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ABSTRACT

The Section 23'5 home purchase program provided lower-income
families with a ""chance to own'", ir the dual sense of chance as opportu-
nity and as risk. Based largely on a 1973 survey of Section 235 purchas-
ers in ten major metropolitan areas, after one to four years of owner-
ship experience, this study examines the opportunities and risks ésso-
ciated with tenure choice from the vantage point of participants in the
235 program.

Study findings serve to deflate some of the negative myths that have
emerged out of the 235 program experience, e.g., the presumed incom-
patibility of home ownership and low income, and judgments about the
potential dysfunctions of ownership for marginal urban families. De-
spite the prcblematic nature of the program, in the aggregate purchas-
ers found much to be satisfied with: better living conditions than they
had encountered in the rental market; the prospect of equity accretion
as family savings; and the gratificatigns and autonomy associated with
ownership status. However, the distributive consequences of the pro-
gram were such as to favor white purchasers over minority purchasers,

and higher income over lower income purchasers, in the distribution



.of relatively sound housing in healthy submarkets. Nevertheless, near-
ly all purchasers, regardless of income and race, favored continued
ownership rather than a return to tenancy, éven in the face of high own-
ership cost burdens,

Despite the poor quality 6f many homes sold under the program,
serious mortgage default and aborted ownership were more closely asso-
ciated with family crises resulting from loss of employment and major
illness, and mortgage degeneration was more likely to occur in urban
areas of relatively high unemployment. Income stability, rather than
income level, was the more important determinant of sustained owner-
ship Viab'ility, as evidenced by the relative stability of the most econom-
ically dicadvantaged owners, many of whom depended on public assis-
tance. Mortgage default episodes were common occurrences among
owners, reflecting periodic income stresses of finite duration, but they
were usually successfully resolved and rarely slic into foreclosure.

On the whole, consumer expericnces over the early years of 235
ownership are sufficienily positive, in light of the administrative im-
perfections in the program, to argue for reconsideration of the role of
tenure choice as ah aspect of future federal low-income housing policies.
Recommendations are made that, in the author's view, would signifi-

cantly improve the effectiveness and equitableness of future subsidized

ownership programs.

Thesis Supervisor: Bernard J. Frieden, Professor of City Planning
M.I.T., Department of Urban Studies & Planning
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Here I come!

Been saving all my life
To get a nice house
For me and my wife.

¢ o o

Neighborhood's clean
But the house is old.
Prices are doubled
When I get sold:

Still I buy.

-~ Langston Hughes
from the poem

Little Song on Housing




Chapter I. INTRODUCTION

A. The Section 235 Program: Dawn to Dusk

At its emergence during the late 1960's, the concept of a federal policy
of lower-income home ownership -- one which would subsidize and under-
write the purchase of homes in the open market by famil/ies of relatively
marginal income -- was hailed by its chief progenitor, Senator Charles
Percy, as '"a new dawn for our cities. nl After éonsiderable debate, the
concept was forged into legislation as the Section 235 program of the mile-
stone Housing Act of 1968 and launched with a fair degree of op:cimism on
the part of Congress, despite the uncertainties and special risks which
were recognized to be inherent in the program. In the prevailing climate
of urban discontent and turbulence, the Johnson administration and Con-
 gress deemed it preferable to act under uncertainty than to delay action
on a program that had already gathered considerable legislative momen-
tum, and that had come to be considered a significant response to the
housing and residential stresses endemic to lower-income households
across the nation's cities.

Two years after its implementation, the 235 program was badly shaken
by the exposure of market abuses and federal maladministration which

had permeated a substantial sector of the national effort and left many

families the title-holders of sorely deficient and often overpriced housing

1. Senator Charles Percy, "A New Dawn for Our Cities'", Congressional
Record -- Senate, October 17, 1966, pp. 27258-27260.
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units. Almost simultaneously, rising mortgage default rates throughout
the program and a high rate of mortgage failures in some areas served
to stigmatize the image of the program even further, despite the origi-
nal understandjng on the part of Congress that the program would involve
high, but worthwhile risks. These national events made the program in-
creasingly vulnerable to the will of an administration, headed by Presi-
dent Nixon, which was manifestly disinterested in the cause of federal
assistance to the nation's housing-poor. Despite a number of valid at-
tempts on the part of the Department of Housing and Urban’Development
to remedy defects in the operation of the program and improve its ability
. to realize its potential) the administration judged the housing subsidy
programs to be irremediable when it imposed a moratorium on any fur-
ther subsidy commitments in January, 1973, After a scant four years of
program operation, characterized by a high degree of turbulence and
often inept or callous administration, the sun had rapidly set on the con-

cept of lower-income home cwnership.

B. Alternative Interpretations of Program Malfunctioning

Alternative interpretations of the problematic nature of the 235 pro-
gram experience tend to ascribe the shortcomings of the program either
to a failure in the policy concept itself or to a failure in the administra-
tive ifnplementation of otherwise realizable objectives. The former
view holds that there is an inherent incompatibility between the demands

of home ownership and the conditions of life at the margins of lower-

-10-



income. The '"life at the margin' theory, as it is often called, maintains
that lower-income families are, by and large, incapable of sustaining
ownership obligations because of intermittent crises --'in employment,
health, and family stability ~- which assume catastrophic proportions,
require the deferral of mortgage payments and essential repairs, and
ultimately contribute to aborted home ownership. Against the charges of
faulty and improper administration of the program, HUD Secretary
Romney questioned the basic concept of the program:

", . .no matter how carefully we inspect and appraise, and no

matter how carefully we screen and counsel purchasers, when

we are dealing with low-income buyers we are dealing with '

the fundamental problems of people living at or near the sub-

sistence level...To such people, any temporary loss of in-

come or unusual expense amounts to a financial catastrophe."

The latter view, here referred to as the "systemic'" interpretation,
holds that flawed implementation was a primary contributor to the 235
program's malconsequences, leading to market abuses and the placing of
many lower-income purchasers in untenable ownership situations char-
acterized by seriously defective housing conditions and negative equity
positions at purchase. This view was first forwarded by the investiga-
tive Staff report of the House Banking and Currency Committee during
the 1970 disclosures of abuses in the program:

" ..In some areas, 235 purchasers are either 'walking away'

from their homes or, through arrangements with FHA, are

turning their houses back to that agency...Because of the
relative newness of this program, the impact of widespread

2. TU.S. House of Representatives. Investigation and Hearings of Abuses
in Federal Loow- and Moderate-Income Housing Programs, Staff Re-
port and Recommendations, Committee on Banking and Currency,
91st Congress, 2nd Session, December, 1970, p. 141.
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turnbacks and foreclosures will not be felt immediately. But,
unless the 235 program undergoes a drastic remedial change
the Federal Government. .. may soon find itself owning thou-
sands of substandard homes bearing intlated mortgages..."

Citing one national mortgage company's foreclosure rate of about 5 per-

cent, the report speculated that they were primarily "walk-away'" mort-

gage failures:

"While some of the foreclosures can be traced to financial
inability to meet payments, perhaps the major cause of
abandonment is the utter frustration of homeowners who
thought they had purchased a home of reasonably sound con-
struction only to find that the monthly mortgage payments
on the home only entitled them to make other payments for
major repairs. ''4

In contrast with these blanket assertions about the program as a

whole, strong local variations in program performance were increasing-

ly evident by the eve of the subsidy moratorium; mortgage default rates

varied from a low of two percent in one HUD area office to a high of

twenty percent in another. > During the eleventh-hour deliberations of

the Joint Economic Committee in late 1972, Senator Proxmire used the

local differentiation argument to bolster his attack on HUD's administra-

tion of the program while defending the program concept itself:

"We have a stiuation in Milwaukee where our foreclosure
rate is extraordinarily low although the credit has been
made as widely available as elsewhere, whereas in Detroit
it is extraordinarily high, 10 times as high in Detroit as
Milwaukee. Why? They have exactly the same program,

Ibid., p. 1.
Ibid. , pp. 3-4.
U.S. Congress, Housing Subsidies and Housing Policies, Hearings,

Joint Economic Committee, 92nd Congress, Second Session, Decem-
ber, 1972, p. 37.
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Federal, privately financed, and federally guaranteed. The

problem is HUD management is much better in Milwaukee

than in Detroit, "'6
Elsewhere in the proceedings, Proxmire asked:

"Does this not indicate that the primary reason for a high

number of repossessions is the overwhelming failure in

management by HUD rather than the intrinsic nature of the

program?”7

The jockeying between Congress and the administration over the fate
of the 235 program had contributed to an artificial polarization of views
and contending interpretations of program experience. Congressional
proponents of the program placed the blame on HUD's implementation of
the effort and sought administrative remedies, while administration of-
ficials asserted the '"life at the margin" view and questioned the funda-
kmental viability of ownership tenure for lower-income families. -Sur-
prisingly little attention was given to the consideration of alternative
factors contributing to local differences in program performance, such
as-local economic conditions and the extent to which they were favorable
-or unfavorable to sustained home ownership. Such a '"contextual" inter-
pretation would have seemed likely in the face of Seattle, where a major
recession in the dominant aerospace industry had clearly precitpitated

the highest 235 mortgage default and failure rates in the country, but it

received only passing mention in the Committee's attempt to diagnose

6. Ibid., p. 355.

7. Ibid., p. 34.



the problems that were manifest in the program.

The three contending views -- the 'life at the margin" interpretation,
the ''systemic" interpretation, and the "contextual' interpretation --
represent alternative attempts to isolate a dominant, if not exclusive ex-
planation that accounts for 235 program behavior during its early years.
They also have substantially different implications for future federal
policies regarding ownership opportunities for urban lower-income fam-
ilies. If relative poverty or the problems of life at the margin involve
substantial and pervasive risks to sustained, viable ownership then the
policy concept which guided the formulation of the 235 programl needs to
be scuttled, and federal housing policy should restrict tenure options for
lower-income households to assisted rental opportunities. On the other
hand, é clear confirmation of the systemic interpretation as a major
cause of 235 mortgage degeneration would suggest that, under proper
administrative revisions and safeguards, the 235 program model might,
at some point, resume its role in tact as a major national housing strat-
egy. However, if local economic conditions, particularly ‘those related
to employment, constitute a powerful explanation of local variations in
program performance in accordance with the contextual interpretation,

then future federal policies of lower-income home ownership are

8. Ibid., p. 37. In response to Senator Proxmire's assertion that local
variations in program performance resulted from differences in HUD
program management, Elmer Staats, the Comptroller General, added:
""Plus the economic conditions that may affect one locality more than
others." But this contextual theme was never picked up in the re-
maining Committee deliberations.
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feasible provided they are regionally selective and restricted to metro-
politan areas where economic conditions are favorable. Such regionally-
differentiated policies would be a substantial departure from the Section
235 concept, which viewed home ownership as a universal good for urban
lower-income households and made its benefits available wherever the
private housing sector was willing to respond, without regard to differ-

ences in local economic contexts.,

C. Research Objectives and Approach

At its heart, this research constitutes a diagnostic assessment of the
235 program experience, which attempts to sort out the dominant factors
that account for the problems manifested in the program, as represented
by the alternative interpretétions described above, as well as to deter-
mine more generally the extent to which and the ways in which the pro-
gram succeeded or failed as a lower-income housing strategy. In gener-
al, there is much to be gained among the policy community in learning
from the experiences of past programs, and particularly so in the case of
the Section 235 program which represents a significant and unique federal
excursion into low-income housing policy. But, more importantly, the
research is intended to contribute to the development of future policy
alternatives regarding expanded tenure opportunities for urban lower-
income households. In short, the research addresses the question of
what can be learned from the 235 experience with respect to the role of

home ownership -- its worthwhileness and viability -- as a potential

-15-



component of future low-income housing policy.

In so doing, the analysis rests largely on data derived from structured
interviews with program participants within the context of a national sur-
vey of 235 home purchasers. There are several reasons that argue
strongly for this kind of consumer-based assessment of the program.

Alternative interpretations of the brief and controversial history of
the 235 program hinge on largely unverified assumptions about consumer
experience, behavior and motives, as well as on assumptions concerning
post-purchase housing conditions, residential and life circumstances of
the owning family. Given the strong tendency to ascribe the malconse-
quences of the 235 program to its consumership, in yet another variant
of the "blaming the victim" theme,9 the previous lack of any systematic
approach to obtaining consumer experiential data is deplorable. The
paucity of relevant survey data regarding the precipitants of 235 mor-
tgage default and aborted ownership was clearly recognized in testimony
to the Joint Economic Committee as late as December, 1972, In a
letter to the Committee, William Whitbeck, the director of the HUD
Detroit area office, asserted;

", ..No information has yet been obtained from the class of

persons best qualified to speak of reasons for default -- the

defaulting homeowners themselves. This lack of hard sur-

vey data on reasons for default and later movement by the

defaulting homeowner lends a flavor of unreality to almost
all of the present discussions of this problem"10

9. William Ryan, Blaming the Victim (N.Y.: Pantheon Books, 1971).

10. U.S. Congress, op. cit., p. 264.
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In its report to the Committee, the General Accounting Office recom-
mended that available data should be '"supplemented by other information
obtained through such means as interviews with mortgagors... nll That
this kind of analysis was postponed by HUD was undoubtedly the result of
the subsidy moratorium, which came soon after the Committee hearings
and served to deflate the mounting pressures for survey analytic assess-
ments of the program.

Beyond the kinds of post-mortem diagnostic analyses intended to shed
light on programmatic problems, a national survey eliciting consumer-
based assessments of their 235 experience as a whole can be séen to have
other substantial benefits for the analysis of tenure-related issues in low-
income hoﬁsing policy:

1) From the vantage point of those intended to benefit, how
worthwhile are lower-income home ownership objectives within the
urban context? Do the assessments of 235 program participants
confirm the prevailing negative image of the national program, or
do they suggest that despite the imperfections of the program, sub-
stantial benefits were derived or might be enhanced by more effec-
tive policies? What benefits were deri{fed from 235 home purchase?
If so, at what risks and costs?

2) What were the distributive consequences of the 235 program
in terms of alternative program constituencies? Did the program

succeed or fail selectively with respect to different purchaser

11, Ibid., p. 94.
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groups -- differentiated by race and income -- or were program
benefits and disbenefits equitably distributed across the purchaser
groups? Did the functioning of the program largely succeed for
some purchaser groups and fail for others? If so, in what ways
and for what reasons? What are the implications for potential el-
igibility and improved equity in future ownership programs targeted
at urban lower-income households?

3) What does consumer experience in the 235 program suggest
by way of improved policy means and program mechanisms for the
delivery of ownership opportunities to urban lower-income households?
Can the shortcomings of the 235 program mechanisms be avoided or
substantially diminished and future program viability strengthened?

More general arguments can be advanced to support the utility of con-

sumer-based program assessments derived through the means of survey

sampling and information gathering. As a rule, all too few programs are

evaluated in light of the consumer component of the policy equation, using

data drawn at the level and perspective of the affected program constitu-

ent, As a result, our judgments of policy rest on often inadequate pro-

gram statistics, on evolving images of the program in the media, on the

opinions of relatively small groups of influential elites, or on biased

bureaucratic assessments. Given the tendency to ascribe the malconse-

quences of many socially oriented programs to their respective consum-

erships, the general lack of consumer-based data represents a telling

gap in program analyses. Apart from the analytic benefits of consumer-

related data, there are also values of consumer expression which need
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to be considered. In particular, housing and residence have meanings
and values attached to them which lie beyond the realm of impersonal,
readily objectifiable data, but which should be important considerations
in policy formulation and assessment. Although the structured interview
is far from an ultimate medium of free consumer expression, if properly
designed it can be a useful medium for registering vaiues, judgments,
beliefs and expectations that may be of considerable importance for rel-
evant policy analysis and speculation.

The survey sample of 235 home purchasers on which this research is
based and the resulting survey data derive indirectly from a study of
counseling efforts under the 235 program which was conducted from 1972
to 1974, and which the author directed. 12 Structured interviews of ap-
proximately an hour-and-a-half in length were carried out in each of ten
metropolitan areas across the country with a randomly selected sample
of about 35 home purchasers in each metropolitan area. Factors guiding
the choice of metropolitan areas are described in Appendix A as are
other aspects of the research design. As a whole, the resulting sample
population of 235 home purchasers resembles closely the characteristics
of the national population of 235 home purc.hasers. The sample cluster-
ing by metropolitan areas has the further advantage of allowing for some
comparisons of program performance and outcomes based on differing

local conditions. In its entirety, the consumer sample represents a

12. The study was conducted under HUD funding at OSTI (Organization
for Social and Technical Innovation), Newton, Mass.
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composite of metropolitan 235 home purchasers across a richly varied
set of program contexts, and forms the basis upon which generalizations
are made concerning the national performance of the program within the

urban context.
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Chapter II. URBAN LOWER-INCOME HOME OWNERSHIP:
AN HISTORICAL AND THEORETICAL PERSPECTIVE

The question of whether public policy should enable and assist the
urban housing-poor to purchase homes aroused considerable controversy
prior to the passage of the 235 program. The currency which the concept
of lower-income home ownership gained during the 1960's as part of the
Great Society housing agenda can be viewed, in part, as a singular occur-
ence during a unique period in American public policy, characterized by
rapid innovation of new programs geared toward redistributive .objectives.
It can also be seen as a consequence of evolving urban housing and resi-
dential patterns, as a continuation of prior federal.policies encouraging
the expansion of home ownership, and as a reflection of changing views of
the function of housing policy within a social welfare framework. This
chapter provides an historical and theoretical perspective for the general
examination of the role of tenure in urban low-income housing policy and,
in that sense, a framework within which to assess the particular strengths
and weaknesses of the Section 235 program on the basis of consumer sur-

vey findings.

A. Trends in Urban Housing Tenure

The concept of "home ownership for the poor', as the 235 program
came to be called, addressed a longstanding duality in federal policy and
in American society as a whole. Americans have long prized the institu-

tion of home ownership. Periodic consumer preference surveys have
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consistently identified an "urge to own'' among American families1 which
cuts across socioeconomic strata and which is most intense at the lower
income strata. 2 Since the turn of the century that preference has been
increasingly satisfied in what has been a gradual, but massive revolution
in housing tenure, one which has taken place with particular rapidity in
the urban context. 3 The relatively elite one-third (37%) of urban house-
holds who owned their homes in 1900 had, by 1970, shifted to nearly a
two-thirds majority (62%). 4 But, although the characterization of Amer-
ica as '"a nation of home owners"5 has been increasingly realized over
the past decades, the distinction between owner and rentor has continued
to be stratified largely by income and race.

In 1960, among metropolitan households with incomes of $10,000 or
more an overwhelming majority (79%) owned their homes, while only a

minority (43%) of households with incomes below $5,000 were home

1. See John P. Dean, Home Ownership: Is It Sound? (New York: Harper
& Brothers Publishers, 1945), p. 1-2; Irving Rosow, "Home Ownership
Motives'", American Sociological Review, XIII, December, 1948, pp.
751-756; and Nathan Glazer, "Housing Problems and Housing Policies",
The Public Interest, Spring, 1967, pp. 21-51.

2. A Fortune survey reported in "Only Once Every 142 Years," Fortune,
June, 1935, p. 168.

3. U.S. Department of Commerce, Statistical Abstract of the United
States (Washington, D, C,: U,S. Government Printing Office, 1973),
Table No. 1167, p. 689.

4. Ibid.

5. Attributed to Calvin Coolidge; see Dean, op. cit.‘, p. 40.
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owners. 6 Even more striking are the tenure barriers for non-white
metropolitan households at similarly low-income levels. By 1960, home
ownership had reached little more than a quarter (18%) of non-white met-
ropolitan households with incomes below $5,000. 7 Given the generally
strong preferences expressed for home ownership by non-white families, 8
and the sizable response of minority families to the 2.35 program in most
cities, these figures can be interpreted as clear indications of discrimin-
atory barriers which have prevailed in the purchase market. Thus,
although ownership tenure has been assumed to be a widespread aspira-
tion among American families, and has indeed become the prevailing ur-
ban housing norm, the result of the increasing democratization of home
ownership in past decades -- particularly since the late 1930's -- had
been to sharpen the visible differences in housing consumption between
minority and lower-income families, on the one hand, and the rest of
urban society.

The long-term shifts in urban tenure patterns raise more than just a
question of magnitudes or of changes in prevailing housing norms and

expectations. Viewed from a social perspective, the pattern of housing

6. U.S. Bureau of the Census, U.S. Census of Housing: 1960, Volume I.

7. Ibid.

8. See: Nathan Glazer, op. cit.; Dean, op. cit., p. 92; and William A,
Stacey, Black Home Ownership (New York: Praeger Publishers,
1972), pp. 20-24.
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tenure, which up to the 1930's had bisected a respectable urban middle
class into both renters and owners, has increasingly come to represent a
more fundamental and visible class schizm or stratification in the housing
sector between the mainstream 'haves' of urban society and the under-
class "have nots', one which achieves its most apparent manifestation in
the contrast between the low-density suburbs and the higher-density cen-
tral cities of the nation's older metropolitan areas. 9 Among the discon-
tents which lay behind the urban civil disorders of the 1960's, housing
retained a fairly high priority,10 even in the Watts area of L.os Angeles
where low-density housing was the prevalent form. To the extent that
such pressures for housing betterment represented severe dissatisfactions
with the conditions of urban tenancy and a continuing preference for owned
housing -- and whatever it represents -- the lower-income ownership
programs of the 1960's constituted a response to those pressures, one
which might not have been politically feasible had not the mainstream of

urban society already benefited from expanding ownership opportunities.

B. The Implications of Ownership Tenure: Channels of Mobility

The implications of housing tenure go well beyond the question of

9. James Q. Wilson, "The War on Cities", The Public Interest, III,
Spring, 1966, pp. 31-32.

10. National Advisory Commission on Civil Disorders (Kerner Commis-
sion), Report of the National Advisory Commission on Civil Disorders
(Washington, D, C,: U.S, Government Printing Office, 1968), pp.
7-8.
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trends and changing norms, or social inequities in the distribution of
housing attributes and opportunities. For the relatively marginal urban
family who managed to purchase a home under favorable market condi-
tions, the institution of home ownership has tended to serve important
functions as a channel of mobility -- of several kinds of mobility: loca-
tional, economic, and social.

An observer of the Harlem ghetto of New York City during the 1930's
noted the tendency of many black families to purchase homes in outlying
areas of the city as soon as they had the means, and interpreted this trend
not so much as a quest for ownership but as an attempt to extricate them-
selves from the squalid and exploitative conditions of the slums and to
obtain stable residence in a superior setting. 11 Over recent decades the
increasing disparity between central cities and their suburbs, in income,
race, and housing attributes, 12 has exacerbated the nature of housing
tenure as a potential barrier to outward movement. In 1970, a substan-
tial portion of suburban housing units (70. 3%) in metropolitan areas was
owner-occupied, while central cities were more evenly divided in tenure,
with slightly more than half (51. 5%) renter occupied units. 13 Consequently,

differences in tenure opportunities, as well as differences in market

11. James Ford, Slums and Housing (Cambridge, Mass.: Harvard Univ-
ersity Press, 1936), Volume I, p. 331.

12. National Commission on Urban Problems (Douglas Commission),
Building the American City (Washington, D, C,: U.S., Government
Office, 1968), pp. 40-55.

13. U.S. Department of Commerce, op. cit., Table No. 1169, p. 691,
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levels, which distinguish the central city from the suburb, serve to con-
strain the geographic mobility of the urban housing-poor and their access
to alternative locational opportunities, thereby contributing to the contin-
ued relative concentration of lower-income and minority households
within the central city and within its older rental areas. 14

The potential economic benefits for the owning farﬁily of modest in-
come are well recognized, as are the potential risks. On the benefit side
of the ledger are the family savings realized in increasing equity in the
property; the "forced savings' aspect of monthly mortgage payments for
families who cannot readily set aside capital; the nature of homie owner-
ship as a feasible form of investment for families of modest income; the
value of real property and fixed loan terms as a "hedge" against inflation;
the income tax savings through ownership deductions and sheltered equity
income; the decreased housing expenditures and economic security that go
along with mortgage fruition. On the negative side are some of the poten-
tial risks of the "caveat emptor' home purchase market, such as over-
pricing for the prevailing market and unexpected, serious defects in the
condition of the house, though such risks are avoidable by the cautious,
resourceful, and knowledgable purchaser. | However, the experience of
the 235 program suggests that such risks may be great for many lower-

income purchasers in the absence of effective safeguards against

14. Bernard J. Frieden, "Housing and National Urban Goals", The Met-
tropolitan Enigma, (James Q. Wilson, Ed.), (Cambridge, Mass. :
Harvard University Press, 1963), pp. 170-225, pp. 216-217.




consumer misinformation and abuse. 15 Other risks are an inevitable
aspect of ownership tenure: increased maintenance and repair burdens,
a vulnerability to declining housing market and neighborhood conditions,
and to the effects of local and national economic conditions on the viabil-
ity of ownership and the resale value of the property.
~ In the wake of the home ownership casualties of the Great Depression
. . 16
of the 1930's -~ characterized at its worst by 1,000 foreclosures a day --
there was little reason to be sanguine about the long-term economic bene-
fits of home ownership in light of existential economic uncertainties. In
1945, on the eve of the post-war home building boom, John P. Dean pub-
lished a caustic and exhaustive study of the institutional setting for home
ownership in which he used the hindsight of the Depression to caution
against the potential perils of home ownership:
", ..it is safe to say that a tidal wave of home building and
home buying will sweep over our postwar urban areas. With
the American people steeped in the values of home owner-
ship and flush with savings to buy homes, and with an eager
construction industry encouraged from all angles to avert
a postwar collapse of production, home ownership is likely
to run rampant much as it did following World War I... Amer-
ica will no doubt look back on our time as an era in which

society encouraged its families to stride ahead through a
field deliberately sown with booby traps. nl7

15. U.S. House of Representatives, op. cit.

16, Martin Meyerson, Barbara Terrett, and William L.C. Wheaton,
Housing, People, and Cities (New York: McGraw-Hill, 1962),
p. 223.

17. Dean, op. cit., pp. 170-171.
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By 1968, when the Section 235 program was passed, the positive ex-
perience of post-war home purchasers over two decades tended to dis-
count Dean's Cassandra-like portents and argue for the potential economic
benefits of ownership rather than its risks. An advocate of '""home owner-
ship for the poor" argued:

"The entry of milliors of the depression poor into the middle

class was aided by a rise in home values between the 1930's

and 1950's. There should be no objection to the elevation of

our current poor in similar fashion...if an owner loses his

job and can no longer pay for his house, he still has some-

thing to sell. A renter has no alternative but to move, and

nothing to salvage from his misfortune. nl8
While adverse circumstances were recognized as a potential threat to sus-
tained ownership for the individual home owner, it was common to assume
that a prevailing prosperity would continue to support sound purchase
markets which yielded equity benefits even when a home owner was forced
to sell.

Less visible than the potential economic benefits of home ownership,
and less well recognized, are the more intangible functions which attach
themselves to the attainment of home ownership among working and lower
class families. At various reaches of the American social ladder, the
perception of upward mobility and self-betterment -- the next rung up,

if you will -- takes on different manifestations and forms., For those at

the middle and upper reaches who have managed to secure the accoutre-

18. Robert Kolodny, "Should Poor Families Own?", Home Ownership for
the Poor, by Charles Abrams in association with Robert Kolodny,
(New York: Praeger Publishers, 1970), p. 197.
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ments of higher status -- the advantages of a comfortable income, a
socially-valued occupation, or an advanced education -~ housing and res-
idential choices may play a part in the perception and realization of one's
status, but the choice of tenure tends to reflect a relatively reasoned pre-
ference among alternative residential arrangements and opportunities.
Upward aspirations take on more widely recognized forms of accomplish~
ment along avenues of occupational achievement, social recognition, power
accretion, or individual self-realization. Lacking those advantages and
the resources necessary to obtain them, those at the lower reaches of
society tend to perceive the next step upward in terms which are more
accessible to them. Within this social context, the attainment of home
ownership tends to be regarded as a key aspiration and a signal accomplish-
ment, a major differentiator which confers a degree of stability and re-
spectability on the holder. In an historical study of an industrial town in
Massachusetts, Thernstrom traces the mobility patterns of laboring fami-
lies:

"By 1880 the undifferentiated mass of poverty-stricken labor-

ing families, the 'lack-alls' who seemed at mid-century to be

forming a permanent class, had separated into three layers.

On top was a small but significant elite of laboring families who

had gained a foothold in the lower fringes of the middle class

occupational world. Below them was the large body of famil-

ies who had attained property mobility while remaining in man-

ual occupations, most often of the unskilled or semi-skilled

variety; these families constituted the stable, respectable

home-owning stratum of the Newburyport working class. At

the very bottom of the social ladder was the impoverished,
floating lower class..."

19. Stephen Thernstrom, Poverty and Progress: Social Moktility in a Nine-
teenth Century City (Cambridge, Mass.: Harvard University Press,
1964), p. 164.

-29-



A striking confirmation of the pre-eminence of home ownership among
blue collar families occurred in a 1940 study of the characteristics of
American home owners:

"Homeowner families also include those who, for reasons of

nativity and occupation, do not have the social attributes im-

portant for the achievement of status and 'social' security in

our society, and so regard homeownership as a compensatory

device for acquiring such status. Thus homeowners are more

likely to include a greater share of foreign-born white fami-

lies [than renters], who believe that 'a stake in the land' will

provide a greater sense of belonging. ..homeowner heads of

families are more likely to be engaged in physical production

occupations than are tenant families and are less likely to be

engaged in service occupations, professional or clerical. 120

The massive suburbanization that occurred in urban America after
World War II, and the role of the media and advertising in casting the
owned single family home on a quarter-acre lot as the residential norm,
have undoubtedly served to sharpen rather than dull the aspirations of
marginal urban families for home ownership. 21 For those who preferred
to own, and whose income and employment were sufficiently stable to
validate that preference, the scarcity of affordable home purchase oppor-

tunities prior to the 235 program constituted a significant, if not crucial,

mobility deprivation and a major constraint on residential opportunity.

C. Tenure and Policy

The lower-income ownership programs of the 1960's are, in a sense,

20, Lillian Cohen, "Family Characteristics of Homeowners', American
Journal of Sociology, No. 55, May, 1950, pp. 565-571, p. 566.

21.’ George Sternlieb, The Tenement Landlord (New Brunswick, N, J.:
Rutgers University Press, 1966), p. 6.
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the legacy of previous federal policies which consistently promoted ex-
panded home ownership and brought it within reach of the urban majority.
The marriage between federal interests in national economic well-being
and growth and private sector interests -- those of the building industry,
the real estate industry, the banking industry, and organized labor -- has
by now become axiomatic. The actualization of that relationship underlies
the evolution of federal housing policy as a whole and, more pointedly, of
those policies regarding home purchase.

In his study, John P. Dean traces the courtship and marriage of fed-
eral concerns with home building interests to the 1920's, during which the
federal role took the form of a kind of informal boosterism of home pur-
chase on the part of the Department of Commerce. 22 Even earlier, as
early as 1913, federal income tax policies had provided indirect incen-
tives for home ownership in the form of tax deductions for mortgage in-

terest and real estate property taxes.

22. Dean, op. cit., p. 42.

23, For a discussion of the tenure bias implicit in federal income tax
policy and its implications for tax expenditures, see: Harry C. Kahn
Personal Deducations in the Federal Income Tax (Princeton, N, J.
Princeton University Press, 1960), pp. 4-6, 115-116; Patricia Leavey
Hodge and Philip M. Hauser, The Federal Income Tax in Relation to
Housing, (prepared for the Doudlas Commission), Research Report
No. 5 (Washington, D, C, U.S. Government Printing Office, 1968);
Committee for Economic Development Financing the Nation's Hous-
ing Needs (New York: Committee for Economic Develorment, 1973),
pp. 62-63; Henry J. Aaron, Shelter and Subsidies (Washington, D. C,
The Brookings Institution, 1972), Chapter 4; and William C. Baer,
"On the Making of Beautiful and Perfect Social Programs', The Pub-
lic Interest, Spring, 1975, pp. 60-98.
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But it was not until the onset of the Depression and the rapid failure
of the banking and construction industries, the major industrial casualties
of the period,24 that the federal government, first under President Hoover
and subsequently under President Roosevelt, seriously addressed its at-
tention to direct policy measures within the housing sector. In 1931,
Hoover convened the President's Conference on Homé Building and Home
Ovwnership which embarked on a study of then present obstacles to viable
home ownership and» resulted in an unqualified endorsement of home own-
ership as a national aspiration (at a time when the risks were enormous):
"Every American family which so desires and is able financially should
OWN THEIR OWN HOME". 25 The period from 1932 to 1933 ushered
in the first pieces of ownership-orientedlegislation intended primarily
as economic relief measures geared to stimulating the flow of capital
through the banking system, which was impacted by deposit with-
drawals and the frozen housing assets of failing mortgagors, and to the
simultaneous relief of defaulting home é)wners. Hoover's Federal Home
Looan Bank Act of 1932 strengthened the borrowing power of savings and
loan institutions but accomplished little by way of relief to the rapidly in-
creasing rolls of ailing owners. 25 Rocsevelt brought about direct mort-

gage relief measures in 1933, through the creation of the Home Owners

24, Meyerson, et al., op. cit., p. 221.

25. President's Conference on Home Building and Home Ownership
(Washington, D.C.: 1932), Volume II, p. 15,

26. Thomas B. Marvell, The Federal Home Loan Bank Board (New
York: Frederick A. Praeger, Publishers, 1969), p. 22.
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Loan Corporation which provided for the federal purchase of mortgages
facing imminent foreclosure and for federal refinancing directly from the
Treasury under longer terms and, thereby, lower monthly cash payments.
By 1934 the New Deal ownership policies had moved from economic
stabilization objectives to economic stimulation through accelerated con-
struction activity. Under the Keynesian macro-economic principles which
guided the New Deal strategies, labor-intensive public works and private
construction were crucial countercyclical channels for creating jobs and
stimulating the levels of consumption in a depressed economy. The fed-
eral instrument for economic acceleration through private home building
was the Federal Housing Administration (FHA) which was legislatively
created in 1934, The FHA provisions represented a radical innovation to
the restrictive mortgage system which had prevailed previously and
which had been largely geared to relatively affluent purchasers. 27 Under
FHA, the federal government underwrote long-term, low down payment
mortgages through insurance premiums paid by the mortgagor, thereby
overcoming the traditional reluctance of mortgage lenders to advance
financing to the modest income market and liberalizing mortgage terms
at no risk to the lender. The result was the expansion of the effective
demand for new houses by bringing ownership within reach of large num-
bers of modest income families. A network of FHA insuring offices was
set up throughout the country, and over a period of time FHA further lib-

eralized mortgage terms and began to actively advocate home purchase

27. Henry J. Aaron, op. cit., pp. 76-77.
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through a form of public salesmanship. 28 Dean observed the success of
the FHA program by 1940 in capturing the modest income market:

", .. The FHA plan has been held forth temptingly to families

needing homes but able to pay for only modest housing. That

these families have been brought increasingly into the fold is

attested by the fact that among families purchasing FHA

homes a rising proportion have incomes under $2000: 19.8

per cent of the purchasing families in 1937, 28,5 per cent of

the families in 1940, and 34. 2 per cent of the families in

1941, 129
Despite the home construction standstill that occurred during the World
War Il mobilization, by 1944 FHA had insured a total of about 1.2 million
mortgages accounting for more than a third (35%) of the mortgages ad-
vanced during the period. Although FHA mortgage insurance could be
extended to multi-family rental properties, the bulk of FHA's business
concentrated in the one to four-family house market. 30

But the FHA program did not address the housing deprivations of the
urban poor and near poor, and intentionally ignored discriminated minor-
ities. 31 Although the Social Security Act of 1935 led to the provision of

welfare shelter allowances for AFDC families, subsequent assessments

of the allowance program indicate that it has had a very limited impact

28. Dean, op. cit., p. 50.
29. Ibid., pp. 53-54.

30. U.S. Department of Housing and Urban Development, 1969 HUD Stat-
istical Yearbook, 1970, derived from Table 4, p. 28.

31. See: National Commission on Urban Problems (Douglas Commission),
op. cit., p. 100; and Charles Abrams, Forbidden Neighbors (New
York: Harper, 1955).
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either in opening up home purchase opportunities for families of low in-
cbme or in providing adequate rental accommodations. 32 The public
housing program created by the 1937 Housing Act further expanded the
federal repertoire of economic pump-priming strategies through increased
public construction and signaled an important shift in federal policy toward
direct subsidization of housing opportunities for marginal urban house-
holds. 33

The Housing Act of 1937 defined as low-income those ''families who
are in the lowest income groups and who cannot afford to pay enough to
cause private enterprise in their locality or metropolitan area to build an
adequate supply of decent, safe, and sanitary dwellings for their use."
Standards of affordability first incorporated into the Act were reflected in
the prescfibed maximum rent-income ratios set for public housing, which

specified a 20 percent rent burden for families with at most two minors.

and a 16 2/3 percent burden for families with three or more minor de-

L]

32. See: U.S. Department of Health, Education, and Welfare, The Role
of Public Welfare in Housing (Washington, D, C,: U.S. Government
Printing Office, 1969); Martin Rein, Welfare and Housing, Working
Paper No. 4,(Joint Center for Urban Studies of M, I, T, and Cam-
bridge, Mass.: Harvard University, 1971); and George S. Sternlieb
and Bernard P. Indik, The Ecology of Welfare (New Brunswick, N, J, :
Transaction Books, 1973).

33. For a synopsis of issues surrounding the original public housing leg-
islation, see: Lawrence M. Friedman, Government and Slum Hous-
ing (Chicago: Rand McNally and Co., 1968); and Leonard Freedman,
Public Housing, The Politics of Poverty (New York: Holt, Reinhart,
and Winston, Inc., 1969).
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pendents, 34 Although these standards have since been revised,35 what is
significant is that the legislation established a concept of housing poverty
-- and a corresponding definition of low-income -- which was based on

the twin principles of maximum reasonable rent burden and economic ex-
clusion from the local private supply of quality housing. These have
formed the major public welfare underpinnings for federal intervention and
assistance in the low-income housing arena ever since.

The two housing programs -- FHA and public housing -- which emerged
by the late 1930's formed, by and large, the dual pillars of federal housing
policy through the next two decades. 36 As such, they represented an im-
plicit dualism in the federal conception of appropriate tenure opportunities
for different strata of urban society. FHA promoted expanded ownership
opportunities in the private purchase market for the stable and emergent

middle class of the Depression and subsequently, together with its sibling

34. Freedman, op. cit., pp. 105-106.

35. See Robert Moore Fisher, 20 Years of Public Housing -- Economic
Aspects of the Federal Program (New York: Harper and Row, 1959),
pp. 223-227, for a history of rent-income ratio requirements. In
1969, the Brooke Amendment established a maximum rent-income
ratio of 25 percent in all federally-assisted housing.

36. The other major ownership-oriented program was the Veterans Ad-
ministration loan guarantee program legislated under the GI Bill of
Rights in 1944, Although separately administered by VA, it was a
variation of the FHA model, requiring no down payment or insurance
payments on the part of the mortgagor. See: Sar A. Levitan and Karen
A. Cleary, Old Wars Remain Unfinished (Baltimore: The Johns Hop-
kins University Press, 1973), pp. 155-159.
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VA pr‘og;f:r‘am,g7 for a rapidly suburbanizing middle class during the post-
war years, 38 By contrast, the public housing program provided direct
federal support for rental housing construction, publicly-owned and de-
veloped at the initiative of local housing authorities, targeted exclusively
at a newly-defined constituency of "low-income' households. 39 In sum-
ming up the record of FHA by 1967, after more than thirty years of oper-
ation, the Douglas Commission was sharply critical of FHA's exclusion-
ary policies toward lower income and minority households:

"The main weakness of FHA from a social point of view has not

been in what it has done, but in what it has failed to do -- in its

relative neglect of the inner cities and the poor, and especially

Negro poor. Believing firmly that the poor were bad credit

risks and that the presence of Negroes tended to lower real es-

tate values, FHA has generally regarded loans to such groups as

'economically unsound'. Until recently, therefore, FHA bene-

fits have been confined almost exclusively to the middle class,

and primarily only to the middle section of the middle class.

The poor and those on the fringes of poverty have been almost

completely excluded. 140

Viewed as the body of federal housing policy which prevailed for more

than twenty years, the two programs established a dual principle which

37. Ibid.

38, It is estimated that as much as 35 to 50 percent of post-war residen-
tial construction involved the FHA and VA programs. Meyerson
et al., op. cit., p. 219,

39. The notorious '"20 percent income gap' clause of the 1937 public hous-
ing legislation further excluded families with incomes above 80 per-
cent of the housing poverty line at which maximum '"low-income"
levels were set. As a result, public housing benefits were not ex-
tended to all low-income families. See: Friedman, op. cit., pp.
110-111.

40. National Commission on Urban Problems (Douglas Commission),
op. cit., p. 100.
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guided federal commitments in the housing sector: an expansionary home
ownership policy for the credit-worthy middle class, and public rental
housing for the poor and near poor. With regard to tenure, an invisible
dividing-line had been implicitly drawn -- largely in terms of income,
but also by class and race -- which determined those for whom each form
of tenure would receive federal encouragement.

The pervasive tenure dualism in federal policy was gradually eroded
during the 1960's. Although the 221(d)(2) mortgage insurance program
begun in 1961 was a variant of the FHA model which was legislatively
targeted at moderate-income families,41 in some urban areas -- most
notably Milwauk