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PRESERVING SAFE, HIGH QUALITY PUBLIC HOUSING 
SHOULD BE A PRIORITY OF FEDERAL HOUSING POLICY  

By Barbara Sard and Will Fischer1 
 
  
 This report, based on significant new research, examines the state of public housing in the United States today and 
discusses federal policy changes that have greatly improved public housing over the past decade, as well as the 
deteriorating funding situation that is undermining this progress.  It then outlines several policy recommendations that 
could further strengthen public housing and preserve most developments for the future.  
 
Executive Summary 

 
Located in more than 3,500 communities 

across the country, public housing is a vital 
national resource that assists 2.3 million 
vulnerable Americans.  Nearly two-thirds of all 
public housing households include an elderly 
person or an individual with a disability; 
without housing assistance, many could be 
forced to move to an institution.  As the U.S. 
population continues to age in coming years, 
affordable housing that is suitable for seniors 
will become even more important.  In 
addition, public housing provides crucial 
stability for more than 400,000 low-income 
families with children, the majority of them 
working families.   
 

The public housing stock — and the people who live in it — have changed in significant ways 
over the past decade.  For example: 
 

• Center research finds that most of the projects that generated negative stereotypes of 
public housing in the past have been transformed or demolished.  Since 1995, about 
200,000 public housing units, including the great majority of large “high rises,” have been torn 
down.  Today, only 48,000 units are in family projects with more than 500 units (this figure 
omits New York City, where high-rise housing makes up an unusually large share of the 
housing stock occupied by families at all income levels).  
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• Center research also finds that a much smaller share of public housing units are located in 
very poor neighborhoods and a larger share of families living in public housing are 
working.  Over the last decade, the share of family units in neighborhoods where at least two 
in every five residents are poor has fallen by 40 percent.  In fact, only 86,000 general-occupancy 
units — less than 11 percent of all public housing in the nation outside New York City — are in large 
projects in high-poverty neighborhoods.  Similarly, since 1997 the share of public housing 
families with children that rely on welfare as their primary source of income has declined from 
35 percent to 19 percent, and a larger share of families are working.   

 
• The vast majority of public housing developments are now in good physical condition.  

Ninety percent of developments meet or exceed housing quality standards, although most 
developments are more than 30 years old, and many will need rehabilitation to continue to 
provide decent quality homes. 

 
 Sound changes in federal policy contributed to all of these gains.  But in the past several years the 
federal government has failed to provide the state and local housing agencies that own and operate 
public housing with sufficient funds to maintain the units and make needed capital improvements.  
The federal government has significantly underfunded agencies’ operating subsidies for six 
consecutive years.  In addition, agencies’ annual funding for capital expenses such as renovation and 
replacing aging appliances and systems is too low to meet the new needs that accumulate each year, 
let alone address the estimated $22 billion backlog they face in unmet needs.  (Some units may 
require replacement rather than renovation.  If 100,000 of the nearly 1.2 million units are 
demolished and replaced, the cost of bringing public housing up-to-date would be about $32 
billion.)   
 
 These large and persistent funding shortfalls threaten to undermine public housing’s recent 
progress and also have contributed to the loss of thousands of public housing units, forced harmful 
cuts in security and other services, and delayed needed repairs.    
 
 Some policymakers and housing experts favor replacing public housing with vouchers that 
families would use to help pay the cost of renting housing in the private market.  The voucher 
program is a highly successful form of housing assistance, and vouchers can expand the housing 
choices available to needy families. But indiscriminately driving housing agencies to replace public 
housing units with vouchers would be unwise, for several reasons. 
 
• Public housing serves certain demographic groups better than vouchers can.  As noted, 

most households in public housing include an elderly person or an individual with a disability, 
two groups that often have difficulty finding units to rent with vouchers.  Many public housing 
developments, in contrast, are configured to accommodate residents’ mobility impairments and 
other needs. 

 
• Public housing serves certain geographic areas better than vouchers can, such as those 

where the stock of moderately priced rental housing is limited.  Nearly a third of family units 
are in lower poverty areas where vouchers may be difficult to use and construction of new 
affordable housing would likely face local hurdles. 

 
• Shifting to vouchers could actually cost the federal government more than providing 

sustainable funding to maintain public housing developments.  This is because the federal 
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government and local agencies have already made large investments in many of these 
developments.  We estimate that on average rehabilitating currently available public housing 
units and funding their continuing operation for 30 years would cost eight percent less than 
replacing the units with vouchers.  Federal costs would almost certainly be even greater, because 
agencies would be most likely to shift to vouchers in cases where the voucher subsidies they 
would receive are relatively large. 

 
 Accordingly, the federal government should adopt a comprehensive plan for public housing that 
includes four elements:   

 

1. The federal government should reverse its recent policy of underfunding public housing’s 
operating costs and provide housing agencies with the full amount of funding they 
need for adequate upkeep and operation of developments. 

 
2. The federal government should provide added resources to rehabilitate developments 

and establish a new process to allocate those resources efficiently.  Direct grants 
should play a key role in modernizing public housing, but the federal government should 
also create new tools to help agencies leverage loans and other private investment.   

 
3. Housing agencies should be permitted to replace certain developments with 

“project-based” vouchers, which make specific units in privately or publicly owned 
housing developments affordable to low-income families.  This strategy should be targeted 
at family developments in areas with high poverty rates and other problems and those with 
unusually high capital needs.  Replacing public housing funding with vouchers could make it 
easier for agencies to borrow the capital funds needed for repairs and to reduce the 
concentration of poor families.    

 
4. While most of the large family developments in low-opportunity neighborhoods have been 

eliminated, some remain.  Housing agencies should be required to transform large, 
low-opportunity developments into mixed-income developments or to provide 
vouchers enabling residents to move to better housing.   (Mixed income developments 
would include residents who do not receive housing assistance.) 

   
 
I. Public Housing Meets Critical Needs 
 
 The nation’s nearly 1.2 million units of public housing represent a vital national resource.  The 
14,000 public housing developments, located in more than 3,500 communities throughout the 
United States (and its territories), provide affordable homes to 2.3 million Americans, including 
some of our most vulnerable seniors, people with disabilities, and families with children.2  (The 
Appendix provides data on the public housing units and residents in each state.)   
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 For example, 350,000 seniors live in public housing, and nearly two-thirds (64 percent) of all 
public housing households include an elderly person or an individual with a disability.3  Some 41 
percent of public housing households have minor children.4 
 
 Most public housing residents are extremely poor; the typical (or median) household in public 
housing had annual income of just $8,788 in 2006.  Families with children, which are usually larger 
and more likely to have earned income, had only slightly higher incomes, with a median of $9,216.   

Basic Facts About Public Housing 
 

• Who owns and administers public housing?  Public housing units are owned and typically 
managed by more than 3,100 housing agencies.  Most of these are semi-independent housing 
authorities, but some are agencies of local or state governments.  Most agencies are small: half own 
fewer than 100 public housing units; 88 percent own 500 or fewer units.  The Department of 
Housing and Urban Development (HUD) oversees public housing at the federal level. 
 

• Is public housing the same as “Section 8”?  Public housing is a separate program from the 
Section 8 housing voucher program (which helps tenants rent units of their choice in the private 
market), although 47 percent of the agencies that administer public housing also run voucher 
programs.  Public housing is also distinct from “project-based” Section 8 and other federal programs 
that directly subsidize private affordable housing owners.    

 
• How many public housing units are there?  There are 1.16 million units, located in close to 

14,000 developments in every state and several territories.  About 1.04 million units are currently 
occupied.  The remainder are undergoing renovation or are vacant for other reasons.   

 
• When was public housing created?  The public housing program began in 1937.  Nearly all of 

today’s developments had been built before 1985.  No funds have been provided to build new public 
housing since the mid-1990s (except to replace other public housing that was demolished or 
otherwise removed from the program). 
 

• Who is eligible to live in public housing?  A family must be “low-income” — meaning that its 
income may not exceed 80 percent of the local median income — in order to move into public 
housing.  At least 40 percent of the new families an agency admits each year must be “extremely low-
income,” with incomes at or below 30 percent of the local median.  But on average agencies exceed 
this 40 percent requirement by a wide margin.   
  

• How much rent do tenants pay? Most tenants are required to pay 30 percent of their income (after 
certain deductions are taken out) for rent and utilities.  Housing agencies can give tenants the option 
of paying “flat rents,” which are capped based on local market rents even if 30 percent of the tenant’s 
income would be higher.  

 
• How is public housing funded? The federal government provides three funding streams for public 

housing: (1) the Public Housing Operating Fund, which makes up the difference between the rent 
revenues tenants pay and operating expenses such as utilities, security, and maintenance; (2) the 
Public Housing Capital Fund, which funds renovation of developments and replacement of 
appliances and systems; and (3) HOPE VI, a competitive grant program that supports revitalization 
of the most distressed developments.  In 2008, Congress provided $6.7 billion from these three 
sources.  In addition, some agencies receive supplemental resources from states or localities or from 
other federal funding streams like the Low-Income Housing Tax Credit.  
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Some 73 percent of the households living in public housing have incomes of 30 percent or less of 
the area median income for their household size.5  These families — and most other public housing 
residents — cannot afford private market rents without diverting resources away from other 
necessities.  
 

 
 

Growing Unmet Need for Affordable Housing 
 
 Because of funding limitations, federal housing assistance programs serve only one out of four 
low-income families eligible for assistance.6  More than 12 million low-income households receive 
no federal housing assistance and face housing problems that public housing (or other housing 
assistance) would alleviate.7     
 
 Even before the current foreclosure crisis, which has caused a substantial number of renters as 
well as homeowners to lose their homes, the number of households experiencing housing problems 
was increasing.  From 2000 to 2006, the number of low-income renter households whose housing 
costs exceed 50 percent of their income (a group HUD categorizes as having “severe housing cost 
burdens”) increased by 2 million, or 34 percent.8  
 
 Given the aging of the population, affordable housing that is suitable for seniors is particularly 
needed.  The United States will need more than 700,000 additional rent-assisted units by 2020 just to 
bring unmet housing needs among seniors back down to their 1999 level, according to one 
estimate.9  Moreover, many elderly people are physically frail or have disabilities.  Unless the number 
of housing units accessible to people with disabilities grows substantially, increased elderly demand 
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will compete with the needs of non-elderly people with disabilities, including veterans of recent 
wars.  If the nation fails to preserve existing public housing units, these shortages will grow larger.   
 
 
II. Public Housing Has Improved Dramatically in Past 15 Years 
 

Many people think of public housing as high-rise warehouses of poor families or bleak expanses 
of barracks-style low-rises, where no one with any options would choose to live.  In fact, most 
public housing never conformed to this stereotype.  For decades, public housing has provided 
decent, affordable homes to many low-income families with children, seniors, and people with 
disabilities. 

To be sure, hundreds of thousands of public housing units had become dilapidated by the early 
1990s, and the prevalence of violence and isolation from commercial activities made living 
conditions problematic in many projects.  Since then, however, the public housing stock — and the 
people who live in it — have changed in significant ways: 

• A decade ago, 43 percent of family units (that is, units not located in buildings set aside for the 
elderly or people with disabilities) were located in what are commonly referred to as “extreme 
poverty” neighborhoods, where at least two in every five residents are poor.  Today, the 
percentage of family units located in such neighborhoods has fallen to 26 percent.10      
 

• Most of the biggest developments, including the great majority of large high rises, have been 
demolished.  Outside New York City, only 48,000 units today are in family projects that have 
more than 500 units.  (In New York City, high-rise housing makes up an unusually large share 
of the housing stock occupied by families at all income levels.11)   
 

• More than 85 percent of public housing units meet or exceed HUD’s physical condition 
standards12 and at least 40 percent of developments are considered physically excellent.13  
Comparable data are not available from the 1990s, but since 1995, about 200,000 public 
housing units — most of them severely deteriorated or obsolete — have been demolished.14  
 

• Only 19 percent of public housing households with children rely on welfare as their primary 
source of income.  By comparison, in 1997 welfare was the main source of income for 35 
percent of families with children in public housing.15  
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Improvements Partly Reflect Federal Policy Changes 
 

In some cases, these changes reflect larger social trends.  For example, one reason that fewer 
developments are located in areas with extreme poverty is that the number of extreme-poverty 
neighborhoods has fallen.16  Similarly, rates of welfare receipt have fallen not only among public 
housing residents but among low-income families generally.  But the above improvements also 
resulted from major policy decisions that have dismantled many of the developments that fueled the 
worst stereotypes of public housing and have improved the developments that remained. 

 
Demolishing Badly Deteriorated Units 

 
Beginning in 1995, Congress allowed housing agencies to demolish public housing without 

replacing the units on a one-for-one basis with new public housing.17  Congress had previously 
required full replacement to prevent the loss of badly needed affordable units, but the lack of funds 
to construct new units effectively prevented demolition even of very deteriorated developments.   

In 1996, Congress required agencies to identify large “distressed” projects with high vacancy rates 
that they could not preserve cost effectively and to demolish them within five to ten years.18  The 
Clinton Administration then announced a goal of approving the demolition and replacement of 
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100,000 distressed or obsolete units by 2000, hired consultants to assess developments that were 
candidates for demolition, and worked with Congress to streamline HUD’s procedures for reviewing 
demolition requests.19  Some of the agencies with the largest number of severely distressed units 
received additional flexibility to revamp public housing through a deregulation initiative called the 
Moving to Work (MTW) Demonstration.20 

Most of the funding to accomplish these goals came from the annual appropriations for the 
HOPE VI program, which Congress initiated in 1993.  HOPE VI gave local agencies funds to 
demolish distressed or obsolete public housing and replace it with mixed-income communities, 
usually created with the collaboration of private for-profit or non-profit developers.  Through 2008, 
Congress has provided $6.7 billion for HOPE VI.    

 HOPE VI has funded the demolition of about 155,000 
units, or about 75 percent of all units removed from the 
public housing program, and HOPE VI grantees have built 
or plan to build 50,000 replacement public housing units 
and 48,000 non-public housing units.21  The mixed-income 
communities and public-private partnerships that the 
program has created are an important part of the dramatic 
changes in public housing over the last 15 years.   Through 
HOPE VI as well as other initiatives, public housing agency 
staff got back into the business of developing (rather than 
just managing) housing and gained expertise in working 
with the complex tools of affordable housing finance.  

While HOPE VI has improved the quality of the public 
housing stock and strengthened the capacity of local 
housing agencies, it also reduced the number of housing 
units affordable to poor families and permanently displaced 
many residents of the demolished projects.  The House of 
Representatives passed legislation in January 2008 that 
would remedy many of HOPE VI’s weaknesses, but no 
final legislation is expected to be enacted during the 110th 
Congress.22    

Helping Agencies Meet Their Capital Needs 
 

Recognizing that public housing’s capital needs (i.e., needs for repair and renovation beyond 
ordinary maintenance) were more substantial than annual appropriations were likely to meet, 
Congress gave agencies a number of new tools to meet the capital backlog as part of the 1998 
Quality Housing and Work Responsibility Act (QHWRA).   

First, QHWRA permitted agencies to borrow against a portion of their future capital fund grants 
to help meet their capital needs.  Some of the largest agencies, such as those in Chicago, Puerto 
Rico, New York City, and the District of Columbia, have used this flexibility.  The expertise required 
and high transaction costs involved make it more difficult for smaller agencies to use this type of 
debt financing, but some have done so by joining together in borrowing “pools,” in some cases with 
the help of the state housing finance agency.  Money borrowed must be repaid with interest, and due 
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to limitations imposed by lenders or HUD, agencies typically cannot raise more than they can repay 
using one-third of their estimated future capital fund allocations.  Nonetheless, agencies have raised 
significant sums this way, enabling them to improve tens of thousands of units.  For example, 
Chicago raised almost $300 million to renovate its elderly and scattered-site public housing.   

In addition, QHWRA permitted agencies to set up non-profit and for-profit operating entities and 
enter into partnerships with these subsidiaries or other businesses.  Such “mixed-finance” 
transactions allow agencies to use federal Low-Income Housing Tax Credits and similar state tax 
credits that help fund affordable housing development or rehabilitation but require the participation 
of a private party.  This approach has certain limitations:  agencies must usually compete for the 
limited amount of credits available, the transaction costs are high, and agreements must be carefully 
structured to ensure that providing an ownership interest to private parties does not jeopardize the 
developments’ long-term affordability.  Nonetheless, the flexibility to participate in mixed-finance 
partnerships can give agencies access to an important source of added funds.   

QHWRA also authorized HUD to allow agencies to borrow against the value of their 
developments by mortgaging public housing buildings like other real property.  HUD, however, has 
not yet implemented this section of the law.  

Improving Management of Public Housing Agencies 
 

Federal policy changes also sought to improve the management of public housing agencies.  While 
the management assessment tools HUD has imposed have been somewhat problematic, they — 
together with HUD’s concentrated attention on the most troubled agencies — have largely achieved 
this goal.  Rather than ignore local management issues, as it largely had done previously, HUD has 
conducted active oversight since the early 1990s and has turned around most of the worst-managed 
agencies.23  Fewer than 6 percent of public housing units are owned and managed by “troubled” 
agencies today, compared with 16 percent in 1996.24  
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Some of this progress occurred because HUD enlisted local governments as responsible partners, 
reversing the federal government’s historical preference for quasi-governmental housing authorities 
(which were perceived to be less subject to patronage) to administer public housing.  Experience has 
shown that public housing agencies’ legal structure was often counter-productive, isolating them 
from local and state housing and human services planning, service delivery, and funding.  As a result, 
a number of previously troubled independent agencies — including the housing authorities in 
Chicago and San Francisco — have become part of city governments, with the mayors taking 
responsibility for and leading the transformation of the public housing stock.   

HUD currently is implementing a significant change in operations that could bring further 
improvements in public housing management.  HUD is requiring agencies to implement an “asset 
management” approach, in which an agency assigns costs separately to each development (in some 
cases, to groups of developments).  Previously, agencies typically lumped together costs from all 
their developments in a single, agency-wide budget.  Particularly for large agencies, analyzing costs at 
the development level should make it easier to identify and address inefficiencies.   

 
III.  Funding Shortfalls Undermine Recent Progress 

 
As a result of these recent improvements, most of the developments that drove the worst 

stereotypes of public housing no longer exist or have been transformed.  Many public housing 
developments today provide decent housing in low-poverty neighborhoods or affordable homes for 
low-income elderly people or people with disabilities who would otherwise be forced to move to 
institutional settings or leave their home neighborhoods.   

Nonetheless, there is a high risk that financial pressures will force housing agencies to demolish or 
sell many viable public housing units in the coming years.  This risk stems largely from the federal 
government’s failure to provide sufficient funding to cover the costs of operating and maintaining 
public housing. 

Federal Government Has Deeply Underfunded Public Housing in Recent Years 
 

Federal law requires housing agencies to rent public housing to low-income families at rents the 
families can afford.  (Generally, rents are set at 30 percent of family income.)  Those rents are often 
inadequate to cover public housing developments’ operating costs (such as maintenance, security, 
and utilities), let alone the periodic capital investments required to keep the projects in livable 
condition.  Consequently, the federal government provides subsidies through the Public Housing 
Operating Fund to cover the difference between rents and operating expenses, as well as subsidies 
through the Public Housing Capital Fund to address capital needs. 

Operating Subsidies Fall Increasingly Short of Need 
 

A federal formula determines the amount of operating subsidy each agency is eligible to receive.  
In some years, however, Congress has failed to provide sufficient funding to cover these amounts, 
so each agency has received a “prorated” percentage of its full subsidy instead.  Prior to 2003, such 
prorations were intermittent and generally shallow:  Congress prorated funding in ten of the 22 years 
from 1981 to 2002, but the prorations never lasted more than four consecutive years and agencies 
received an average of 98 cents for every dollar they were due.   
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Beginning in 2003, however, the federal government has underfunded agencies’ operating 
subsidies for six consecutive years.  The Administration’s fiscal year 2009 budget request and the 
2009 appropriations bills approved by the Senate Appropriations Committee and a House 
appropriations subcommittee all contain 2009 funding levels that would result in a seventh 
consecutive year of shortfalls.  Moreover, the resulting prorations have grown deeper, falling below 
90 percent of need each year since 2005.25   

The shortfalls in the last two years are particularly striking because in 2007, HUD put in place a 
new formula to determine the amount of operating funding for which agencies are eligible.  This 
formula was the culmination of a multi-year, congressionally mandated effort to estimate more 
accurately the amount needed to bridge the gap between rental revenues and operating expenses at 
each individual development.  Yet despite that effort, in 2007 the Administration requested a 
funding level far below the amount the formula required.  Congress provided an additional $300 
million above the Administration’s request, but this nonetheless resulted in only enough funds to 
cover 83 percent of the subsidies for which agencies qualified under the new formula.  For 2008 
Congress again increased funding for operating subsidies above the Administration request, but 
agencies will still receive only 89 percent of the funding due under the formula.   

Large Backlog of Capital Needs Has Been Left Unaddressed 
 

 Funding for the other major public housing funding stream, the Public Housing Capital Fund, 
has also fallen well short of need in recent years.  As noted, more than 85 percent of public housing 
units meet or exceed HUD’s physical condition standards, and at least 40 percent of developments 
are considered physically excellent.  Nonetheless, public housing developments — most of which 
are more than 30 years old26  — have large underlying capital needs.  Using findings from the most 
recent national assessment of public housing (which used 1998 data) and projections of trends since 
that study, we estimate that there are approximately $22 billion in unmet capital needs in public 
housing developments.27   

Moreover, the $22 billion figure is limited to the cost of repairing or replacing existing building 
features (such as roofs and heating and cooling systems) with only modest upgrades.  For various 
reasons, some public housing developments may require more extensive changes, including major 
reconfigurations of floor plans.  For example, as the nation’s population ages, some communities 
may determine that they need fewer public housing units large enough to house families and more 
small units designed to house seniors.  Other developments may need substantial redesign to 
increase safety and enhance interaction with the rest of the community, such as through changes in 
building and unit entrances.  In addition, some developments are likely in such deteriorated 
condition — or so poorly designed or located — that replacement will be more appropriate than 
renovating the current structure.  Replacement and major reconfiguration would further increase 
capital needs.  For example, if 100,000 units were replaced rather than renovated, capital needs 
would rise from $22 billion to $32 billion. 

In 2008, Congress provided $2.4 billion for the Capital Fund.  This amount, which is more than 
32 percent below the 2001 level in inflation-adjusted terms, is too low to cover the new capital needs 
estimated to accumulate in public housing developments each year.  As a result, few agencies will be 
able to use these funds to address the backlog of existing capital needs.  
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In addition, Congress has sharply reduced appropriations for the HOPE VI program, the primary 
source of funding for demolishing and replacing the most badly deteriorated public housing 
developments.  (Congressional support for the program has remained strong, but the appropriations 
committees have had difficulty allocating substantial funds in the face of Administration attempts to 
eliminate the program.)  HOPE VI funding has declined from a peak of $625 million in 1999 to 
about $100 million each year from 2006 to 2008.  In 2007 (the latest year for which the grant process 
has been completed), this was enough only to help revitalize five developments.  The most recent 
estimates suggest that there are at least several hundred “severely distressed” public housing 
developments (out of approximately 14,000 total developments) that would benefit from HOPE VI 
revitalization.28  

 
 

Underfunding Leads to Loss of Public Housing Units 
 

The funding cuts and shortfalls of recent years have had serious, adverse effects on public housing 
and the low-income families with children, seniors, and people with disabilities it serves.   

 
When federal funding is inadequate, housing agencies must reduce their expenses, generate added 

payments from tenants, or tap other resources.  Initially some agencies coped with shortfalls by 
drawing on reserves or improving administrative efficiency, but as the shortfalls deepened and were 
sustained year after year, many have resorted to more extreme measures.  For example, some local 
agencies have begun charging low-income tenants more for rent and utilities,29 shifted units to 
tenants with higher incomes (who can be charged higher rents than lower-income households but 
typically have less need for assistance), or cut back in areas such as security or maintenance.  
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The consequences of forcing agencies to scrape by with inadequate funds extend beyond public 
housing developments.  If agencies are compelled to reduce spending for upkeep of grounds and 
building exteriors, the resulting blight can harm the surrounding neighborhood.  Moreover, like 
most older residential buildings, public housing developments often consume unusually large 
amounts of energy and water.  If they receive inadequate capital funds, housing agencies may have to 
forego efficiency improvements that would save scarce resources and reduce emissions of 
greenhouse gases and other pollutants.  

Faced year after year with inadequate funding, many agencies have concluded that they can no 
longer sustain some or all of their developments.  HUD reported in July 2008 that applications were 
pending to remove 16,672 units.30  Agencies often cite underfunding as a major reason for removing 
developments from the public housing stock.   

In some cases, agencies have demolished developments that have deteriorated to the point of 
uninhabitability (often because of cuts in maintenance, security, and other services).  Others have 
sold a portion of their public housing stock to generate revenues to help them keep the remainder in 
operation, at least temporarily.  Finally, some agencies have retained ownership of their 
developments but withdrawn them from the public housing program, which allows the agencies to 
charge higher rents but can reduce the share of the units available to poor families.   

The loss of public housing could accelerate rapidly if a sizable number of large housing agencies 
opt to withdraw their developments from the program.  Such wholesale withdrawals from public 
housing have been rare, but are beginning to emerge as the funding shortfalls drag on.  In 2007, the 
San Diego Housing Commission withdrew all 1,366 of its public housing units from the program, 
citing inadequate funding and burdensome federal regulations as reasons for the decision.  Housing 
authorities in Salt Lake City, Columbus, and Las Vegas all have announced or are considering plans 
to remove substantial segments of their stock from the program.31  

 
Large-Scale Loss of Units Could Exacerbate Shortage of Affordable Housing 

 
Historically, the loss of public housing units has led to an overall decline in the number of 

subsidies available in a community to make housing affordable to low-income households.  Tenants 
in developments that agencies drop from the public housing program generally receive units in other 
public housing developments or “tenant-protection” vouchers to help them rent housing in the 
private market.  In some cases, agencies have received vouchers to replace the public housing units 
that are vacant when they are removed from the program (as many units typically are in severely 
deteriorated projects), so that the number of housing subsidies available in the community does not 
decline.  However, replacement of lost public housing units with vouchers has been far from 
complete.   

For example, new vouchers have replaced only 57,000 of the 104,000 public housing units 
demolished through HOPE VI and not replaced with new public housing.32  In 2006 and 2007, 
HUD explicitly limited the issuance of replacement vouchers to units that were occupied when they 
were removed from the program.  Recent legislative action, however, suggests that Congress is 
committed to full (or nearly full) replacement.  The 2008 HUD appropriations bill requires HUD to 
issue vouchers to replace units removed from the program that have been occupied within the 
previous 24 months, and the House-approved Section 8 Voucher Reform Act (SEVRA) would 
require replacement of all lost units, without exception.   
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Even if Congress adopts a full replacement requirement like the one in SEVRA, however, 
continued shrinkage of the public housing stock could shift as many as several hundred thousand 
units from “project-based” subsidies like public housing to “tenant-based” vouchers that can be 
used in a modest unit of the tenant’s choosing.  In some cases this shift is desirable; the voucher 
program has proven to be a highly successful form of housing assistance, and tenant-protection 
vouchers can cost-effectively enable some public housing tenants to move to safer neighborhoods 
or higher quality housing.  As the next section explains, however, indiscriminately driving housing 
agencies to replace public housing developments with tenant-based vouchers without regard to local 
circumstances would likely prove counterproductive.    

 
IV. Replacing Public Housing with Tenant-Based Vouchers is Often Unwise 

 
The persistent underfunding of public housing in recent years has led a growing number of 

housing agencies to eliminate public housing developments in favor of tenant-based vouchers.  
Some policymakers and housing experts favor replacing public housing with vouchers as a general 
policy, arguing that the voucher program’s market-based approach is superior in most or all cases.   

In fact, excessive “vouchering out” of public housing could narrow the housing opportunities 
available to some groups of low-income residents and in some types of neighborhoods.  It also 
could cost the federal government more than providing sustainable funding to maintain 
developments as viable public housing. 

Public Housing Remains Best Option for Some Families and Areas 
 

For households that, because of their characteristics, are likely to have difficulty in using vouchers 
and in areas where vouchers generally are hard to use because of the limited stock of moderately 
priced rental housing, making the investments necessary to retain public housing is likely the best 
policy.  

 
Of all demographic groups, seniors have had the least success in using vouchers.  In 2000, only 54 

percent of senior households that received vouchers from large metropolitan housing agencies were 
able to use them to obtain housing, well below the 69 percent success rate for all households.33   

 
 One reason is limited mobility, which makes it difficult for many poor seniors to look for 

housing.  In one study, well over half of the elderly individuals who received vouchers to relocate 
from public housing found it somewhat difficult or impossible to walk three city blocks, and most 
did not drive.  In addition, seniors had the most difficulty of all relocatees in understanding how a 
voucher works or what help they could receive to search for housing.34  The oldest seniors may be 
particularly likely to struggle to use vouchers, and to be harmed by having to move out of familiar 
surroundings.  More than 50,000 public housing residents are 83 or older. 

 
Public housing also is a critical resource for two other types of families whom the existing private 

rental housing stock does not serve well:  households with members who have physical disabilities 
and large families with children.  People who need housing adapted for wheelchair use or visual or 
hearing impairments (or to accommodate other physical disabilities) may have difficulty searching 
for housing to rent with a voucher or finding suitable units on the private market.  Moderately-
priced rental units with three or more bedrooms also can be hard to find in the private market.  In 
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contrast, public housing provides an unusually large proportion of units that are accessible to people 
with disabilities or that have three or more bedrooms.35  Where the private market has few units of 
the type that particular families require, vouchers are less likely to meet such families’ housing 
needs.36  

    
Such factors are especially worth consideration given the disproportionate number of seniors and 

people with disabilities who live in public housing.  Slightly over half of the households living in 
public housing are headed by a person who is 62 years of age or older or a younger person with 
disabilities.37   

 
Sixty percent of these “elderly” or “disabled” families live in “senior” developments or “senior” 

buildings within larger developments.  (The remainder of these households, as well as seniors and 
people with disabilities who are part of households headed by a younger or non-disabled family 
member, live in general occupancy or “family” developments.)  Many housing agencies provide 
service coordinators (funded by HUD) and other services to improve the quality of life of the 
roughly 300,000 seniors and people with disabilities who live in “senior” buildings.38   

 
To meet the increasing needs of aging residents and applicants, a number of agencies have 

redesigned senior buildings to make space for activity rooms and shared dining areas, as well as to 
reconfigure units and common areas to better accommodate mobility impairments and other issues.  
In this way, senior public housing can provide a continuum of care, in some cases equaling assisted 
living.  Enabling these often frail individuals to age more comfortably in place also saves money:  
such service-enriched housing opportunities avert the public costs that would be incurred if 
individuals were forced to go into nursing homes to receive the services they need.39  Moreover, the 
potential for such cost savings will grow as the population ages. 
 

A final group that can particularly benefit from public housing consists of families that are most in 
need of a range of supportive services if the services they need are provided and the development is 
well-designed and well-located.  A small portion of public housing families face multiple barriers to 
work and self-sufficiency, such as poor mental and physical health, limited education, and behavior 
problems of children.40  Such families are especially likely to rely on support systems and services 
within the project and the local community.  Moreover, there is some evidence that such families 
can benefit from a comprehensive set of services, which is more feasible in a “place-based” setting.41  
Even for families with somewhat less-complex needs, public housing has been proven to be a 
successful platform for the provision of services to help families increase their earnings.42  To realize 
this potential more fully, however, changes outside of the public housing program will have to occur 
to make the necessary services and resources available.   
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Public Housing in Low-Poverty Areas May Be Irreplaceable 
 
Public housing is an important resource not only for 

particular groups of people, but also in areas that are 
desirable places to live but where vouchers may be hard to 
use.  Nearly a third of general-occupancy public housing 
units are in neighborhoods where fewer than 20 percent of 
residents are poor,43 and close to a sixth are in 
neighborhoods with poverty rates below 10 percent.   Such 
neighborhoods are likely to be safer and have better schools 
and other services and amenities than lower-income 
neighborhoods.  

 
In general, vouchers are more effective in helping poor 

families move to low-poverty neighborhoods than other 
forms of housing assistance.  On average, a much higher 
proportion of voucher holders nationally live in neighborhoods with low poverty rates than do 
residents of public housing or project-based Section 8 developments.44   

 
Nonetheless, voucher holders sometimes struggle to find housing in low-poverty neighborhoods.  

For example, one study found that families issued vouchers that could only be used in low-poverty 
areas were only about three-fourths as likely to successfully rent an apartment with their voucher, 
even with search assistance, as families issued vouchers they could use in any neighborhood.45  This 
is because low-poverty areas often have few rental units with moderate rents.  With high demand for 
units in such areas, landlords may prefer not to take on the additional requirements that come with 
accepting vouchers.46  In addition, low-poverty neighborhoods tend to have relatively few minority 
families, so it may be more difficult for minority families to find landlords willing to rent to them.  
While racial discrimination is illegal in private as well as public housing, it continues to exist in many 
areas.47  

 
As a result, preserving those public housing units that are located in low-poverty neighborhoods is 

often the best way to enable low-income families to live in these areas.   Moreover, it generally is 
very hard to develop new housing set aside for the lowest income families in low-poverty areas, 
because opposition from residents is often strong and land costs may be high.  If public housing in 
those neighborhoods were lost, the opportunities these neighborhoods provide would be difficult, if 
not impossible, to replace.    

 
Efforts to prioritize preservation of developments in low-poverty neighborhoods are complicated 

by the fluctuations that occur in neighborhood poverty rates over time.  One analysis found that of 
census tracts with poverty rates between 30 and 45 percent in 1970, 14 percent had poverty rates 
below 15 percent by 2000.  In more than a third of neighborhoods that had poverty rates of 15-30 
percent in 1970, poverty rates were below 15 percent in 2000.48  Many American cities have 
neighborhoods that have gentrified over much shorter periods.   

 
Both because neighborhood poverty rates are a moving target and because it is difficult to build 

new affordable housing after a neighborhood has undergone an influx of higher-income residents, 
there will sometimes be an advantage to preserving some quantity of public housing units in 
neighborhoods that currently have moderate or even high poverty and where vouchers currently can 
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be used.  This is particularly true when there is little other subsidized housing nearby that could 
serve the same types of families or when there are signs that the neighborhood is beginning to 
become more desirable or vouchers are becoming more difficult to use.    

 
Replacing Public Housing With Vouchers Would Increase Federal Costs 

 
In addition to eliminating some units that 

provide benefits vouchers cannot readily replicate, 
replacing public housing with vouchers on a large 
scale would substantially increase federal costs.  
We estimate that the average cost of providing a 
voucher to serve approximately the same 
population as public housing in the same regions 
of the country would be $6,860 in 2009.  (This 
figure includes administrative fees but does not 
include the funds the federal government would 
be obligated to provide to cover transitional costs 
such as demolition and relocation assistance for 
residents.49)  By comparison, if it continues to 
provide funding at the current level (adjusted for  
inflation) the federal government will provide 
only $5,500 in operating and capital formula 
funding for each public housing unit in 2009.   

 
This cost differential is large enough that, on 

average, it would be less expensive in the long run 
for the federal government to provide adequate 
funding to sustain units as public housing than to 
replace these units with vouchers.  We estimate 
that on average over 30 years, the cost of 
renovating a typical public housing unit, 
maintaining it, and funding a reserve to cover a 
portion of future capital needs will come to 
approximately $6,520 per year in 2009 dollars. This would be 5 percent less than the $6,860 annual 
cost of a voucher, and 8 percent less than the average annual cost over 30 years of replacing public 
housing with vouchers when upfront transition funding is included.50   

 
The lower cost of preserving public housing reflects the large investments that the federal 

government and local agencies have already made in public housing developments.  Generally, the 
local agency owns both the buildings and the land, so unless a building requires major 
redevelopment or reconfiguration, federal subsidies (along with tenants’ rent contributions) need 
only cover the costs of operating the housing and making periodic capital repairs.51  By contrast, a 
voucher (together with the tenant contribution) pays the full cost of renting a unit — a cost that 
indirectly covers both ongoing operating and repair expenses and the use of the unit and the land on 
which it is located. 
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Replacement Vouchers Likely to Be Concentrated in Areas Where They Are More Expensive 
 

Moreover, the above cost comparison likely understates the cost to the federal government of 
replacing public housing with vouchers.  The factors that influence voucher costs and public 
housing costs largely vary independently from each other:  voucher costs are driven primarily by 
market rents, while the cost of maintaining public housing developments depends in large part on 
their age and condition.  Housing agencies can generally be expected to replace public housing 
developments with vouchers in those cases where rents — and thus the voucher subsidies the 
agency would receive — are relatively high. 

 
To be sure, an agency’s decision of whether to voucher out particular units is not likely to be 

based solely on relative funding.  In many cases, even agencies in areas where voucher subsidies are 
relatively high would opt to retain public housing units if they received adequate funding to do so.  
But in the face of the deep underfunding that has occurred in recent years, vouchering out will offer 
more appealing options to agencies in areas where market rents are high and voucher subsidies are 
relatively large.  (Under some circumstances, agencies must demonstrate that vouchers are more cost 
effective in order to voucher out a development, or are required to convert a development to 
vouchers if it shows signs of distress and it would be inefficient to maintain it as public housing.  
These cost comparison requirements, however, are sufficiently flexible and limited in their 
application they usually do not drive decisions whether to remove developments from the public 
housing program.) 

 
The San Diego Housing Commission (SDHC) is one example.  Before SDHC opted to withdraw 

from the public housing program, it received about $2,500 annually in operating and capital 
subsidies per unit, less than one-fourth of the $10,500 it received per voucher (including its 
administrative fees for running the voucher program).  SDHC has retained control over its 
developments and will rent them to households with incomes up to 80 percent of the local median 
income ($63,200 for a family of four in 2008), apparently at rents somewhat below market but well 
above the amount the agency previously received from public housing subsidies and tenant rent 
contributions.  The agency says this approach will generate enough revenues not only to maintain 
the developments but also “to build or purchase other developments thereby increasing the 
inventory of affordable housing throughout San Diego.” 52  

 
This approach is not without tradeoffs.  Current residents would be issued vouchers and could 

use them either to rent their current units from SDHC or to move elsewhere, but there will be no 
guarantee that those units will be available to the neediest households in the future.  Nonetheless, it 
represents a far better local option than is available to communities where rents and voucher costs 
are lower relative to public housing subsidy levels.   

 
The Rochester (NY) Housing Authority, for example, received about $5,300 per public housing 

unit in 2007 but only $5,000 in funding for each voucher.  If an agency like this withdrew from the 
public housing program, it might not be able to generate enough rent revenues (by renting the units 
either to current tenants using vouchers to help them pay, or to unassisted families) to maintain its 
developments — let alone build up a surplus to invest in other affordable housing properties.  Thus, 
while agencies in low-rent areas with high-cost public housing may eventually be forced to demolish 
many of their developments if underfunding continues and the developments deteriorate, they are 
unlikely to move quickly to replace large segments of their stock with vouchers.    
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Consequently, most large-scale transitions to vouchers would likely occur in areas where they 
would substantially increase federal costs.  The units that remain would tend to be located in areas 
where public housing subsidies are relatively high.  As a result, such an outcome would cost the 
federal government substantially more just to provide housing assistance to the same number of 
families.  At a time when federal resources for affordable housing are limited, this could leave less 
funding available to meet the large unmet need for housing assistance. 

 
“Problem” Developments that Should Not Be Preserved  

Are the Exception, Not the Rule 
 
Some public housing developments create such harmful environments for their residents that they 

should not be preserved in their current form, even if doing so offers a relatively inexpensive way to 
provide housing assistance.  Policymakers have long been concerned that concentrating large 
numbers of poor families with children in housing developments, particularly in poor 
neighborhoods, can adversely affect residents.  Many housing practitioners believe such 
developments cannot be made viable in the long term, regardless of improvements in their physical 
structures, unless the concentration of poverty in the projects and the surrounding neighborhoods is 
reduced substantially.  These beliefs underlie many of the public housing policy changes of the last 
15 years.   

 
 Recent research has validated many of these beliefs.  Families with children that were able to use 
vouchers to move out of large, distressed public housing projects in high-poverty neighborhoods 
through the Moving to Opportunity Demonstration or HOPE VI fared better in many ways.53  Most 
significantly, families enjoyed a substantial “safety benefit” compared with the dangerous conditions 
that prevailed in the public housing they left.  For example, families that moved with vouchers as 
part of HOPE VI redevelopment efforts — who typically moved to moderate rather than low-
poverty areas — “reported a wide range of life improvements including allowing their children to 
play outside, seeing less fighting among neighborhood children, sleeping better, and feeling less 
worried about drug dealing and violent crime.”54  
 
 In addition to better quality of life, health improvements — such as reduction in obesity rates for 
adults and in depression and anxiety disorders for adolescent girls — have been among the notable 
changes found so far.  This has been the case even when families relocated only to moderate-
poverty neighborhoods, though movers to lower-poverty neighborhoods experienced greater health 
benefits.  A major cause of improved health, researchers suggest, was the reduction in stress as a 
result of living in safer, quieter neighborhoods.55  Particularly for adolescent girls, an additional 
reason for the significant improvements in mental health of those who moved to lower-poverty 
neighborhoods was the reduction in sexual victimization.56  Girls also were less likely to be involved 
in crime or to engage in other problem behaviors.57  
 
 Research and experience suggest that the living environments most likely to have a deleterious 
effect on residents are large projects in high-poverty neighborhoods with a concentration of poor 
families with children.  Making major investments to improve the physical condition of such 
developments may not make financial sense or be good public policy unless the improvements — or 
other accompanying efforts, such as initiatives to strengthen local schools — are likely to reduce the 
concentration of poverty within the development and the surrounding community.58  Without such a 
reduction, families will often be better served by a tenant-based voucher that allows them to move 
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to a safer, lower-poverty neighborhood.  (While families continue to reside in such often-dangerous 
developments, however, it will be important to provide adequate policing and take other measures 
needed to improve their safety.)     
 
 Urban Institute researchers have concluded that residents of metropolitan neighborhoods with 
poverty rates of more than 30 percent “experience significantly higher rates of disadvantage and 
distress than residents of lower-poverty neighborhoods do, even after controlling for individual race, 
ethnicity , and income level.  The incidence of undesirable outcomes rises with neighborhood 
poverty rates for almost every indicator of adult and child well-being.”59 The poverty rate will not 
always be a precise indicator of the living environment a neighborhood provides for its residents, 
but it does correlate with the quality of that environment to a considerable degree. 60  
 

 
 

The number of large public housing developments located in neighborhoods with poverty rates 
above 30 percent of poverty, however, is fairly small.  Contrary to the common stereotype, most 
“family” public housing units are in small or medium-sized developments outside high-poverty 
neighborhoods.  More than half (56 percent) of general-occupancy units are in areas that are less 
than 30 percent poor, and two-thirds are in projects that have fewer than 250 units.61  Putting the 
measures of neighborhood poverty and project size together, 78 percent of general-occupancy units 
in metropolitan areas (outside New York City) are in small- to medium-sized developments or in 
low- or moderate-poverty areas.  Only 86,000 general-occupancy units — less than 11 percent of all 
public housing outside of New York City — are in large projects in high-poverty neighborhoods.62   
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V.  Policy Recommendations to Preserve and to Replace Public Housing  
 

In summary, current federal policy persistently underfunds public housing while offering 
replacement with tenant-based vouchers as the chief alternative for agencies that cannot make ends 
meet.  There are two major problems with this approach:   

 
• Many public housing developments provide benefits that tenant-based assistance cannot 

replicate.  These include housing for elderly households and others who often do not succeed in 
using vouchers, as well as access to neighborhoods where vouchers are difficult to use.  

 
• It will often be more expensive for the federal government to issue replacement vouchers than 

to provide adequate funding to preserve a development as public housing.  By driving up the 
costs per family of providing federal housing assistance, replacing such developments with 
vouchers would potentially divert funds that could otherwise be used to help some of the 
millions of low-income families that qualify for housing assistance but do not receive it. 

 
This does not mean that all public housing merits preservation.  As noted above, a small 

proportion of remaining units are located in areas where preservation may be ineffective or counter-
productive, unless mixed-income redevelopment is feasible.  To best meet the needs of the families 
that federal housing assistance programs are intended to help, the federal government should adopt 
a comprehensive plan for public housing that includes the following components:  
 

1. immediate restoration of full operating subsidies for all public housing units; 
 

2. a process for housing agencies to obtain adequate funding for the rehabilitation 
necessary to preserve public housing, with priority given to developments that are most 
cost effective relative to tenant-based vouchers; 

 
3. an option for agencies to convert public housing developments to “project-based” 

Section 8 vouchers that would expand choice for residents while ensuring that the 
development continues to provide housing for the neediest families; and 
 

4. a requirement that agencies convert large projects in low-opportunity neighborhoods to 
mixed-income developments, replace them with equally affordable housing elsewhere, or 
convert them to tenant-based vouchers. 

 
These proposals are described in more detail below. 
 
1. Full Funding for Operating Subsidies 

 
The most basic step in enabling housing agencies to sustain their public housing units is to 

provide adequate operating subsidies.  Without sufficient funding to fill the gap between the rent 
revenues they receive and the operating costs they must cover, agencies will have difficulty retaining 
public housing developments, even when doing so would be cost effective and provide clear 
benefits.  Restoring full operating funding would send a clear message that the federal government 
intends to meet its obligations to public housing and should slow the loss of public housing 
significantly. 
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Congress and HUD have gone to great lengths in recent years to assess the amount of operating 
subsidies agencies need and to develop a formula to allocate that funding among individual agencies.  
The Administration should request and Congress should provide adequate funding to cover 100 
percent of the amount that formula specifies.     

 
As discussed below, there are strong arguments in favor of creating a unified funding stream that 

would distribute funds to meet agencies’ operating needs as well as their ongoing capital needs.  The 
amount of the operating subsidy would be largely based on the current operating fund formula, 
except that some flaws in that formula should be addressed.  For example, the current formula 
calculates the gap between operating costs and rents on the basis of the rent revenues an agency 
received in 2004, without any adjustment for inflation.  Since rent revenues typically rise over time 
(particularly for tenants receiving Social Security and other benefits with an automatic cost-of-living 
adjustment), this approach makes agencies eligible for more money than they need to cover their 
costs.  That, in turn, potentially wastes federal funds and makes it less likely that Congress will 
provide the full amount for which agencies are eligible.  The formula should be corrected to 
determine funding based on the most current data available on agencies’ rent revenues.63    
 

2. Funding to Preserve Public Housing 
 

At the same time that policymakers close the most urgent short-term gaps in agencies’ budgets by 
fully funding their operating subsidies, they should establish a multi-year process to allocate 
“preservation funds” to address the capital backlog at public housing developments.  This process, 
which would replace the public housing capital fund, should enable agencies to preserve the bulk of 
the remaining public housing stock (excluding the large projects in low-opportunity areas discussed 
below). 

 
To ensure that funds are well used and that the most beneficial preservation efforts are funded 

first, Congress should require agencies to submit funding applications containing detailed 
preservation plans and cost estimates.  HUD would then evaluate these applications and make 
funding allocations.64 

 
Funding Amounts and Priorities 

 
As discussed below, some agencies could receive preservation funding through up-front federal 

grants, while others would borrow funds to address their capital needs and then receive additional 
federal funding over time to repay those funds.  Whichever mechanism is used, two factors should 
limit the amount of preservation funding an agency could receive to address a given development’s 
capital backlog.   

 
First, agencies should be eligible only for the amount necessary to restore a development to good, 

sustainable condition and add certain essential features, such as making enough units accessible for 
people with disabilities to meet Fair Housing Act requirements.  The preservation funding should not 
cover such discretionary improvements as reconfiguring floor plans or demolishing a development 
and replacing it with a new one.  (Funding to replace severely distressed units is discussed below.) 

Second, the amount of preservation funding should be capped so that over a period of 30 or 40 
years, the total cost of preserving a development as public housing does not exceed the cost of 
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replacing it with vouchers unless the agency demonstrates that a development provides benefits that 
tenant-based vouchers would not replicate.  Examples of developments that would provide such 
benefits, and thus be eligible for added funding if needed, include: 

 
• developments located in neighborhoods where voucher holders have had difficulty using 

vouchers, such as those with relatively little rental housing or low vacancy rates; 
 

• developments with units suitable for particular groups that typically have difficulty using 
vouchers, potentially including the elderly, people with disabilities, or large families; and 
 

• developments that provide supportive services that would be hard to deliver to scattered 
tenant-based voucher holders.65 

 
The preservation funding discussed here would place a floor, not a ceiling, on the investments 

made to preserve a development.  In some cases an agency may conclude that it is important to 
preserve a development even though it does not fall into the priority categories described in the 
bullets above and preservation would cost significantly more than replacement vouchers.  In other 
cases, an agency may wish to undertake a more costly renovation than federal standards deem 
necessary.  

 
Therefore, agencies should be permitted to supplement public housing funds with state or local 

resources or other federal funding streams.  The largest source of federal capital funds for affordable 
rental housing is the Low-Income Housing Tax Credit (LIHTC).  Housing agencies have already 
used LIHTCs to rehabilitate or replace many public housing developments, particularly those 
redeveloped under HOPE VI.  LIHTCs should be a major supplemental resource for public 
housing redevelopment.   

 
The availability of LIHTCs depends, however, on the willingness of the states to commit the 

limited amount of such credits they receive to public housing.  Congress should consider measures 
to further support use of LIHTCs at public housing developments, potentially including an increase 
in the share of a development’s costs that the credits can cover.    
 

Priorities in Allocating Preservation Funding 
 

Given the constrained budget environment, Congress is unlikely to increase public housing 
funding in a single year by enough to fully fund operating subsidies and immediately meet all public 
housing developments’ preservation needs.  Moreover, many agencies would not be prepared to 
immediately put such a large infusion of capital to use at all of their developments, even if they 
worked with private partners.  Instead, Congress should provide the needed funding gradually over a 
period such as five years.  In the meantime, developments that have not yet been approved for 
preservation funding should continue to receive sufficient capital funds to cover short-term repair 
and replacement needs.   

 
Congress and HUD should establish basic standards that applications must meet to receive 

preservation funding.  The housing agency should demonstrate that it has the capacity to oversee the 
planned project; cost estimates should be reasonable; and if the agency plans to supplement public 
housing funds with other resources, it should explain how it will obtain them.  (Some agencies will 
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need technical assistance to develop preservation plans.  Modest funding should be made available 
for this purpose.) 

 
In addition, criteria will be needed to determine which developments receive funding first.  Most 

significantly, applications should be evaluated based on their cost-effectiveness relative to vouchers.  
For example, a development should receive priority for funding if it would provide decent housing 
at a cost far below that of a voucher in the same area, or if its costs are similar to those of vouchers 
but it would provide major benefits that vouchers cannot.   

The process described here for determining funding amounts and priorities likely will not preserve 
all developments (even setting aside large developments in high-poverty areas).   Some agencies may 
decide, in consultation with other stakeholders, that vouchers would better serve the eligible 
population.  Other agencies may be unable to obtain enough supplemental resources to preserve 
developments that they wish to preserve but that do not meet federal priorities.  

 
Assuming that Congress commits the needed resources over a period of several years, however, 

such a process should preserve most of the remaining public housing stock.  And importantly, this 
approach should be particularly effective in preserving those developments where replacement with 
tenant-based vouchers would either increase federal costs or narrow the housing opportunities 
available to low-income people. 
 

Types of Preservation Funding:  Capital Grants and Debt Financing 
 
Congress could provide preservation funds to address existing capital needs in two main ways.  It 

could give qualifying agencies direct, up-front grants to renovate public housing developments. 
Alternatively, it could allow agencies to borrow the needed funds, while providing added federal 
subsidies over the period of the loan to cover the resulting debt payments. 

 
These two approaches would have different implications for the federal budget.  Up-front grants 

would require a large infusion of funds in the short term but would not create long-term liabilities.  
Debt financing, on the other hand, would require a much smaller immediate funding increase, but 
the increase would need to be sustained until the loan is repaid.66   

 
Overall, debt financing would be somewhat less efficient, because lenders would charge agencies 

interest rates substantially above those the federal government pays on its debts.  In addition, 
lenders would insist that an agency’s annual funding level cover not only debt payments and 
reasonably anticipated operating costs but also a “debt-coverage” cushion (typically 10 to 20 percent 
of the debt payments) to reassure lenders that the risk of default is low.  (Lenders typically require 
such a cushion in private as well as public rental housing transactions.  The amount of the required 
cushion would be lower if the loan carried federal insurance.)  In addition, borrowing funds involves 
legal, appraisal, and accounting fees and other transaction costs, which further reduce the efficiency 
of borrowing compared to grants.   

 
The total existing capital need is so large — more than $22 billion by our conservative estimate, as 

discussed in Part III — that Congress is unlikely to provide enough up-front funding to eliminate 
the backlog even over several years.  Consequently, debt financing will have to address much of the 
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backlog.  Because up-front grants are more efficient, however, it will make sense to use grants to 
address capital needs to the extent that sufficient appropriations can be obtained. 

 
Targeted Preservation Grants 

 
Unlike the current capital fund, preservation grants should not be distributed in small amounts to 

cover a portion of needs at all developments.  Instead, the grants should be provided in amounts 
large enough to allow agencies to undertake needed renovations immediately, and should be targeted 
on the agencies and developments for which debt financing is unduly costly or ineffective.  Possible 
examples include: 

 
• Small agencies and types of developments (such as housing for the elderly) that tend to have 

relatively low needs, since the transaction costs involved in debt financing are proportionately 
higher when the amount to be borrowed is low. 
 

• Developments with unit configurations that are unusual in the local market (such as efficiencies 
or units with small room sizes or large numbers of bedrooms) but meet the needs of a segment 
of the community’s low-income population.  Lenders may be reluctant to extend adequate loans 
to rehabilitate such developments if the agency does not also reconfigure them to make them 
“market comparable.”  

 
• Developments that meet important community needs but have high rehabilitation costs 

compared to local market rents.  Lenders often will not provide loans if the required debt 
payments exceed the rent the unit could command in the market, since market rents represent 
the revenue a property could generate if federal subsidies were terminated.    

 
Measures to Support Debt Financing 

 
If housing agencies are to use debt financing to address a large portion of their capital backlog, the 

federal government needs to strengthen their capacity to borrow.  Currently, agencies can use debt 
financing only in limited ways, primarily by borrowing against a portion of their future capital fund 
grants.  Agencies could borrow more if they could use the public housing property itself as collateral 
for the loan, as is typical in private real estate.  In 1998 Congress authorized HUD to permit 
agencies to mortgage developments, but HUD never issued implementing regulations.67 

 
In addition to enabling agencies to mortgage their properties, the federal government should make 

sure that the property is preserved as affordable housing for low-income tenants if the lender 
forecloses because the agency fails to make required mortgage payments.  For example, lenders that 
foreclose could be required to give another public or non-profit entity the first option to purchase 
the development.  In addition, post-foreclosure owners could be required to maintain the property 
as affordable rental housing and to accept tenant-protection vouchers issued to residents at the time 
of foreclosure.  They could also be required to accept “project-based” voucher contracts if offered 
by the agency, which would ensure that other low-income households have access to the property 
after the current tenants move out.     

 
In addition, Congress could guarantee loans needed to finance improvements at public housing 

developments.  Such guarantees would make loans easier to get and would likely reduce borrowing 
costs, as lenders would be willing to offer lower interest rates if federal insurance reduced their risk. 
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Unified Funding Stream for Operating Subsidies,  
Debt Payments, and Replacement Reserves 

 
After approval of their preservation plan, agencies should receive all of their ongoing public 

housing subsidies in a single funding stream.  It would include operating subsidies, any debt-
payment subsidy they are assigned through the preservation process, and funding to cover a portion 
of new capital needs that accumulate over time.  A combined funding stream would follow the 
model used in the project-based Section 8 program, where owners receive a single federal subsidy 
payment that covers both operating and capital needs.  

 
Currently, public housing funding is divided into a capital fund and an operating fund.  This 

division unnecessarily complicates the funding process and prevents agencies from allocating funds 
where they are needed most.  Moreover, only the operating fund now has a formula that defines a 
full funding level for each development; the capital fund formula simply sets the percentage each 
agency receives of whatever amount Congress provides, so there is no agreed-upon way to 
determine whether the fund is adequate or is under (or over) funded.  Partly due to this difference, 
the Administration and Congress have found it easier to allow capital fund appropriations to erode 
over time.  Since 2001, funding for the capital fund has dropped by 32 percent in inflation-adjusted 
terms, while operating funding has fallen 1 percent.68 

 
To address these shortcomings, Congress should eliminate the separate capital fund and instead 

provide ongoing capital funds and operating subsidies together in a single funding stream.    
 
In addition to operating and debt-payment subsidies, this combined funding stream should 

include a “replacement reserve” contribution.  In private housing, owners typically contribute several 
hundred dollars per unit to such a reserve each year, which they use periodically to replace 
appliances or meet other capital needs that arise.  Replacement reserves ensure that adequate 
resources are available to keep developments in good condition between major renovations.   
 

3.  Converting to Project-Based Vouchers 
 

The funding streams described above would provide adequate resources to rehabilitate most of 
the public housing stock.  Some public housing developments, however, would benefit from 
conversion to a different funding mechanism:  the project-based Section 8 voucher.   

 
Most Section 8 vouchers are “tenant-based,” meaning that they can be used to rent a modest 

apartment of the tenant’s choosing in the private market.  But housing agencies are permitted to 
“project-base” some of their vouchers, meaning that the voucher would be attached to a particular 
development, which can be owned by a for profit or non-profit entity or the housing agency itself.  
Such vouchers have several important benefits. 

 
• Supporting debt financing.  Converting a public housing development to project-based vouchers 

would allow housing agencies to borrow more (and/or on better terms) than they could if a 
building remained in the public housing program.  Lenders would likely perceive the stream of 
subsidies from project-based vouchers as more reliable, because Congress has provided 
adequate funding more consistently for vouchers than for public housing.  Moreover, even if 
voucher funding were inadequate in a particular year, agencies would likely respond by cutting 
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back their tenant-based voucher programs temporarily through attrition (that is, by not reissuing 
vouchers that become available) to try to avoid breaking an agreement to provide project-based 
voucher funds to a development.  Public housing developments have no such cushion, so they 
bear the full brunt of any shortfalls. 

 
• Facilitating income mixing.  Since agencies can attach project-based vouchers to developments 

other than existing public housing developments, these vouchers make it much easier for an 
agency to create mixed-income developments without loss of affordable units.  For example, an 
agency could replace a development that is 100 percent public housing with two or more 
developments containing some project-based voucher units and some units targeted at tenants 
with higher incomes.     

 
• Giving families the option to move.  A family that has lived in a project-based voucher unit for a least 

one year is permitted to move out of the development using the first tenant-based voucher that 
becomes available.  Public housing tenants do not have this option, and generally must remain 
in the unit assigned to them in order to keep their subsidy.   
 
In addition to giving families wider choices, an option for tenants to move would impose a 
measure of market discipline on development managers.  If a development were so unsafe or 
badly maintained that many tenants moved out after brief stays, the agency would face higher 
costs (to prepare units for new tenants and process other paperwork related to turnover) and 
could also face lower rent revenues (since project-based voucher payments cannot be made for 
a unit that has been vacant for more than 60 days, and it may be difficult for the agency to fill 
units in that time).69  As discussed below, market discipline would be even stronger at mixed-
income developments, where some units must be rented at market or near-market rents to 
tenants who could find other suitable housing.    

 
Currently, project-based vouchers can be used in former public housing units, but there are 

significant constraints on an agency’s ability to do so.  Agencies may not use more than 20 percent 
of their voucher funds for project-based vouchers, and project-based vouchers may not make up 
more than 25 percent of the units in a given development unless the development meets certain 
exceptions.  As a result, agencies have used project-based vouchers to replace public housing 
subsidies in only a relatively small number of developments.   

 
There are two ways Congress could encourage wider use of project-based vouchers.  First, it could 

exempt converted public housing developments from the cap on the number of units in a 
development that can be project-based.  Second, it could allow as much as 50 percent of an agency’s 
voucher assistance to go to project-based vouchers when converted public housing units are 
included.70   
 

It would not be advisable to allow unlimited conversion of public housing to project-based 
vouchers immediately — which could result in hundreds of thousands of units moving from one 
program to the other — since this approach for public housing is largely untested.  A large-scale 
conversion to project-based vouchers would also require substantial increases in voucher funding, 
which could divert resources needed to provide new vouchers to address the large unmet need for 
housing assistance.    
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Therefore, Congress should authorize a limited number of conversions, such as 40,000 per year.  
If these are successful, the conversions could continue until they have reached all public housing 
units where they are appropriate.  This gradual approach would allow Congress, HUD, housing 
agencies, and private-sector parties such as lenders to learn lessons they could apply to later 
conversions, and would require only modest additional voucher funding each year.   

 
Initially, it would make sense to target the conversions on (1) family developments in low-

opportunity areas (including the large developments discussed in the following section), where 
tenant choice and income-mixing are particularly important, and (2) projects with unusually high 
capital needs, which would struggle to obtain adequate resources without the expanded borrowing 
that project-based vouchers would allow in many markets.  

 
4.  Requirement That Agencies Convert Large Projects in Low-Opportunity Areas 

 
  In light of the serious adverse effects on public housing tenants of living in large developments in 

neighborhoods with high poverty rates and other problems, Congress and HUD should establish 
clear criteria to identify “low-opportunity” neighborhoods and policies to discourage agencies from 
retaining large, non-mixed income family public housing developments in those areas.   

 
 The criteria should include not only the neighborhood poverty rate, but also a broad range of 

other factors such as the crime rate, the quality of local schools, access to public transportation and 
other services, and recent trends in home values or market rents (or other indicators of the trajectory 
of neighborhood change).  Based on these criteria, agencies — in consultation with residents and 
other community stakeholders — should be required to identify large projects in low-opportunity 
neighborhoods, with federal oversight to ensure that projects are identified properly.  As a condition 
of receiving increased federal funding to rehabilitate such developments, agencies should be required 
to convert them into mixed-income projects.  Alternatively, agencies should be eligible to receive 
funding to develop replacement housing in higher-opportunity neighborhoods.   
 

Converting to mixed-income developments would eliminate extreme concentrations of poor 
families, which research has linked to harmful effects on residents.  It also would impose a level of 
market discipline on the developments that does not currently exist.  Agencies would need to rent a 
substantial share of the units to non-public housing tenants for rents at or close to local market 
levels.  Attracting such tenants would generally require major renovations of these projects, and the 
private lenders or investors needed to fund those renovations would not participate unless they 
believed that the planned development (and the surrounding neighborhood) could attract renters 
who have the means to choose other housing.  In addition, managers would feel pressure to 
maintain units in good condition and provide an adequate level of security and other services.   

 
The required mixed-income conversions would carry considerable costs, since most developments 

would require major renovation (or demolition and replacement) in order to attract non-low-income 
tenants.  Replacing even 50,000 of the 86,000 potentially problematic units with mixed-income 
developments would cost more than $7 billion, although a portion of that amount could be funded 
through Low-Income Housing Tax Credits or non-federal resources.71     

 
Congress could provide substantial resources to support mixed-income redevelopment of these 

projects, or their replacement in higher-opportunity neighborhoods, by restoring funding for HOPE 
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VI to its (inflation-adjusted) level in 2003, before the sharp funding cuts of recent years.  This would 
come to $675 million in 2009.  Before expanding HOPE VI in this manner, however, Congress 
should strengthen the program by requiring replacement of all lost units with new public housing or 
units that provide equivalent long-term affordability and also requiring strong supportive services for 
public housing residents who are displaced, including those who later return to the rebuilt 
development.72   

 
If Congress does not provide adequate funding to convert or replace all of the projects identified 

under the proposed requirement, the units in the developments should be replaced with tenant-
based vouchers and effective relocation assistance should be provided to tenants so that they are 
able to use their vouchers to move to higher-opportunity areas.73 
 
 
Conclusion 
 

Failure to invest in the preservation of public housing will harm millions of the most vulnerable 
Americans.  It would also be short-sighted and lead to increased federal costs to provide affordable 
housing and care for our aging population.  Most public housing now serves seniors and people with 
disabilities or provides homes to families with children in small or medium-sized developments 
outside of high poverty areas.  The nation needs a comprehensive plan that will ensure that this vital 
national resource remains available and provides safe and high quality housing for the next 
generation.   
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