'isting Federal housing subsidy
progr-ams. First, the programs provide project subsidies -- that is to say the
subsidy provided is tied to a specific dwelling. If tl-:te recipient of the
subsidy leaves the specified dwelling he loses the subsidy. BSecond, with
some noteble and recent exceptions, the major hcusi.‘.ng subgidy program have

been used primarily to promote new construction and substantial rehsbilitation.

———

The emphasis in existing Federal subsidy programs on project subsidies,
and the production of new or rehabilitated units iz easily explained. Tying
the subsidy to a specific .dwe]_ling unit, and méisthlg that the subsidy progrems
generally add to the stock of available hmzaing units serves two purposes.
It establishes a managesble universe towhich subsidy payments can be related,
and it assures that the additional effective dém&;ld for housing created by the
subsidy payments does not simply drive up the renfs_- on units in the existing

housing stock.

= T
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The advanteges of using h-:nus,ij.:ag allowances, rra.ther than project subsidies,
as a method of permitting low inco e5 to obtain decent housing, was
carefully examined by the Haiser Committee. A housing allowance program
would make available to families =-- according to their needs -- cash allowances
which could be utilized only for the purchase of standard housing.

There are several advanteges in a program of housing allowances. Since
subsidy peyments e not tied to specific ﬁnit-s, there is m::h greater liklihood
of avoid engration -- which plagues the ;iumi housing program -- of

one location. It permita thc-se receiving housing subsidy

pun:r fam
“dollars to make t.heir own decisions on housing quality, style, and management. -
to exercisze some market power in determining where their housing dollars are
best spent.

The project subsidy programs are now 1.!:.1'331;'{ insulated from the healthy
ir‘lﬂuences that would be provided by the &vailah-illity of options to their
consumers. A housing allowence progrem can be fully implemented much more
quickly than a project subsidy progran. (ﬁere is no need to process eppli-
cations to construct or acquire units, ete.) Finally, it is possible, though
not certain, that a program of housing a]lwgnr_:e:i would involve lower administra-
tive expenses than do the present project au'.b'siu_iiea.

The immediately ascertainable dlisadvantages of a housing allowance program
are (1) the great difficulty of delimiting a uﬂ_.vér'se of eligible recipients
small enocugh to be manageable, (2) the 1ik1lihood that arny large infusion of
new purchasing power (without an immediately offsetting increase in the
housing stock) would result in a bidding up of -pril.ceé- for the existing housing
inventory, and (3) the possibility that the relcipients uf housm‘g ellowances

could not make intelligent use of the allowance wii:hr::ut strong programs of

e ———
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consumer educafion and the elimination of patterns of racial diserimination
which deny to some access to avallable housing.

The Task Force believes thatypﬁimﬁl value of & housing allowance

o :
program in enabling low income families to obfain standard housing werrents

undertaking immediately & s experimental /program. The Task Force, there=-

fore, recommends that In a er of housing market areas, in which

there are sdequate vacancy rates, HUD be authorized to:
= Initiate an e.xz-:eriucnta.l housing allowance program which would

permit rent supplement or 236 rental payments on behalf of the

© =, . + - . displaced, the elderly, and large families (more than three minors)
for any exlisting standard housing suitable to their needs. The
housing ellowance would be equal to the difference between 20 percent
of the recipients monthly income and the monthly rental for any
existing standerd housing within the rentel range established for
equivalent units in the rent supplement program.

The Task Force also recommends that:

- == In housing market areas, in which there are adequate vacancy rates

HUD be authorized to utilize up to 25 percent of the funds

authorized for the rent supplement program for payments with
respect to existing housing leased to families eligible to receive .
asslista.nce under the rent supplement program.

-_- A portion of the appropriations for the Section 235 Homeownership
Progrem authorized by the 1968 legislation are available to assist
eli.gihle families who purcha;e existing single family homes.

The -portion of appropriated funds authorized to be used in connection

-with existing homss is scheduled to decline from 25 to 10 percent




over the first 3 years of the life of the Section -235 program, and
none of the funds could be used for existing homes thereafter.. :
The Task Force recommends that up to 25 percent of the f‘u.nd.s
appropriated for the Section 235 program continue to be available

for use in connection with existing homes.

Improvements In Existing Housing Subsidy Programs

The work of the Kaiser Committee has once more. called attention to the
fact that existing Federsl housing subsidy progr&ma a.re nnt designed to serve
_‘-the neediest femilies. Ewven public housing -- the program with_ the deepest
subsidy -- operates generally on the pw;-.mise that the rents collected from
all the tenants of a sﬁecific public hnus:l.l.ug project will cover the operating
Pﬁ‘_t_‘ff the project. . - 8
Az & result tenants who can not afford tu'pa.;‘.r- that portion of the

operating costs of & project allocated to the unit they occupy can be

admitted to a public housing project only to the extent that the project

includes tenants whose incomes permit them to pay more than the operating

cost of the unit they ocecupy.

Over the years, Congress has authnrized"laﬁﬁitimal subsidy pavments of

up 20.00 per annum per dwelling unit on behalf of the el
digplaced by urban renewal or public housing p:_rﬂj ects, and, in 1968 large
families (four or more minors) and famillies of uﬁ-@y low income. But these
are, at best, inadequate piecemeal attempts to permit public housing to serve

some additional poor families it could not ut.h‘erwisqserve. The additional
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$120.00 per annum per dwelling unit provided is often not enough Ell.drlitiuna.l
subsidy, and the patch work of enumerated classes on whose behalf the
additional subsidy may be paid is, at least, confusing and may be discrimina-
tory. .

The Task Force, therefore, recommends that in the public housing program

sufficient subsidy be permitted per project to make up the difference between

{fie total rents ge_';gra.ted by the rentals the occupants can afford to pay and
the total cost of operating the project.

The Task Force believes that a number of additional steps can be taken to
mal:e pu‘h]:ic hu::usirt.g; more reapﬂnsﬂ:ve to 1}-1;1.& ﬁeeﬂa- of its é-c::;upi;nts. The Task
Force recommends that:

-- TILoecal housing authorities be required to encourage the development

of tenant councils which will participate in the management of
the projecis.

=- Members of these tenant councils and other tenants be trained to

manage and operate low income housing projects, -and that funds be
authorized to finance such training.

== Residents of the projects be utilized, to the greatest extent feasible,

in the maintenance and management of the projects.

-- Local housing authorities be required, during the planning of projects,

~and in ﬂ:velupiné ge.nerai operating policies for these projects, to
consult with the residents of the area :I.1:| which the projects will
be located. } . i

In addition, to make a greater percentage of the tntal.numher of federally

subsidized dwelling units available to the lower part of the income spectrum

served by these programs, and to cbtain a broader mix of femilies of different

el




incomes liviﬁﬁ together in units which are subsidized, the Task Force
recormends that:
-- Sponsors of 221(d)(3), 202 and 236 projects be required to offer
10 percent of the units in theze projects for lease to local
housing authorities in connection with their Secticn 23 leasing
program -- or to tenants recelving subsidy under the Rent Eupplﬂment
Prngram. . >
== HUD be authorized to provide management assisthnce and tenant services
grants tu ayamsﬂrs uf lﬂw and moderate income hﬂusing prajecta
: financed unﬂgr the 202 Direct Loan prﬂgram, the 221{&}(3) prﬂgram,

the 221(h) program, and the 236 program.
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Part II - Description of Housing Proposals’

The housing recommendations of the Task Force essentially fall within -
two broad areas -- those designed to relieve the effect of constraints ﬁl-ﬂch
could preclude achievement of the ten-yhear housing production goals aﬂﬂ those
designed to inerease the responsiveness of exlisting housing programs tﬁ the
needs of lower income families. Relatively little in the way of new budgetary
expenditures would be required with respect to these proposals. HNo significant
new subsidy program is recommended. Somewhalt less thu.n. gim-thi.rd of the
proposals could be implemented without additicnal legi-.-slél.t-ion.

Our proposal to deepen the amount 'of subsidy provided by public housing
was promoted in large measure by the im;de:;uaey of exigting welfare programs.
They often do not pruvide gufficient innam:a to the very poor to enable them
to participate in the existing program. 8Since, ade:ji'lmte income maintenance
programs are not available, an expansion in thé depth of governmental -
gssistence in the area nf.huusin was considered necessary as partial

support for our lowest income levels.

I. Attaining Ten-Year Housing Production Goals

®

A. Attracting Enough Financing at Reascnable Interest Rates.

1. Policy Proposal: Iess use of restrictive monetary policles

that curb housing production and greaber emphasis on fiscal measures and

selective monetary policies which put less of the .'burden of credit restraint

on the homebuilding industry. In recognition of the national priority

accorded housing production and in view of the disproporticnately severe
effect general restrictive monetary policies have had on housing relative

to other industries in the past, The Task Force recommends that those

"y

————
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responsible for determining the mix of'monetary and fiscal policies|assign

greater weight to the need for housing production. We believe action in
sty

this area can have more bearing on the fulfillment of housing goals than -

h‘_—_—_"-_“——-—'__-_

any other of the proposals of the Task Force. s L tnGh

e — St 23 ":":___..--"__'
2. Legislative Proposal: Elimination of permanent st.u,tutc-r;;t..-r""'lmn W

ceilings on interest rates on FHA and VA housing loans. The Eecret/}-/-—"/(’u.,"‘?‘?ﬂ

of HUD has suthority under Public Law 90-301 to waive statutory- interest rate

s
ceilings, but this authority expires October 1, 1508, A.lthmlg.h Public Law

90 301 eata.blished a cmissi[,o_u..te—atud.}k\ rtgnge,-'intereat rates a.mi to

- report to the Cnngreﬂs b, (prﬂ 1, 1969, t \ Task Force helieves that the

importance to the housing subsidy programs of competitive yields in government-

backed mortgages without excessive discounts requires an emphatic policy /
/

statement ageinst unrealistic interest rate ceilings. | A=t A
s CE AT LR conta)
' 3. legislative Proposal: Require the Federal Reserve Board to :’"‘:“";'L
& ‘“\ : '11.'}; .If |
purchase, through itsﬂ}pen market nperﬂ.tiuns, obligations issued or guaranteed paic |
ou?
by Federsl housing agencies. The Fed.era_'l. Reserve Board under present law is | Wousi
' M Te

empowered but not required to make such purchases. The Task Force believes

that in periods of severe credit shortages the full beneficial impact on

ol
housing of such n market purchasfifg;l best be &ssured through a statutory

|\ requirement. !.;'\.L bﬁ.r.'. )Y BREC™

s - _— S NS5y o
2 b Legislative Proposal: Authorize the Gwernment National

Mortgage Association to borrow funds on the private market (through issuing

mortgage-backed securities) to finance housing subsidy programs (except

lu-'.:r-rent publiec hmzsingl. The Task Force recommends that GHMA be authorize

to buy unlimited quentities of subsidized federally insured mc:rrt-gaﬁes 5 the E

authority to be used only to the extent that private credit is unavailable

gt reasonzble costs. The costs to the Government will be lower under this

approach with respect to mortgages subject to interest red_uctiun grants



115.“ 5 -'Eﬁ
because of the liklihood that 'GIMA will be ab¥e to lend at lower inberest rates '
than private lenders. The major drawback\tofthis proposal is its budgetary
B o -
ealistic budgetary conceplts be |

impact. The Task Force recommends that mo

. |
s iy recopnition of the high primin
_assigned to housing. Administrative Policy: Only nonrecoverable costs of

\
GIMA to be counted as budget expenditures.

-‘---'_' "
gdopted with respect to such .o

5. Administrative Proposal: Implement as quickly and fully as

possible the suthority of the Government National Hnrtﬂe Association to

guarantee private obligations secured by federally insured or gusranteed

L:mdrtﬁgg' Bg. This promlsing form of inereasing housing credit was part of
the 1968 legislation and is expected to attract additional pension and u‘ther/
trust fund investment lintn housing. Both ;.he Fé_‘d;;:ﬁ National Mortgzage
Association and other acceptable private issuers &¥e eligible for the
guarantee. Little or no additionael potential :;ost to the government is
involved in the GNMA guarantee since the mortgages securing the obligations
are also guaranteed or insured by the Federal Government.

B. Improving the Efficiency of the Homebuilding Imdustry.

1. legislative Proposals to increase the Federal Government's

role in supporting and conducting research iflt;) new hﬂuaﬁm technologies

and more efficient utilization of construction resources:

a. Establish a Building Standards.and Testing Institute

i .
(possibly as an independent government institute). The advantage of the

proposed Institute would be the centralization of research on uniform con-

srt.runtian gstandards and the greater chance of .t.he acceptance of these standards

) ‘hecauae- of the prestige strong governmental ‘haﬂkiﬁg would give to the Instit'r.rte:.

Leboratory testing and standards preparation would la:rgely be contracted out
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with the Institute acting as a central focus for these activities. Specifically,
- the Institute would be responsible for (1) development of national standa.:g-dé
for measuring the quality of building products and construction systems;
{E] promotion of voluntary Industry coordination of the dimensions of building

products and subsystems; (3) central coordination of the testing of building

products and subsystems; and (&) drafting of more uniform Federal standards
for construction. - )
b. Establish within the Urban Institute an Associstion for

* Urben Technology. The purpose of the Assoclation is to promote professionalism

11:. the urban dei..relr::-_pnlnant fiel;i to f;.c'_tilit;:.te _:;'Esea:x:ch and dev&lopnen‘i:.
The Association could be sponscred and supported by private industry, trade
associations, foundations, uniyersities, and govérnni_&-nt-. Specifically, the
Association would (1) publish [technical .'!ourlrtal_a on housing; (2) serve as a
professional association for prban technulogistsé. I}} oversee administration
of training and fellowship prpgrems in urban technnlng:y_'; (4) assemble an

information bank on housing research and dévclﬂrment 3 (5) carry out an

"extension service" to those in need of technical help; and (6) maintain
systematic contracts with rorélign institutes concerned with housing research.

¢. Increase the annusl level of Federal funds for housing

research and development to ﬁﬁ!::lillion a year, graduelly cver a three-year

_period; establish a technicamw hei;p HUD select the research
activities to be supported by Federal funds. While this -15 a substantlial

inerease of present funding levels (about $10 million annually), the general

-_ lack of a research and development capacity and w!.uingnesa in the construction
industry puts the responsibility of en::cn.s.ra.gin-g.resea.rch onto the government

if meaningful technological advances are to be ﬁdé. * Like other research

~ end development efforts short-run costs can often be converted into long-run

savings.




d. Establish within HUD & testing faclility which would

]
evaluate the technical 5uitat}uity of naw building products and materisls.

This "in-house" capability is J%ess&r’j to assure optimum use of Federal housing
/

subsidy programs to further acceptance of technological advances.

2. Administrative Proposel: To the extent feasible, establish &

gingle set of Federal constructlon stendards applicable to all Federsl or
Tederally essisted residential construction. Such a uniform set of standards

would not only facilitate construction of projects but wnu.]id glso encourage

economies of scale and technicel Innovetions.

3. Administrative and I.e;islaltive Proposals to encourage lai'g_;j

‘scale production of housing and its components:

The Department of Defense should contract substantial
portions of its housing requirements to be produced by large firms to
specified performance stendards; end

b. HUD should be authorized to do tﬁe same with respect to
public housing units when requested to do so by local housing authorities.

C. _Providing Adequate Sites

1. Legislative Froposal: Federasl grents to cover the entire cost of

writing-down lend acguired by State or local governments and sold st its

value for use as a site for low end moderate income housing. Federal grants

~would réi;hurae the locelity's net costs =- namely, the costs of acquisition,

relocation, and demolition, legs ale price of the property. The program

could be used for areas as'\gmall as one block and in non<slum as 'r..re- m

areas. It thus is a broader program, with respect to the one aspect of acquiring
sites, than the urban renewal and neighborhood development prug‘raﬁs'. The

program would be useful in assisting localitles which may own numerous scattered
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- if the land is to be developed for housing. We recommend thst national
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building sites to package & lerge parcel/of land that can be s0ld for “
redevelopment. The Task Force recommeylds that § be authorized
for the first year, $ for fthe second year, and $ for
the third year. I

2. legislative Proposal: Authorize sale of excess Federal land to

developers of low and moderate income housing at its value for use as a site

for such housing. Existing Federel law governing the sale of excess land

‘pernits a sale at a reduced price if the land is to be used for parks,

hospitals, or schools, but does not permit sale at less than "market value" -

S

housing goals be given equal recognition with respect to the sale of excess
Federal land.

3. Ilegislative Proposal: Federal grants to cover the cost of re-

location assistance and peyments (equal to those provided in the urban renewal

progren) to persons and families displaced by the construction of federally

——

(subsidized low and moderate income housing prn,;;ﬁts. Persons and families
"\l-..___-__‘_-_ ______

e 4 s W
displ=ced by such housing projects ought to be on a par with those displaced
by pll:l;liﬂ hoysing and uﬁbewﬂ. An essentially similer purpose is served

bty the . gitions that

i

heir displacement necessary. To those displaced
there is no difference that in the case of urban renewal and wing
eminent domain proceedings were available to the acquiring agency while in
other housing programs they were not. The Task Force recommends that $

he- suthorized for the first year, $ for the second year, and

4 for the third year.

4. Administrative Proposal: Elimina.tir':m of those administrative

rules esnd practices in the urban renewal program which preclude writing-down

the cost of land sold for low or moderate income housing projects to zero

N
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when that salé; price is the land evaluation necessery to achieve the rent
m;h;iﬁ}e.,ﬂl}_ichﬂtha-—'%arget—pup ation" can afford. The additional cost to
the Federal Government is esfiimated at and will be absorbed within
existing authorizatiens for/ urban renewal.

D. Expanding and Improving the Work Force

1. Iegislative and Administrative Proposals expanding Federal

training assistance for construction-related occupations.

a. Increase percentage of funds for vocaticnal education in

the construction trades and improve the curriculum. The Federal Government

spends sbout $260 million annually on vocational education, with sbout seven

. million persons currently Enrollelﬂ in such courses. Very little of use in
the construction or building trades, however, is being taught. The Tas_}_:.: g
Force recommends thalt a more appropriate balance in the progrem be instituted,
giving recognition to the importance of the need for increased skilled labor
in the conatruction industry and the benefits to trainees in sequiring skills

in this area.

b. Higher priority in Federal manpower training programs for

training in construction-related occupations and greater use of on-the-job

training. Statistics covering 1966 indicate that only about 2 percent of all

enrollees in institutionsl training progrems and eround 5 percent of all

— —enrallees in on-the-job training programs were being trained in construction-

related careers.

¢. Expand pre-spprenticeship training programs by increasing p

Federal funding by .$75 to $100 million for each of the next three years.

Although pre-apprenticeship training can be extremely useful in the construction

area, only & little more than $11 million a year-is spent on such programs. !I

e
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2. Administrative Proposel: Vigorous action by the Burean of

the Budget to secure active government incentives to, and promotion of,

technigues to offset seasonality in construction and to assure that Federal

construction is spread throughout the year. One of the major reasons for the

low productivity rate in the construction industry -ia the seasonal character

of building, with a substantial slowdown in the winter months. Technically
such a slowdown is not necessary. The Federal Government -cu.n exercise a
strong influence here gince it accounts for about a't-hirg;.r of all construction.
About three-fourths of its contract awards, however, are made during the Mr
: Al't:hnu'gllil a.n nuts.tamiing ﬁxecut:ive- Ur;der_ -requialrea wintertime cndﬁtruﬂtion
for all work that can be done during winter months, Federal contract awards

continue to be seasonal in nature.

3. Administrative Proposal: Esteblish a trainee classification for

Davis-Bacon purposes as part of approved training programs for preparing workmen

_to enter regular employment in the building trades. This is necessary'if

on-the-job training programs in the construction trades are to be effectively
conducted. F

L. Administrative Proposal: Establishment of & uniform set of

Federal performance standards for judging the construction industry's accom-

plishments in the area of egual employment opportunities. The direction for

Federal enforcement of equal employment opportunity has stemmed from two

sources -- Executive Order 11246 and title VII ;Elf the Civil Rights Act of

1984 -~ and enforcement has been spread among the Equal Employment Opportunities
Commission, the Justice Department's Civil Higl‘ft.s Division and the Office of
Federal Contract Compliance esteblished in each Federal agency or department.

The resulting diversity in enforcement approaches has hampered the effective

encouragement of minority hiring in the construction fields and should be

rectified.



5. Administrative Proposal: Implement fully Section 3 of the

Housing and Urbsn Development Act of 1958 which requires to the greatest

extent feasible that lower income residents be given employment -opportunities

with respect to the development of federally subsidized housing in their areas;

utilize Federal training progrems to assist these workers. The statutory

requirement enacted in 1968 offers a useful handle to add new skilled workers
to the construction labor force and to assist lower income persons to attain

gkilled work.

" 1II. " Expanding Benefits of Federsal Housing Subsidy Programs
A. Increasing Depth of Subsidy

l. legislative Proposal: Sufficient Federal subsidy to make up

the difference between the total rentals public housing tenants can afford

to pay and the total cost of operating the project. The Task Force has found

—

Congress has authorized an additional annual subsidy of $120 per dwelling

W
that _the very poor camnct afford to live in low-rent public housing projects. H°$q

s_'.f}

unit for families of unusually low income but this often will not be enough.
The full low-rent public housing subsidy needed should be provided. The

additional costs are estimated at . F,‘-.ﬂ-‘?'{l-?

2. Legislative Proposal: Require sponsors of 221(d)(3),/202)and
——

g
236 projects to offer 10 percent of the units in these projects for lease to

local housing authorities in connection with their Section 23 leasing program

or to tenants recelving subsidy under the rent supplement program. The great

advantage of this proposal would be the resulting broader mix of families of
different incomes living together in subsidized projects. Combining subsidies
to achieve this gosl is now authorized and encouraged but there is no systeématic

way to assure its occurence with regularity. The proposal requires only an

s Bl A i ———
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offer by the sponsor and does

ot require that each project actually contain
10 percenf; rent supplemented/or leased units.

Should the sponsor's offers
not be f'ull:;.r accepted or n

accepted in time he would be frees to rent the
units as he otherwise

/ B. Increasing Coverage of Subsidy Frograms

1. Iegislative Proposal: Initiate an experimental housing allowance

program which would permit rent supplement or 236 rental "asaistance peyments

.r.n behalf of the displaced, the elderly, and large families (more than three

| .minors) for any existing standard housing suitable to their need. The housing
| ellowance would be equal ,_f-o the difference between

1
1

20 percent of the recipient's

monthly income and the monthly rentel for any existing standard housing within
e L 3 - .

‘ | the rental range established for Equi?ﬁent'mits in the subsidy programs.

\ I|| The advantages and disadventages of a housing a;.l.l'!.wanc:e Program are discussa:ﬁ
in Part I (pp 19-21). The program will be limited to a selected number of
housing merket areas in which there are adeguate va.cané:l_.r ra..tea. Ho additicnal

costs.

Diepies )

2. ’Iﬂisla.tiﬂ.re Proposal: Utilize ﬁp to 25 percent of rent supplement

contract euthority for payments with respeet to existi-:'zg ilmsin,gj_in housing

market areas in which there are adequate vacancy rates. While the rent

supplement program is properly oriented toward production of new unlts, the
Task Force believes the limited use of existing housing proposed can not only
w

speed up the program, but also lead to & more desirable economic mix than has

. ¥
hitherto been obtained in rent supplement projects.

——— e —
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3. .Legislative Proposal: Fermanently retain the ‘25 percent use

of contract authority for existing housing in the 235 homeowvnership program.

Under present law &Ten‘n of 235 contract authority iz evailable for
exlsting housing but this— fernentage declines to 1CI+ percent by the third
year and to zero after the third year, with certain specific exceptioms.
Again, the Task Force recommends that some balance be maintained between new
production and use of existing housing, with the emphaais: ra_ma.ining on the
former, hmf-e'.rer. . ;

;‘.. Tenant _T.nvnlvemgnt in _Suhsidized 'H::using

1. Legislative and Administrative Proposals to increase role of

tenants in development and man&Ement of public hﬂusiﬂﬁ_prﬂj ecks:

&. Local housing authorities be 'requ_ired to encourage the
( development of tenant councils which will participate in the management of

the projects. T

b. Members of these tenant councils and other tenants be
trained to manage and operate low income i;mshlg projects, and that funds
be authorized to finence such training.

.. Residents of the projects be utilized, to the greatest
extent feasible, in the maintenance and management of the projects.

d. ILocal housing authorities be required, during the planning
of projects, and in developing general ﬂpera.tiﬁg I;r.wlicies for these projects,
to consult with the residents of the area in Hhich the projects will be

located, : i

2. legislative Proposal: HUD be guthorized to provide management

assistance and tenant services grants %o sponsors of low and moderate income

housing projects financed under the 202 direct loen program, the 221(d)(3)

' program, the 221(h) program, and the 236 program. A similar grant program
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was enacted in 1958 for the benefit of public housing tenants. The same

benefits should be available to tenants in other subsidized projects. The
Task Force recommends that § be authorized for the first year,

& for the second year, end $ for the third year.
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e DEVELOPING AN URBAN LAND POLICY

If present trends continue, the United States population will grow by
over 100 million people in the next three decades. Projections indicate that
close to 4O percent of this increase will be cuncentrated in eight great
metrapnlitan areas each of which, by the year 2000, will have a population
'cf 5 million or more; 30 percent will be added to 35 areas each of which,
by the year Eﬂﬂﬁ, will have a population in excess of one million. ﬂtﬁer
urbanized areas each of which, by the year 2000, will have a population in
excess of 100,000 will absorb 20 percent of the total natlional inecrease.
| All qf the lightly ufbanized and rural areas of the natiun will aceuunt far
about 10 percent of population growth in the next three decades.

The physcial space needed to accommodate population expansion is being
met largely by haphazard conversion to urban uses of raw land adjacent to
existing urban areas. Because such fringe development requires proportionately
more land per person than central city living does, the ratioc of lend required
for a given urban population is growing. )

America has put more land to urban use since 1950 than in all its previous
history. Approximately one-fifth of New Jersey is covered by development,
cne-fifth of Massachusetts, one-seventh of Rhode Island, one-seventh of
Connecticut. Americans ere using up rural land for urbanization at the rate-
of one-half million acres a year.

The rapid use of raw land in areas surrounding the wrban core is
paralleled by a dramatic decline in the amount of vacant land available
in the central eities. Personal transportation alone has devoured vast
tracts. Between €0 and 70 percent of land in the centers of some cities is

given uvef-ta antomobile needs.
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Studies show that few large vacant parcels of l&nd-iu u.i-‘:ra.n cenbers now
remain. The Rand study indicates vacant land within Washington, D.C., ﬂrqﬁped
from 22 percent in 1928 to four percent in 1955. In Detroit, the su;:pla;' of
vacant land dropped from 22 percent in 1943 to 8 percent in 1954. Even in
the newer cities like Los Angeles, vacant land had declined from 64 percent
in lgh.l:l to 31 percent in 19680. There is also some evidence that land is
most scarce in high density ereas inhabited by low income populations.

Constant ccmpetition of users of limited quantit.’!.es‘_fuf land in metropolitan

areas has had the inevitable consequence of escalating land values. Though

Prices for raw land vary, studies by ]-'Eéﬁ-ra:w-}fill,' the National Association

of Home Builders, and pthers demonstrate t%’i& sha;rp increase of raw land prices
in strong markel areas. -

Land prices around Chicago have been rising at.-& rate of 10 percent annually.
In -Los Angeles, prices nfﬁet.ter located properties have increased 300 percent
in the last five years. BSince 1960, in Baltimore acreage prices increased
64 percent, in Indianapolis, eighty percent, in Dalle.a; 92 percent, and in
Washington, D.C., T4 percent. A national survey conducted in 1964 indicates
that prices of raw land increased 15 percent per :ﬂaa:' between 1960 and 1964
accounting for nearly all increase in prinea'- O‘-f prepared llnts.

The situation in central cities is particularly difficult. A recent
study by the Kaiser Committee showa lan-d prices in central city renewal
areas have been rising E‘U'E-!Il more rapidly than hla.ve suburban land prices.
Indeed, the level of land prices in renewal areas is significantly higher than
the level of land prices in suburban areas -- and this is true not only of
acquisition velues but also of reuse or resale "_afB}Lu_ES. The cost of acquiring
land per acre in renewal projects begun after 1964 is significantly higher

then in those begun before 1964, In Boston, average prices paid per acre
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went from $103,000 before 1960 to $2L47,000 after 1964. In Cleveland comparable
figures are $65,000 versus $160,000; in Louisville, $35,000 versus $102,000;

in New York City, $560,000 versus $955,000; in Philadelphia, $43,000 versus
$430,000. Similar trends can be shown for average site acquisition and
improvement costs for public housing.

Increasing land prices contribute significantly to more expensive housing.
The average cost of building a house has gone up less than the price of acquiring
the land. The average FHA single-family home constructed in 1951 would cost 66

-percent more if built today, but.the site alone would be 205 percent higher.
Although larger lot sizes end higher development standards a.c-::aunt- for some of
this incresse, the upward thrust of land prices is the chief component.

Rising land costs are a major fector in reducing the number of units
available to low income families.

. More and more .ci'l:.ies are being forced to use .margirml land for development
of housing. Filling operations and use of air rights are becoming common. -
Since much low income housing is built in the inner nity‘,- the result has been
to raise the cost of this housing. Across the country federally aided low
and moderate income housing programs face development problems due to mounting
site costs.

Up to the present, urban gfnw‘th, has for the most part, been haphazard,
characterized by leapfrogging patterns of sprawl and by low density housing
and strip cormmercial development. The traditional determinants of urban land
use have been unable to structure rational large scale development. ;

Most of the land use stimulated by pnpulati.cn growth and movement in this
centry has been unplanned. ']:I:le.: absence of planning evidences a lack of under-

standing of the ecpnomic necessity to conserve land and to minimize the social



cost of ﬁrban' é;rr:mth. Unplanned growth adds unnecessarily to t.he; public

| expense, In the new subdivisions of the Hnrthwest,l, conservative estimates
indicate each time a new home is built the local Jjurisdiction is committed
to as much as $17,000 in public expense.

Unplanned growth tends to maximize short run gains for land owners while
ignoring the_ related community commitment to heavy long run tax burdens. The
dettrn_:ina.tiun of highest and best use is dictated by local market conditions
and not the needs of the metropolitan community. Consideration is rarely given

to welfare and other non-monetary factors.

An Urban Land and Develnpmént Poliey

In the eighteenth and nineteenth centuries, public owmership of much of
the land in the path of the nation's westward expansion made the implementation
of a national policy with respect to the soclal and economic consequences of
lan:ﬂ. allocation relatively simple. Gifts of publie land structured t-l:le.
mweme;ﬁt of population, finsnced the development of transportation systems,
the creation of an educational system, and the construction of much of the
infra-structure of the cormunities that grew out of the migretion to the west.

In the twentieth century, sbsent the fortuitous accident of public
ownership of much of the land in the path of development, there has been
no visible public asset the &ispnsal of which could both require, and
occasion, the development of a public polic:.r' for converting from rural to .

ur:ban uses the land in the peth of urban development.



39

In his Eanuary 11, 1968 lecture at the Great Issues Symposium at
Oklahome State University, Robert C. Weaver said:

"The truth of the matter is that although we heve long been an
urban Nation, we do not have &n urban land policy...
“"As a consequence of this, urban land use is haphazard and
usually unplanned. The price of land for urban use often reflects
little input on the part of the owner but rather the presence of
people and expenditures for publiec improvements and services.
Stendards of design for urban developament depend upon decisions of
thousands of entrepremeura who act independently. They are often
motivated by an urge to maximize profits aas quickly as poassible.
Universally they face zoning ordinances’that too often inhibit
good design and efficient land use...
"We lack public bodies willing and capable of dete:mining urban
land policy or administering urban land programs.

. "We must have an urban land policy. Its roots are the requirements
of an urban society. . It must recognize the key role of planning,
and it will have to initiate new instruments..."

The bases of such a poliecy are four generally accepted goals:
== L&nd should be used so as to promote equal sccess and chojce in
= . basiec living patterns.

~- Lend should be used so es to assure space, facilities and oppor-
tunities for present and future populations.

== Land should be used so as to promote a gquality environment.

== Land should be brougit into development in a way that minimizes
the social and economic costs of urban growth to the community.

There are & wide variety of programs and strategies that-cnuld be defined

to support these goals. In selecting viable alternatives among them, it is
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well to recognize that both our long standing traditions as to the individual's

right to develop and dispose of land, and the division of pn-..-e:r-'s between Federal,

Btate &nd local governments will make much_recent foreign experience irrelevent

to us. :

The creation of an urban land poli::::l.r in J'I.;merica. will come in evolutionary
not revolutionary ways. It will be built incrementally on the basis of our
tradition, attitudes, experiences, and progrems. The Constitution and tradition

make the states the best instrument now available for iﬁplementing an urban land

policy. R

n
-

The cmtributidn the Federal Government can make to an wrban land policy

.-lies in its ebility to (1) formulate and drticulate as national policy the

four generally accepted goals suggested as the l:;ases of an urban land policy,
(2) stimulate the establishment of State, .regim‘tal_ and local institutions which
can formulate, develop, and implerent local’ programs that are compatible with
national policies, (3) formulate broad eriteria for development activities, Ianl:!;
assist and induce local J‘.;'Lstitutiﬂns to undertake programs consistent with
regional and national objectives, end (4)-allocate na.t...'c,ona.l rescurces to the
implemeﬁtatinn of an urban land policy.

Recommendations

The Task Force recommends that the goals ‘of an urban land policy be met

initially through widespread development of balanced "new towns", most of which

would be located on the perimeter of existing metropolitan cores and capable of :

gbsorbing & significant pércentage of the incréa.se-c_l population projected to be

living in wban areas by the year 2000. Specifically, the Task Force recom i

== A National Conference on HNew Towns and Communities for 'ﬁmer:lca.

The principal purpose of the conference would-be to educate a cross section
of leaders #bout the need to diffuse population umcgntratim by building

new commnities. Though national and international authorities on new towns
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end urban development would hE.iIl\fitﬁd, the conference 1;-Iruul:i rl:-.vicw the
problems of new town development, and would seek to discover ways of resolving
these. Conference recommendations would become the basis for part of tﬁ;
President's 1970 legislative program. The conference would be used 1-.:; -genera:r;e
political support and stimulate public discussion for a national program of
new town development.

== Adminigtrative end legislative steps to stimulate the creation of

Btate development egencies, or State chartered publlc or -"private corporations,

to plan, develop the infra-structure, operate for limited periods and Euide'

-‘the ﬁrnwl:.h of riew towns. The recommended program would complement the New

Communities legislation enacted in 1968 which would still be availsble for
wholly private developments.
Participation of the Stetes in new town development has the sdvantaoze

of -(1) facilitating land assembly through eminerit domain proceedings

(2) encouraging more efficient and coordinated planning of new towns, and

(3) assuring State sharing of costs and résponsibilities in development of

& s-uumi land pulicy. |
The program would consist of the following e]:ments:

a. Establishment within HUD of an office to prepa.re:, assemble,

evaluate, and make available to State and local goverrments studies and

data pertaining to lend use and development, the establishment of new

cormunities, and matters affecting the environment of these communities.

b. PFederal assistance to encourage States to create agencies fo

develop and implement State and local plans for land uses and programs to

assure a healthy physical enviromment. Assistance would be in the form of

grants to cover up to two-thirds of the a-:dministi-a,ﬁive costs of the State agenciles.

-




P

¢. Federal assistance to development bodies fﬂr.land. acguisition, ui‘t".e

development, and the construction of public facilities inecluding low-income

housing., Assistance could involve combinations of matching grants, low
interest loans, and loan guarantees. To be eligihie for this n.é:slist.mne
the State or a private body (private new towm developers would also be
eligible under 'tlga program if their dﬂveléxﬁent cunfurméq. to a State plan
end received State approval.) would submit to & single F;:ﬂ:ﬂrﬂ.l agency a

complete plan end development program for a new town project that would m&t

.Btandards and requirements set by the Federal edministration. The plan

would contain a general development stra.ta_g:r, a program of financial support
using State and private sources and other pertinent data. The Federal agency
would review and approve the plan. and make all the necessary disbursements

and arrangements.

d. Incentives to encourage employment generating industries to relocate

to or develop in new towns. Such incentives could be in aeverai forms:

gpecial Federal and State tax deductions or credits, loans for plant construc-

tion and the purchase of equipment, long—te:lm lea.a.ea with low ground rents or
rent-free premises for specified terms, spec'.'ia.l support for training new
workers, and grants to cover relocation assistance. The development of industry

in new towns would be in accord with the development scheme worked out by

the planning body. :

T T SE——
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TAX CHANGES TO ASSIST LOW AND MODERATE INCOME H&IJSI_IEI

. We now have a costly and inefficient system of tax subsidies for
buildings and _strul:t.ures generally. Th:e present system costs the treasury
some $750 million in revenue annually.

(Of this $750 million annual "tax expenditure™:

-~ pome $500 million is used to provide tax advantages for motels, office
buildings, shopping centers, and commercial anﬂ.:in&ustrial construction

of &ll kinds

=< as much ‘as enother $100 millién is used for continued tax
advanteges for older housing w’;tich is ﬁnﬂergﬂiﬂg its second,
third, or fuM round of depreci'&tiﬂn_w_ite-uffs at rates
sbove straight line x

== probably another $100 million goes fu;:'-rela.t.ivel}* recent new
housing cmstm::;,iun in the semi-lwaury or luxury high-rise

. category |

-~ only sbout $50 million feeds directly into the process of
rewarding ‘:lnveaturs who currently or recehtl:,r have made

commitments increasing the low and moderate inc:;me housing’

supply. _
Possible Realignment of Tax Subsidies and Declared National Policy
Oojectives ' A

Any kind of tax expenditure should be subject to reasonably rigorous

cost-benefit testiﬁg.
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In examining the extent to which the present $750 million annual "tex
expenditure” occasicned by the subsidies for buildings and structures generally
may ‘be justified by national policy cbjectives, the Task Force noted that
while there is an urgent and explicitly recognized national policy to
stimulate the construction of low-income housing

== there is no declared national policy of urgently stimulating

non-housing construction .

- éhere is ﬁa recognized nétional.dhj;ctiie of SUPﬁﬁ;tiﬁg the
market for older real estate of all kinds with the hope, for
example, that a higher tax-supported value for a L5-year old
hotel will somehow affect the construction of new hotels or
motels whare investors conslider the resale value of their
property after the ﬂ or 10 years required to complete the
optimum first tax shelter cycle

-~ there is no declared national policy of subsidizing luxury
;@ﬂrtmﬂnt development.

If, therefore, an urgent national gozl in the low-income housing field
is to be achieved by the use of tax subsidies as well as by front door or
direct expenditure subsidies, thia-dnes not preclude a substantial and indeed
predominant element of correction of the present aituatinﬁ with respect to
tax subsidies for buildings and structures generally. In the case of what i{
by far the largest-part of the "tax expenditure"”, nut-nniy iz there no cﬁlliainn

between eliminating the present loss of revenue and furthering national housing
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goals, but indeed there is an opportunity to reduce pressures on available
construction, promotional, end finencial resources, making it easier for them
to shift into needed housing activity.

A. Recommendations {fur immediate lmplementa.tim}

The following related lines of policy action are recommended in both

tax and non-tax areas:

=
[ '‘Withdraw acéelersted depreciation methods for buildings
| jand structurks gfher than new low and moderate income
residential properties

This proposal would take the essential immediate step of limiting tax
fﬂ.?pr&cl:iaﬁiun to Et-zja.ig,h‘t- line f;r all future acquisitions and cm?struct!:aq on.
{1+} all hu;L'L:iings end structures outside the résidentia.l r;ntal field, (2) on
all fubure acquisitions of used housing more than 10 years old, except substantial
rehabllitation expenditures on substandard housing units which the Secretary of
HUD finds to be rehsabilitated to a sté-.nd;a.rd condition (the Secretary could make
ad.nrm'.ir.'e commitments to certify rehabilitation of units, which upon their completion
in accordance with previously approved plans, meet HUD sbanderds) end (3) on new
rental residential building with unit rentals in excess of $250 a month. The
exclusion of low and moderate income housing from this immediate change is designed
to avoid disrupticn In a eritical housing area but is not Intended to prejudge the
result n;f 8 longer-range study of alternative incentive measures == both tax &.nd
non-tax -- for low and moderate income housing. RS

The exception in (2) ebove would apply only to cases. of "substantial" rehabili-
tation of substandard units, and not to cases of deferred maintenance, This
exception would allow accelerated depreciation methods only on the rehabilitation
er_p-endﬁures and would not affect the depreciation method(s) otherwise applicable
to the uthe:" gost of the property.

To mvoid unfair treatment of building projects on which commitments have

already been made, some leeway might be appropriate in setting the effective date,

e
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gimilar to the r;.;j,es adopted in connection with the 1966 -tempnra.r;r suspension
of accelerated depreciation on buildings.

This proposal would gradually increase revenues beginning at once and
eventually by roughly $700 million (calculated at current 1968 ecn-:mmic levels).

It would eliminate the bulk of umnecessary revenue losses and tax shelter
problems in the zal estate field. It would continue present advantages in residen-
tial construction for other than lwoury apartments pending the recanvass of housing
:|.n¢enti:ves outlined ‘bel-:nr-. The effectiveness of the ;pregent treatment in generabing
dow and moderate income housing would be greatly enhanced by the curtailment of tﬁ
benefits in other real estate areas, thus creating a powerful differential. Con-
fining tax incentives to forms of housing where supply needs are urgent would shift
resources to this area; the possibly temporary character of the surviving housing
tax provisions could also act as an immediate spur to low and moderate income
bousing starts.

B. . Recommendations (to be perfected and implemented as a package)

1, Provide for full recepture (taxation as ordinary income
rather than capital galn) of gains on future sales or
exchanges of all buildings, residential and nonresiden-
tial, to the extent of prior depreciation deductions

This recommendation would provide for full recapture of depreciation claimed

on 'builﬂ:ings and structures for the period beginning with the year of adoption
of the suggested legislation, applicable to all dispositions during su‘bsmlguent
ta.i&'ble years (the method followed in applying recapture to machinery and
equimarrli in 1962).

It would provide gradually increasing revenues as the years go by, depending
in pn.rt; on the volume of real estate turnover, probably in the order of $100

million annually after 10 years.

Recapture provisions would eliminate a major source of :].nequity in

real estate tax shelter operations, involving the conversion of ordinery

4
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income into capital gain. The recapbure provisions would meske the {at

-
least temporary) continuation of accelerated depreciation methods on new

low end moderate income housing tolerable pending a longer-range review of
tax incentiwves for construction. If shorter deprecisble lives are adopted
for use with the straight-line method, as suggested for consideration below,
such recapture would be an essential safeguard.

To prevent inequity and undue lock-in effects, .the recapture would
apply only to gains reflecting prior unrealistic depreciation on buildings.
Separate calculation of land and bullding portions of the gain would thus
prevent texation of eppreciation .of land values in the guise of excess
depreciation at rates sbove the generally applicable capitel gains tax.

The adoption of full recapture should be designed to take effect only
with the ﬁackage revision to be developed under Recommendation 2 below.

2. Develop provisions for adeguate long-range incentives for

new housing as & substitute for present unfair and ineffi-
cient tex provisicns

With the retention of present accelerated depreciation for eligi‘-ble
bhousing only low and moderate income housing activity shu'l::.'l.d be sustained
and encouraged while a more comprehensive program is developed on the basis
of cost-effectiveness principles. Such a plan would comprise the best
possible package of changes 'bELEEEd. on careful exploration of such alternatives
as3

== Interest subsidies through Urbank nr other means for

housing beyond the present HUD au‘ha_a!.ﬂized programs
~= liberalized loan-to-value ratiocs

-~ ecapital grants on per housing unit basis



-~ package tax revision in the entire building field, such
as depreciation guideline revision (for application with
the straight-line method) and investment tax credits
designed (1) to place construction generally on an
appropriate tax foolting relative to industrial machinery
and equipment and (2) to provide a rational, economical
ﬁethnd of selective tax support for housing if that is
desired.

N With the d&vﬂlument and H.dnptinn uf thla prc:gram th& remajnin.g
gccelerated depreciation methods for l:m and m:oder&te :!.nnune housing could
then be phased cut entirely. With the full recapture provision in effect,
liberalized tax lives for buildings would result only in tax timing changes;
no conversion of ordinary income into capital gain would be involved.

3. Develop specific features to encourage housing rehabilita-
tion end improvement and to combet urban decay

As one aspect of the broad incentive approach ocutlined in Recommendation
2 above, it seems desirable to consider the development of specific features
to (1) combat the present neighborhood or externality effects which militate
against good mzintenance and improvement of the existing older housing supplies
end (2) set in motion some incentive for upgrading older low-cost haus!.;ag 50
that the "filtered down" units will better contribute to meeting the Nation's
housing goals.
To do so, the Task Force endorses recommendations aimila.r-tn those of the
Douglas Commission in its recent Report: :
-=- to allow expensing of ‘_'rma.jcr repairs" or rehahilitat_im
mﬁla;_srs an older properties (30-40 years) which 'bring
these units up to a specified minimum Federal standard
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~- +to accomplish some tie-in of depreciation and repair-improvement

expenditures which would furnish a positive incentive or rewards
for landlords who keep their property up and cut back depreciation

for those who continue to "milk" deteriorated housing properties.

The positive encouragement afforded by this plan would invelve little or

no net revenue loss because of the revenue-gaining feature included.

The program outlined here should achieve the following:

" dmmediate elimination of the real estate tax shelter

abuse for nonresidentisl and luxury housing construction
——— e -

replacement at en early date of the present eccelerated
tax depreclation system for housing with a more rational
end neutrel tax treatment for construction generally, with
whetever selective support seems appropriate for low and
moderate income housing, as pert of a packege of tax and
non-tax measures

recapture of gains aettributable to prior depreciation when

a more ratlionel and neutral tax treatment for constructlion

. generally is adopted

elimination of possible tax unneutralities which in combination
with market mechenisms encoursge urban blight, plus e:nc:::ura.ge-
ment to conversion of more of the supply of "filtered down"
older housing into units acceptable in meeting national hﬂusingf

goals




50

additional revenues in the order of half a billion dollars
for possible use in more affirmative ways to cope with urban

housing problems

- development of new non-tex incentives which would provide

stronger incentives for new housing construction for the

budgetary resources used

a shift of such budgetary resources from the current special

tex provisions which are relatively inefficient and not subject

to review into non-tax incentives which would meet cost-effective-

- -

ness tests

& better, feirer tax systenm.

———




IMPROVING CAPACITY OF STATE AND LOCAL GOVERNMENTS

The last decade has seen the emergence of many new programs to deal-with
the problems of the urban environment. . The great majority of these p:rngrm-
while financed at the Federal level must be implangnted at the State and
local level. Their implementation has often been hampered by the lack of
fiscal end edministrative capacity of State and local gw&meﬁta to deal
with the problems of the urban environment. It is clear r‘tn tﬁe Task Force
that resolution of major urban problems requires th-ﬂ-.'h thé- Federal Government
_pr‘-:::lr,!;t_ile 3uhst-a.nt;:5..'l_. assigtancﬁ_tu help Eta;:l:e and local governments modify,
-'-!:mprwe and whe-re ne-cessury, create institutions able to plan for affj,ci-ent

and orderly growth and- development, achieve better allocation of State

and locel resources, develop more rationgl dﬂﬂiéiﬂ:’tjgiﬂking processes, and establish
more efficient administration nf public activities.

l Proposals for improving the capacity of Eta..te‘ and local governments

put before the Task Force can be arranged in three broad categories: First,
were tht;'rse designed to improve the fina;nuihal condition of State and local
governments; Second, were those designed to achieve better allocation of State .
and local resources, more rational decision meking, and more efficient
edministration, by using Federal caa:t-sha:inf of strategically selected public
gctivities to encourage the shifting of responsibility for areawlde functions
to larger governmental units; and Third, were t‘pn_ﬂ:e to provide direct assistance

to improve State and local resource allocation end decision making capacity.

Improved State and Local Finances

The Task Force considered a number of :prc-puséls which would bolster
State and local financial capacity by tapping the Federal Governments's

greater revenue ralsing capacity. Unlike existing Federal assistance programs,
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vhich are limit'.e-:l to specific uses, these proposals are directed to improving
the capacity of local governments to devise and carry outb their OWIl Programs
for urban betterment as well as to more effectively participate in Federal
gszistance programs. I

Three categories of proposals were considered: (1) alternative methods
of providing block grants; (2) inducing (by means of Federal tax credits or
other forms of tax sharing) greater reliance on income and leaé on property
and n;.'l.ea taxes to fi.na:ltce State and local expenditures; and (3) shifting
the responsibility for finencing State and local services, such as education
" "and ‘'welfare, to the Fedéral Government.

While we are impressed with the need and deslrebility of some form of
reallocation of revenues or expenditures between Federal, State and local
governments, we feel the cholece of any particular proposal is beyond the
competence of the Task Force. We recommend that a comprehensive study of '
alternative methods of improving the fiscal capacity of State and local
governments be made with full consideration given to the views of represen-

tatives of these governments.

Improved Administration of Areawide Functions

: It- is now well recognized that efficlent public development of urban
areas is hampered by the fragmentation of govermmental units involved in
planning and implementing large-scale development policies.

Bection 205 of the Demonstration Cities and Metropolitan Development
Act of 1968 provides incentive grants to assist planned metropolitan develop-
ment. These 20 percent incentive grants can be made for a number of
development projects eligible for Federal ca‘tegﬁf‘ical grant assistance, if
the project is related to, and in conformance with, a comprehensive plan

. for the development of the metropolitan area. But, though section 205 can

- *



be useful in providing an incentive for coordination of
local activities with a metropolitan development plan, it
does not provide any incentive for shifting areawide

functions to larger governmental units. The financing

" and administration of areawide functions remains fragment-

ed.,

The Task Force recommends Federal cuat-st_;';rmg to
provide the incentive for shifting the resp;uusibilitar for
gome: piblic activities to larger governmental units. °

Specifically, the Task Force rec;:m.menﬂs:

== Pederal supplemental incentive grants, administered

by HUD, of up to one-half of the ‘non-Federal share of the

cost of specified public activities that are financed on an

areawide basis and administered by a metropolitan, or

reginnal body. These grants would be aupple-nnental to
categorical grants for the activity. The grants would be
made to a metropolitan or reglonal body ‘that is responsible
for financing and administering the activity. Eligible func-
tions would be limited to those that can best be performed by
;I.arge Jurisdictional units, that is, where the service area
crosses existing Jurisdir:tiﬂ;ml lines, such as open space,
transportation, sewer and water facilities, air and water
pollution control. Authurizatiun_ﬂf $ . million over a

=

three-year period is recommended.
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While there are some functions (transportation, water and sewer,
air and water pollution, ete.) for which it is appropriate to shift the
financing and administrative responsibilities to larger Jurisdictions,
there are other functions, {housing subsidy programs, housing and build-
ing codes inspection and enforcement, social services to occupants of low=-
income housing, technical assistance in the management and administration
of local government, etc.), which are lncalizeﬂ but which can be handled
most effectively through the combined efforts of locel jurisdictions and
__t]':!e_ Etat.'.g. To encourage greater State part-_icipatiun in these activities,
the Task Force recommends | L

-- Federal incentive grants of up to one-half of the cost of

annuelly spproved Stete progrems which initiate or assist projects or

activities thet broaden existing mublic and private efforts to solve the

problems of the urban environment. State activities would be in areas where

the State is particularly and uniquely well qualified because of its legal
end gecographic relationship to units of locel government and its greater
gbility to commit both financisl end personal resources. State programs
would be designed to augment, complement, and fill gaps in Federal and local
housing and community ei‘fm'ts.. State programs would be flexible and deaigned
to meet the particular needs of each State within tl';e range of activity
options authorized by enabling legislation for this proposal. Authorization

of & million over a three-~year period is recommended.

Improved State and Local Administrative Capacity

Our cities are faced with a number of fundamental and in_terlnr::king

- problems which require both immediate and long-range attention -~ the problems
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of the ghett'ﬁ, of schooling, job training, housing, health care, transpor-
tation, and many others. If these difficult areas of State and local
concern are to be handled effectively, our public administrators must have
available to them superior analytical and creative resources.
The Task Force recommends two approaches to making these resources

more available to our public r::-fficia.ls.l The first is by tapping the great
_resert:'nir of talent in our c¢ities which is primarily én.gaged in other o
pursuits, such as our scholars and business leaders. This is a ready source

of ideas and know-how which can be put to immediate use. The second is by

imprav.ing the qualit-y Iluf- persons in the Etate- and lucall pjl.lblil: service.
This is & more long-range approach but one which is essential to sound local
government. It involves more emphasis on urban studies in our schools, more
scholarships and other incentives for promising students to enter publie
service, advanced training for persons already in public service who wish to
improve their abilitles, and greater interchange of employees between the
Federal IEmrernment and State and local governments.

The Task Force recommends: .

==~ Federal funding of 75 percent of the cost of Urban Extension Centers.

‘Ihese_ centers would be staffed by university, governmental and other p&rsﬂnfm-i.
They would provide mayors with assistance in innovating, planning, and -
coordinating policies and would act as the Mayor's special arm working with
local community efforis to attack urban problems.

== Full funding of the Federal-State training programs authorized by

Title VIII of the Housing Act of 1964 and the Urban Information and Technical

Assistance Bervices authorized by Title IX of the Demonstration Cities and




Metropolitan Development Act of 1966. - :

-- Resubmission to the Congress of the Intergovernmental Manpower

Act.

——

-~ PBroadening of the National Defense Education Act to permit

forgiveness of loans to those entering State and local gmrerrmeﬁt service,

to the same extent now provided teachers.

.
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CMMUNITY DEVELOPMENT BANK

R

-

Becent studies have shown that our State and loeal governments will

require approximately” $328 billi o finance essential public facilities

e e e T ..-'""\

such as roads, schools, and hospitels thr

About half of this
investment will be financed through the ca market in the form of State

and J,una,l wa. The annual volume of bond issues is expected to

t. [ "-E
increase from about $14.5 billioh in 1970 to over $22 billion in 1975.

—
" Capital, of course, is a scarce resource and has many competing uses.

If State and local govermments are to increase their rate of spending, they
-pust be prepared to pey higher interest rates in order to bid the necessary
funds away from other potential uses. Over the past 18 years, for example,
the interest rate on high-grade municipal securities has more than doubled.
Because of rising interest costs, many hard-pressed municipalities
cannot afford to finance the needed public facilities required for a growing

population. The high cost of borrowing affects the number of schools and

new e¢lassrooms which can be constructed each year. It limits the number of
hospital beds which can become availaeble. It limits 'hadl;.,r needed local
expenditures for roads and highways, libraries, and parks. It slows down
the fight against air and water pollution.
The tax exemption accorded securities of State and local governments
has provided a form of Federal subsidy to help finance needed public facilities,
while according to State and local governments the greatest possible autonomy
in selecting the public fecilities to be figanced in the capltal markets.
However, the steadily growing volume of tax exempt fina;lcing has §

turned the tax exemption feature into an inereasingly inefficient means of

subgidizing publie facilities constructed by State and local governments.



This is true because as the volume of tax exempt securities grows larger,

investors in lower and lower income tax brackets h.we to be attracted into

C e

the market in order to provide a large enough supply of funds to meet the

———

demand, Of course, the walue of the tex exemption is less for taxpayers
in lower income tax brackets and an increasingly higher rielémust be

provided as it becomes necessary to obtain the funds of these lower income ;

investors. As this process accelerates, the tax exemption accorded the
securities of State and local governments tends to cost the Federal Treasury
more and more, while benefiting State and local governments less and less.
i3 In the face uf the erosion nf the value of tax ExEmp‘t.inn to Btate and
local governments, end a growing awareness of its cost to the Treasury,
serlous consideration hes begun to be accorded proposals which would enzble

State and local governments to tap other sectors of the capitel market for

———————

loan funds to finance their public facilities needs.

a——

It is not a pecessary cgnditim of these proposals that they be viewed

e — i &

as & substitute for the present tax exeﬁpt status accorded the securities of
e !

State and local goverrments. MAny cne of these proposals could be adopted
while the alternative provided by the benefits of tax exemption remain open
to Btate and local governments.
The broad purposes that an acceptable proposal must meet are these:
e First, and fnremﬂst,.it should make possible a greater
allocation of capital to the development of public
faeilities necessary to deal with the problems of the

urban environment.
-- BSecond, it should stimulate the construction of public
- faellities which will contribute to the econocmy,
effi::iency end cmprehenaiwlar planned develﬂment of

the area in uhich the fa.cilit:_.r is to hE 1nnated.
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-- Third, it should alleviate the potential disruption of
the capital markets occasioned by the un-coordinated
actions of State and local governments seeking to
borrow funds to finance the large increase in publie
facilities expenditures which will take place in the
next decade.

== Finally, it should reduce the excessive revenue loss
resulting from the present tax exempt status accorded
State and municipal securities.

The Task Force gave careful consideration to the establishment of a
Community Development Bank that would accomplish these purposes in- part
direc‘t];y, by its own borrowing and lending activities, and in part indirectly,
by reducing the inordinste burden that now rests upon the market for tax-
exempt securities.

In addition, the Bank might eventually take over and expand scme of the

direct Federal lending programs rel&teﬁ._ to community divelopment, thereby

s-imulta.neuus]qr removing a burden from the Federal budget and relaxing the
constraint on the availability of funds for these programs that results
frﬂ;:u. their presence in the budget.

There are many reasons why the proposed new :I.na_t-!.tutinn should be
more efficient Ithan existing arrangements in raising funds for the burgecning
needs of community developmsnt. Much of the financing that is now undertaken

for such purposes takes place narrow markets, is adversely affected by the
] S _-r'"—-" L

small size, large number, and differential acceptability of issues, and leads
to frequent market congestion because of inadequate coordination of issues.

The new Bank, by contrast, would fjap a much wider market; would borrow on a

e mirrrem— e —

la.i-ge scale and in a unified fashion, relying on an ei‘fi-cient marketing

e,
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instrument -- or family of instruments -- with broad appeal to various investor
- ¢lasses; and would have ample flexibility in going to the m&.rkelt at the most
favorable times. Moreover, as is discussed in further detail below, the

Bank would provide a more efficient means than is now available of passing

the maximum benefits of Federal subsidies on to States and localities.

In evaluating the financial conditions of borrowers and the econcmic
feasibility of proposed projects, the Bank might, in its initisl stages,
rely on loan guarantees or other appraisals by Federal agencies or on
essentially the same procedures, including the use of outside consultants,
“thdt are now used by municipal bond underwriters. However, decisions on |
such matters should be left to the Bank's mansgement. In any case, as its
activities expanded, it would consciously attempt to build uprits own
expertise in finencial enalysis, community plenning, and project evaluation.

Indeed; &an objective would be to develop the Bank into a positive instrument

for promoting orderly community planning in the financial and economic fields.

e

I ﬂrgmiz&tinn end I-Ianag_emenl:

’ The Bank would be organized as a quasi-public corporation, receiving

E’.a r_:ha:ter from the Feder:al Gnvenmeti‘h;ltﬂ Board of Directors would
consist partly of Federal Government officials and partly of representatives
of governmental units eligible to use its lending facilities. For example,
the Bank might have a Board of 13 members, including five Federal officials,
one of whom would serve as chai.rma.n., and eight members appointed by the
President of the United States with the advice end consent of the Senate

to represent State and local goverrments and the private financial community.
These members would represent States, counties, large cities, and Ism,alle:c

cities. The term of appointment might be 4 years with initial appointments

steggered to provide continuity.
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The Bml.rd of Directors would select gualified peranns_tu serve as
president and vice president of the Bank and to fill such other offices
as might be provided in the bylaws, with executive powers and duties as
prescribed by the bylaws or by the Board of Directors.

The above procedure for appointing the Board would assure State
and local gﬂﬁrermnents'uf adequate representation on the Board. In
appointing memh.em s the President of the United Stafes might consult °
with various State and loczl interest groups, such as the League of Cities, °
Assoclation of Counties, Council of State Governments, Governors' Conference,
and the Council of Mayors..

As soon as feasible, it would be desirable for the Bank to establish
regional or metropolitan subunits, which would seek to foster integrated
regional development efforts and examine loan requests in the light of their
consistency with such efforts. The existence of regional banks would be of
special importance in promoting active participation of State and lm:.:a.l units
in the activities of the Bank and in allowing it ot serve as & vehicle for
i:zmﬂva.ﬁive and creative activities in the field of urban development. ALl
market borrowings would, however, be cerried out by the national c&nmmity

I-

Development Bank.

II. Financing the Bank .

';Eh;a- Bank would raise the bulk of its funds by borrowing in the private
c;.pltnl market through the issuance of ‘hnndaﬁnr other debt instruments.
The Bank's issues would have to receive the prior approval of the Secretary
of the Treasury in order to assure that the Bank's extensive borrowings in

the capital market were properly coordinated with Treasury debt management,
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and to facilitate the orderly marketing of the Bank's securities. The Bank
its2lf would be exempt from ell taxes except State and lucai property taxes. .
However, interest cn the Bank s obligations would be subject to ‘E‘Ed&ra.l, Etﬂ.t-e,
and local ta.xu.tiun to the same extent as the cbligations of priva.te cﬂrpuratiuna.
It would be necessary to protect holders of the Bank's debt obligations
against possible losses of principal or interest :Ln order to assure the Bank
adequate access to the capital market at reascnable intgra:st. rhte#. Such
protection could be provided in either or both of two ways:
“l., The Bank's securitlies could be directly gu;a.rantlied as to prineipal
: a.ud interest by the Federa.l Gn-.rernment.
- E.. Pruvisim c:uld. be na.ﬂe for an ind'irect gua.ra.ntee by mrt.harizing
the Bank to borrow from the Treasury up ta $1 billion mitia.llar and $5 billion
over a five-year period. This borrowing authority. would. not be used except
in times of emergency or unsettled merket c;:tnd;_ltiuns. However, the Bank
would be permitted to borrow up to $10 for E'B.GhICII-I.E dollar of its capital,
and its authorization to borrow from the Treasury 'Hﬂulfi be treated as a part
of its capit.;l for purposes of computing this ten-to-one debt capital ratio.
Either a direct or an indirect Federal guarsntee would enable the Bank to
borrow at favorable rates of interest. ar .
Equity capital could also be a.ccumulaté&'}y voluntary subscription and
by regquiring each borrower from the Bank to purchase its stock to the extent
of 1 percent or 2 percent of the amount of the loan. This stock would be of
the nonvoting preferred variety, which would pa.i.r & limited dividend of perheps
5 percent per year. While not necessary, the issuance of stock by the Bank might
expand its lending sbility end perhaps create a desirable financiel stake

in the success of the Bank on the part of Gtate. end local governments.
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III. Lending Activities of the Bank

" The statute establishing the Bank might provide that its loans to State
and local governments be limited to certain specified purposes, such as
mass transit, public housing, .n-ther housing assisted by Federal or State
governments, academic facilities, hospitals, municipal airports, sewage
treatment systems, air and water pollution control, Model Cities, etec.
The Bank might also be permitted to lend to private nonprofit organizations
for s;.peuﬂ‘iad pu:pnsves,- such as the construction of college housing, academic
facilities or hospitals. In meking its loans, the Bank should be reguired to
‘make certain that all Federal, State, and local laws are'adhered to and that
due attention is given to Federal standards that have been established with
respect to the kinds of activities it iz supporting.

Although the interest rate charged by the Bank might vary according
to -the maturity of the loan, the rate charged at any given time for a 3
specified maturity would be the same to all borrowers. Of course, rates
charged would vary over time as the Bank's own borrowing rates changed
according to general credit conditions and Federal Reserve monetary policy.

The Bank would be provided with a.-&uhs.idy_];gx_tiTE Federal Government,

which would enable it to lend at interest ratea below its owm borrowing rates

g g

i‘hié subsidy might be handled in various ways. 0ne way would be to provide

the Bank with an open-ended subsidy which would enable it to lend to State

and local governments {and other specified borrowers) at an interest rate-

equal to two-thirds of its borrowing rate. If the Bank was able to borrow

at an intere!;t rate of 6 percent, for :a-xample, this would ensble it to lend

atl. a; ram The Bank would be requirl'ed to a:d.here to sound financial

principles in making loans, and it would add to its lending rate a premium

which wolild cover its edministrative expenses and ensble it to build up



en appropriate reserve against losses. If this premium were 1/l percent

{a:nﬁ assuming no stock purchase requirement by burruwera}, the effective

rate to the borrowers would be 4-1/4 percent. The Bank's lending standards,
together with the limitations provided in the statute on the purposes for
which it would lend, would determine the demand furl funds that would be forth-
coming at a rate of 4-1/l percent, and this would set a limit on the Bank's
{net) .lend.:l_ng and borrowing. If the Bank aN oL ¥bis to meet the demand

i [
for loans at L4-1/4 percent by selling & percent bonds, Bank lending would

have to be curtailed, elither by raising the lending rate or by establishing

L‘-m-.her priorities as & basis for ration loans.
In practice, the Congress t not be’ willing to provide the Bank
with a wholly open-ended su‘bsid;r.. Instead, it might set an annual limit

= '-—.-1—‘———-..___-‘_ = atad
l-r\_ on the subsidy, and the appropriateness of the formula for computing the

aul:;hidy could be reviewed.at the time of the ren-eﬁal of the appropriation.
Federal subsidy to the Bank would not need to involve a net cost to

the Federal budget as lnngla.s it did not e;xceed the savings of the Federal

Government stemming frun the substitution of taxable financing of Btate

R s
end local needs for potential tax-exempt finaneing. These savings pre-

- —

sumzbly would be very substantial since, at -tlie_ present yield spread between
taxables and tax-exempts, it is estimated that a significant portion of the
tax-exemption subsidy goes to private :l.mr?sturs_ rather than to the issuing
State and local Eq-:wermental units. { .

To cite & (somewhat oversimplified) example of the amount of subsidy
that can be channeled to the Bank without immivi{ag a net cost to the

Federal Government: MAssume that the average rate on new issues of non-
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guaranteed tex-exempts by municipalities is 5 percent, the rate on guaranteed
taxable bonds issued by the Bank is 6 percent, and the effective marginal
Federﬂ tax rate for investors in the Bank's securities is 4O percent.
The Bank would then market its ;hunds at 6 percent; 4O percent of the interest
would be recaptured by the Federal Government and paid over to the Bank, so
that its net rate could be 3.6 percent. The Bank could then lend to local
governments at 3.6 percent [plus a nominal amount for reserves and emnaes}
i instead of the 5 percent they would have haﬂ_ to pay in the tax-exempt market.
If the Federal Government wished to prmride additional interest or other
.&eh-t-sﬂrﬂ.rice Buhsi:iies to prnmﬂte cert&i‘n t;.rpes nf i_nvestments eligible for
Bank financing, it could reimburse the borrower directly or through the Bank

for some portion of the debt service charged by the Bank on the loan.

IV. BRelation of the Benk to Tax-Exenpt Bond Market

The tax-exempt market would continue to be available to State and local
governments as a source of financing after the establishment of the Community
Development Bank. Indeed, in no case should there be an;.r-cnercicn or legal
‘requirements for State and local governments to use the facilities of the
Bank in lieu of the tax-exempt market. However, the establishmsnt of the
Bank would help to correct three serious defects in the tax-exempt market
and make it into a more efficient financial instrumentelity.

l. The steadily growing volume of tax-exempt financing has turned
the tax exemption feature into an exceedingi!.:.r costly means of subsidizing
State and local governments. As the volume of tax-exempt securities g;-ws
larger, investors in lower end lower income tax brackets will have to be
ettracted into the na:k;‘-; in ur:ier to provide a large ennugi.-t -supply of funds

to meet the demand. As this happens, a smaller share of the subsidy provided
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by the tax ex;emptim will go to State and local governments and a larger
share will go to texpsyers in higher income tax brackets. Suppose, fc:r_
example, that the interest rate on securities of Equivalent: risk which do not
have the tax exemption is 6 percent and that tax-exempt securities are bought
by investors subject to ma.rginal tax rates as low as 50 percent. In this
case, the interl'est‘- rate on tax-exempt securities should theoretically be
. 3.00 percent, because this interest rate would equalize the returns on tax-
exempt and taxable securities for investors in the 50 percent tax bracket;
however, taxpayers in brackets above 50 percent would get subsidies in the
f-:rm ulf iiighEr r&téz.: nn Ita:-:-—.e:;:emjgt securitie.é than thear; ﬂmﬂd E;al.rn on ;ta.:.-:ahl-e
securities of equivalent risk. That is, only a portion of the tax exemption
would to to State and local government s, the remainder being garnered by
taxpeyera in brackets ebove 50 percent. -

. Under present conditions, most tax-exempt securities are purchased by
commercial banks, which are subject to a tax rate of approximately 50 percent.
With the increase in State and local borrowing that is anticipated in the I
next few years, however, it will be necessary -- in the absence of a
Community Development Bank -- to tap supyl!.'ea of funds from Iinvestors who
are subject to a rate lower than that applicable to commercial banks. As this
happens, the differential between taxable and tax-exempt securities wiil hewe:
to narrow, thereby reducing still further the benefit of the tax exemption
to State and local governmenis and increasing the proportlon of the .'!uhsid.,}"
provided to high income taxpsayers.

2. Because of the tax-exempt feature, municipa.liti_es are dependent
largely on bank invest-ﬁrsrsmd are thus required to F:cm;pete for funds
with ‘husir;esses and others borrowing direetly from banks at interest rates

substentially in excess of the rates on corporate bonds. As a result,
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municipal 'bnfrmring rates are substantially higher than 50 percent of the
rate on taxable bonds of comparable risk. In fact, tax-exempt rates are
‘currentl;l.r about TO percent as high as corporate bond rates and ebout 80
p&rc_ent of the rates on Federal agency 1lssues.

To the extent that the payment of a direct subsidy to State and local

governments on their borrowings through the Community Development Bank

induced them to borrow from the Bank rather than in the tax-exempt ma.ri:et,

the Treasury would gain revenue from the replacement of tax-exempt securities
by the taxsble securities of the Bank which would offset the cost of the
éu‘béiﬂir.- The suhsici;.rl g::;ling -t«::'- ws.:a.lt.hﬁr ta.xpaal;ers would -‘be; red.m:;éd., a.nd. t--he
Treasury could, at no net cost In tex revenues, provide a larger amount of
subsidy to State and locel governments than they now receive through the
tax exemption. Moreover, there would be a benefit to those State and locel
gm;&rnmants that continued to use the tax-exempl market, since, as the pressure
on that market was reduced, the interest differential between taxable and
tax-exempt securities should begin to widen.
3. At the present time, there ere also wide disparities among the
interest rates paid by different State and local gmer@er%ﬂ_‘.: ~In. part,
these disparities may be related to the varying desreé of risk atfeching
to their securities. Largely, however, they arise from gedgraphical differen-cesl
in interest rates, from the large number and small size of issues, a::1d from
the lack of flexibility available to many communities in timing their \
borrowings. ; - .
The resources and procedures of the security-rating services that
sewé to determine the risk differentlels smong different State and local
gwemm&nt: security offerings are notorliously ima—dequa.tﬂ. Not only do

some issues receive low rating and have to pay unjustifiabli.r high interest

e



-

68

rates, but, in addition, some goverrmentsl units are unable to obtain ratings
and have no recourse to funds other than those of local financial :lnst:l.tutic:na
or well-to-do investors. The fact is that there have been no recorded defaults
of principal or interest on State and local general revenue bonds fur.man:_r
years -- which elearly indicates that no significant risk attaches to these
securities. By lending at a uniform interest rate, the Community Development
Bank should do a great deal to correct '!'.h_ene manifest inequities. Those
governmental units subject to low ratings would have thel,'grea.teat incentive

to use the Bank, thereby leaving the tax-exempt market t-.u those units receiving

‘high ratings who consequently benefit most from the exempbtion. -

The high rates charged scms municlﬁelities '15 the tax-exempt market
mey conceivably be a result of poor planni;'tg and financial imprudence on the
part of these municipalities. The Community Dev.rel;:pn-lent Bank could refuse
to ;I.end. to a community whose financial practices were cbjectiocgable or l::ﬂ'l,]lﬂ:
require that the bad pract':ices be corrected as a condition for the loan.
Indeed, once it was in full cr;_-era.tiun, the Bank would presumably be able
to provide technical assistance to help a community institute sound financial

procedures.

V. Growth of the Bank

The speed with which the Bank would be able to expand and its success
in meking additional capital available [for -::nmmunity development would depend
primarily on its success in developing a market for its own securities, on

the aggressiveness of its menagement in pushing its objectives, including the

o development of its facilities for assisting cnmmu:_lit'ies in fineneial and

economic planning, and on the amount of funds made available for interest

gubsidies. With an effective management and Btrnﬁé: finencial support from

the Congress, the Bank should be able to make a major contribution within a

few years of its establishment.
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Vi. FRecommendation

The Task Force believes the establishment of a Community Development

Bank to be both feasible and desirable. Accordingly, we recommend that

the President int a commission immedis to formulate a detailed

proposel, including a draft charter and bylaws and the necessary enabling

legislation. The commission should include representatives of State a.nd.

local governments, a.nd, of agencies of the Federal Gﬂvemént concerned with

finance and with p;nhlema of community development, and _s;hnu.'._l.d. draw extensively
. on the advice of the private financial community. Thnj.:_.:miaaim should be

‘asked to submit its mrﬁmealmént i;thﬁf;hiﬁe months of its

establishment in order to ensure that the Community Development Bank would

become an operating reality within a relatively.shprt} time.

\ .
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