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PREFACE

The following policy paper is a working document in the true sense.
It is the systematic collection of many reflections, ideas, insights and
experiences drawn from the authors by their exposure to community
development literature and the ongoing activities of hundreds of individuals
and community organizations across the country. We have had individual
experiences where we have seen that the activities and accomplishments of a
comminity development effort stood as an immovable object against the current
of common opinion and bodies of literature about the path of decline and
limited potential of the older, racially integrated or minority occupied,
moderate— and lower-income, and diversely developed communities which typify
our nation’s inner-cities. We have found many organizations which have
unique and creative insights concerning the causes and problems of neighborhood
deterioration. We have seen similar creativity and ingenuity in the
interventions these organizations developed. While the growing level of
decay in our older neighborhoods reminds us not to underestimate the obstacles
to successful community revitalization, so, too, the experiences of many
community development activitieg warn us not to underestimate the potential
and resources which can be tapped in inner-city communities.

Second, we have a substantial literature which describes the history
and stages of decline of the existing blighted and heavily abandoned
communities. There is a wealth of information and technical expertise

relating to the means of producing new communities through the continuing



development of vacant land on the urban fringe. But our understanding

and knowledge of the economic and organizational relaticnships which support
existing neighborhoods and which are essential for successful revitalization
of older, inpmer-city areas is in an embrionic form. Existing research is
particularly mute on the definition of these operating organizational
relationships, and economic structures.

Lacking a sound base of research and experimentation, the formulation
of public policy options for community development arises largely out of
the perceptions and models one uses to define the problems and potentials
of community development. The essential foree of this working policy paper
is to present a perspective, an atrtitude, é frame of reference aboutr
the nature of the issues involved and the potentials and limits for public
interventions in community development. This is not a review of existing
literature nor a theoretical discussion, nor a case study. It is an attempt
to cellect and organize a series of observations and perspectives which
have been informed by the experiences of community efforts and past policies
and which have attempted to look eritically at the conventional wisdom of
the past.

This is a working policy paper in that its purpose is to stimulate
responses from those who are enthusiastic, discouraged, pleased or provoked
by its contents. In particular, we are seeking responses from those who
are engaged in actual community development efforts who might comment
on how our perspective compares to their own experiences. In addition,
we are eager to share experiences and information with those who feel that
their experiences or research contributes to our understanding of the sets

of formal and informal relationships at the community level which effect the



flows of investments and other resources available within a community
as part of a redevelopment and maintenance preocess.

Finally, this is a working document in that the authors intend that
it will be used as part of the public process and effort to articulate
to the government exactly what the direction, shape and eventual content

of its neighborhood and community development policy should be.



L. The Vacuum of Neighborhood Economic Policy

A neighborhood is more than the sum of its parts. It is not just
a locus of disparate problems and activities. Rather it is a setting
which can be defined by a series of formal and informal, visible and
lnvisible sets of structures and organizational relationships through
which people can act to deal with probleme and fulf{ll potentials., The
better this neighborhood framework functions, the more successful the
residents will be in solving their problems and reaching their potentials.

For example, it is possible to bring in from outside a neighborhood
the skills, materials, capital, techmnical expertise, loans, legal authority
and administrative capabilities necessary to rehabilitate some properties
or to set up a commercial enterprise. 3But the continued maintenance of
these properties and enterprises and the ability of the community to spawn
new enterprises and adapt to changing circumstances depends upon the
functioning of an internal set of relationships which produces a continuing

supply of lacally available skills, capital, credit, legal capacity and

administrative capabilities. The social institutions, property owners

and business interests must be able to depend upon sets of local relationghips,

contacts and institutions which supply access to these resources in order
to continue to imvest in the future of the neighborhood. Those who provide
these resources and the means through which they provide them - their

physical locations, formal and informal relationships, the mechanisas,



institutions or processes through which they interact - make up the
egsential economic framework of the neighborhead.

A neighborhood policy needs to recognize this framework and work
to keep it functioning and in place. In a general sense, every neighborhood
or community (we shall use the words interchangeably in this paper} has
physical resources, economic resources, technical resources and resources
drawvn from its social fabrie, The social fabric and social cohesion of a
community may have a major impact on its other facets, as in the obvious
cases of the Mormon Church in Salt Lake City or the Chinese cultures in
the several China Towns across the country. However, building the social
fabric is not a reasonable focus of public policy. The social fabric of
a community may be strengthened by access to the physical, economic and
technical resources which public policy may help to provide. But direct
intervention in the social activities of a community seems to go beyond
the scope of essential public policy. Often such attempts lead to the
designation of alleged social deficiences and various forms of victim
blaming.

In some past community development efforts there have been assumptions
that one of the causes of decline has been the disintegration of the social
fabric and cohesion of a community. It is true that rapid change tortures
existing social structures and decline often is associated with this kind of
upheaval., However, there seems tc be much mythology about the social
interaction and common social bonds which are assumed to be necessary in
healthy neighborhoods. Many high income neighborhoods seem to survive with

almost no direct contact among the individual households. True, such higher



income persons are more likely to belong to voluntary associations than
are lower income persons. However, community organizations, based on
memberships defined by those sharing a commen geographic neighborhood
boundary and dealing with issues directly related to those boundaries
are more compon and more active in the very communities which are most
often seen as declining and in need of a strengthened social fabric.

It is our observation that the high level of formal community
organizations in our nation's inner-city neighborhoods and ﬁheir increasingly
active role in local, state and even national issues suggests that social
organization is not their critical need. The economic, technical and
physical resources which these organizations are focusing their attention
on are in fact the more critical public policy issues. Public policy might
be more concerned with how to avoid damaging the social fabric of a community
and less concerned with directly trying to build it and manage it, One
could define a situation where a community with adequate levels of economic,
technical and physical resources could prosper without any formal social
fabric at all. For example, some studies of high rise living among upper
income groups suggests this very situation. It is hard to isolate a situation
where a community with only a strong social fabric can continue to serve
the needs of its residents if cut off from access to essential economic
resources.,

Large hodies of research on health, crime, family dissolution and housing
point to lack of income as an underlying cause, The growing nationral
neighborhood movement concerned with redlining and disinvestment is leading
us to expand that underlying varizble to include the other economic rescurces

of capital and credit, The social and political institutions may be the



heart and soul of a community, but these economic resources supply the
essential blcod. Income represents the basic plasma while capital and
credit act like the iron, without which the whole body becomes anemic
and loses its resistance to disease.

There is a Community Development Act with a Community Development
Block Grant Program, there has been a Mew Communities Act and there is
even a Community Reinvestment Act. In spite of these acts and pregrams
there is still no neighborhood policy. Many of these programs, past and
present, involved detailed planning requirements and data analysis. But,
they typically used census data and special surveys to identify levels
of need, (e.g. number of substandard housing units, number of unemployed
adult males, percentage of households falling below a set poverty line)
as the basis for plamning designed to provide services or praograms to a
target population (e.g. goals for numbers of new or rehabilitated housing
units, numbers of persons in job training or counseling programs, numbers
of persons receiving housing subsidy or allowance programs).

In the development of new communities through suburban development
or major urban land clearance and redevelopment, federal, state and local
policies have tended to deal more with the essential flows of economic
resources essential to maintain the community. Developers look at the
employment base in the community, or the location of employment centers

ocutside the community which will serve as income providers for potential

compunity residents. State and local goveroments and developers orchestrate

the location and sequencing of essential capital infrastructure investments.,

Investors, lenders, developers and govermment agencies all participate in

activities, relationships and programs which support and respond to each



others' investments and actions sc that all are willing to take the risks

of placing their resources in the new community. At the outset, each
participant in this process requires some assurance, through legal contracts
or through an acceptable analysis of the economic wiability of the project,
that the resources (income of the residents, supply of services and public
infrastructure, return in the investments and future access to credit)

will all be supplied in order to keep the economy and profitability of the
comrunity functioning.

Although not formally articulated as a neighborhood policy for new

communities, individual tax programs, investments in the capital infrastructure,

public planning requirements, lending practices, market studies, government
regulations, land use controls, and private sector lending and capital
investment analysis and underwriting policies are intended to insure that
the sets of formal and informal, visable and invisable organizational
relationships exist to insure that the flows of resources will be adequate
to produce a viable neighborhood. Due to the public review processes
associated with new construction, the sets of relationships which work to
establish the flow of economic and technical resources for new development
are reasonably visible.

In regponse to their own ecenomic self interest, governments, lenders,
investors and developers, as well as those private organizations and
businesses which may benefit or be harmed by a particular project, tend to
probe some of the basic issues of the relationships among the employment

base inside the development, the sources of employment and income of those

who will reside there, the viability and impact of the commercial and consumer
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businesses proposed and the ability of the community to generate taxes

(or resources) sufficient to compensate for, and repay, government capital
expenditures and service costs. The processes of public review by planning,
zoning and building agencies tends to force an articulation of much of the
essential framework of a viable community economy. But after a community
has been built, this framework, the mutual agreements and responses, the
investment and counter investment processes become less visable. We have
developed no policy aimed at tracking the state and condition of this
framework and these processes as communities age. In particular, we have
devised no policy for intervening when changes in the original composition,
character or economic profile of the community may effect the status of

the original framework and investment and credit flows. That is, if the
employment base and employment centers which provided income to the residents
change, if the income of the residents declines, if the racial composition
of the population changes, if the land use patterns change and if the
physical structures show signs of age and need for improvement, we have

no mechanismg in public policy to review and moniter the response of the
framework and structural relationships which contreol supply of capital
investment and credit flows required to adjust to any impacts which result
from some of these changing conditions.

By and large, public policy has concentrated on the analysis and
delivery of services and programs to the individuals and properties within
a declining community without larger policies aimed at interventions in
the processes which support the neighborhood level economic framework which

establishes and defines the rates and conditions under which economic,
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phygical and technical rescurces flow into the community. The essential
process of investment and counterinvestment breaks down in declining
neighborhoods. It is not likely to be re-established through programs
and pelicies which do not consider the relationships between individual
job training or counseling and the employment base of the neighborhood,
individual housing rehabilitation projects and the neighborhood housing
market, or individual support of small businesses and the development of
the local commercial, industrial and service economies. Existing programs
and policies are even less attuned to the critieal relationships among the
commercial, residential and employment sectors of a community in themselves,
Presently, public policy relating to neighborhoods does not even seem to
recognize that such a neighborhood level economic framework and set of essential
structures for providing a flow resources exists.

Once a neighborhood framework has broken down, the investment process
no longer functions. An investment made in this or that project or a
service delivered to this or that particular individuwal within the neighbeorhood
fails to spur the redevelopment of the neighborhood. Basic processes and
frameworks which normally function to facilitate, organize and stimulate
cycles where one investment produces counter investment nc longer exist in
that community. We have what we call a structurally disinvested community.
Failure to deal with the problem of this structural disinvestment is at

the heart of the federal govermments inability to develop a neighberhood

policy.



IT. Counterproductive Myths

Many planners and policymakers in the public sector and investors,
lenders and other members of the private sector have operated on the basis
of at least five myths about the potentials and limitations of revitalizing
our older, irner-city neighborhoods. Some aspects of these myths are in
direct contradiction to non-discrimination laws, but are applied in practice
anyway. Other elements of these myths undoubtedly do, or did at one time,
rest on fact, though their overall validity is not supported with a sound
body of research. In most cases, they have little or no basis in fact or
empirical research, are based on fragmented, dated, or peorly designed
research or have a limited application which is all too frequently ignored.
Finally, since these myths both make assumptions about decline and effect
the decisions to supply economic resources essential to avoid decline, they
have the potential of becoming self-fulfilling prophecies when actually
practiced, In this case, the decline which may result from the application
of these myths becomes transformed inte examples to justify their future
application. Like breeder reactors, they create their own fuel, and have
the potential for enormous destruction.

Simply stated, the five myths are that: (1) older neighborhoods,
either through natural forees or the competition of the market place, tend
to decline and move toward blight as they filter inte the hands of poorer
residents; (2) racial change is a precurser of decline; (3) mixed land uses
or the introduction of commercial or industrial uses into residentizl areas
indicates and contributes to decline; (4) a neighborhood is basically a

residential unit physically separated from the employment base and commercial



enterprises of its residents; and (5) the economic base of a city or
region is, and should be, concentrated in centralized areas of intense
commercial and industrial activity. While all five myths develop from
a common history, the first three myths all stem from the same roots and

can be treated under 2z single discussion.

A. Filtering, Racial Change and Diversity

From the inception of the filtering theory in the early 1930's the
federal government played a major role in the development and legitimation
of the filtering theory, the belief that racial change was detrimental to
neighborhood viability and the notion that healthy neighborhoods are defined
by homogeneous land uses and populatioms. As part of the federal response
to the Depression, the Federal Housing Administration (FHA) was created
and given the job of developing a sound and uniform housing policy. FHA
drew heavily on theories and emerging studies developing at the University
of Chicago. Homer Hoyt, a professor of real estate at the University,
first introduced the filtering theory in a study funded and published by
the FHA.l His theory held that as individual properties and neighborhoods
aged, they filtered down from viable higher income neighborhocds to squalid
slums,

In other works, Homer Hoyt and another colleague in real estate,
Frederick Babcock, added to this theory of decline the notiom that racial
change has adverse effects on neighborhood viability and comiributes to
this decline. For his part, Hoyt produced a ranking of the ethnic groups

which one local real estate broker told him had the most adverse effacts on
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a neighborhood.2 Babcock joined the filtering model and the assumpticns
about the effects of racial change stating:

The process can be described as inevitable in all
regsidential districts. Given time, all such areas become
decadent districts or slums occupied by the poorest, most
incompetent and least desirable groups in the city.

Ragged urchins play on marguetry floors.
Two pages later he comments:

Most of the variations and differences between
people are slight and value declines are, as a result,
gradual. But there is one difference in people, namely
race, which can result in a very rapid decline. Usually
such declines can be partially avoided by segregation and
this device has always been in common usage in the South
where white and Negro populations have been separated.3

Within the University of Chicago's sociology department the developing
Yehool of Human Ecology provided the formal theoretical background which
merged the filtering model with formal descriptions of the processes of
neighborhood decline linked to changes in the social composition and land

use patterns in a community.

The Human Ecology Model was formulated in the work of Robert Park,

Roderick McKenzie and Ernest Burgess. It became the dominant social model

of urban development. This model stems from a strong social Darwinistic
tradition, where not only animals, but people were seen to survive and reach
positions of power and status because they were innately the strongest specles.
This school was also heavily influenced by plant biology, particularly studies
of how various plants would take over a piece of land previously occupied

by different species. It was believed that the "invading' plant, as it was
called, drove out the original inhabitants because the invaders were better

suited to the particular environment.
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When applied to human seciety and the neighborhood development
patterns of urban areas, in particular, this model held that different

"infiltrated" and "invaded" territory held by others,

groups of peonle
and that through a process of "competition" -~ which was a kind of war

of survival -— the group most suited to that environment would win out

and eventually take over completely. Neighborhoods and communities,
therefore, were seen not so much as conscious man-made environments, but
rather as natural phenomena subject to the laws "of all nature."

As the level of industrial technolegy in the society advanced, certain
areas were seen as best suited to that level of technology, and thus become
the location of the most successful businesses and residents. Areas less
suited to advanced techmnology become inhabited by the businesses and
residents least suited for survival at that state in the evolution of
society and technology. Thus, areas, neighborhoods and communities were
identified as going through natural life-cycles where they grow to a point
of success, but then as the technology of the society develops and favors
different locations, the community is invaded and taken over by lower
class people in continuing waves of invasion, competition and succession.

There are temporary plateaus of stability when the area is occupied
by a homogeneous population or land use, analogous to a single species
of plant taking over its most beneficial location. When this homogeneity
is interrupted by the "invasion" of a different type of land use, property
or class of persons, however, this starts the downward cycle. According
to the literature based on the human ecology model, therefore, the process

continues until the area reaches its inevitable place as a slum. This
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model represents a social theory of filtering.4

The FHA incorporated these models in their underwriting and appraising
manualsg which influenced the entire real estate and lending industries.
These models were incorporated into the official training programs of the
major real estate appraisal and real estate counseling institutes.
Neighborhoods were defined essentially by the fact that they represented

homogeneous groupings of individuals or land uses. One of the fundamental

principles of value, the principle of conformity, has been held as an essential

factor in estimating value by the major real estate appraisal organizations.

The principle holds that in order to maintain maximum value, an area must

have a reasonable level of similarity (conformity or homogemeity) in terms

of the age, uses, type of structures and the social and economic composition

of the population. In 1977, under pressure from a federal lawsuit filed

by the Justice Department against both major appraisal organizations and

two trade organizations of lenders, one of the appraisal organizations

finally dropped this language from its official texts and training materials.5
For its part, FHA not only sponsored the development of the filtering

theory and incorporated racially discriminatory practices in its official

guidelines but its successor agency, the Department of Housing and Urban

Development (HUD) funded and printed in 1973 a document, "The Dynamics

of Neighborhood Change" which re-affirms the cycle of decline model (as the

general rule) and defines five stages of neighborhood decline.6 This model,

which we find commonly cited by members of the financial profession, defines

a healthy neighborhood azs composed of "moderate to upper imncome levels" and

having "ethnic homogeneity." The model lists as an indicator of the movement
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perspective which defines a neighborhood as a regidential unit. One of the
fundamental patterns which has characterized our urban society has been

the separation of the place of work from the place of residence. The
founders of the School of Human Ecology who developed the model of urban
spatial location which have dominated planning models saw how the increased
mobility made possible by modern trangportation zllowed higher income
groups to move to areas which were farther from their place of work.

At the time this model was developing, in the 1920's, most of the
major cities where research on urbanization was being done were heavily
industrialized. These industries produced intense levels of air pollution,
noise and other hazards which made these locations generally undesirable
locations for living. Modern technology, especially the mass production
of the automobile, made it possible for many to live great distances from
these central places of employment.

Seeing both the physical and social composition of an area as a natural
phenomenon, the members of the Human Ecology School saw this separation as
a natural process. As formal zoning requirements became more common and
as the planning of cities and zoning regulations developed from spatiazl

models stemming from the Human Ecology School, the strict separation of

land uses and the separation of residential and business uses became mandatory.
The building of a wvast highway system and the mass production of the automobile
coupled with the emerging zoning practices served to intemsify this separation
of place of residence and place of work, The geparation was not simply the
result of people's natural desire, but it had become an enforced requirement

of the development process.
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One of the impacts of this process has been that we have lost our
understanding of the relationships between the residential and commercial
sectors at the community level, We have tended to view neighborhoods and
communities as residential units whose viability is determined by the
income and capabilities of the residents who live there. But we have
generally not considered the sources of the income and economic resources
of a neighborhoods residents as part of the neighborhood itself. Nonetheless,
even the most suburbanm and purely residential, higher income areas can be
defined by economic maps which link them to the places of employment or
income upon which their individual occupants and residential structures
depend.

A geographic map of the economic structure of a higher-income, bedroom
community would include net only the location of the homes, but one or more
thin paths of highways and mass transit lines and the employment and commercial
centers at the ends of these transportation lines. The transportation lines
act like isthmuses connecting the places of work and residence. The
individual maps of several different neighborhoods would each include their
own residential areas, but might well share common transportation paths
and commercial and employment areas. The complexity of these relationships
between individual residential areas and the several and overlapping commercial
and employment centers which comprise the basic economic framework of the
neighborhood seems to have led us to concentrate on the residential components
of a neighborhoed.

The reconsideration of the total economic structure of a neighborhood
is critical to successful community redevelopment efforts. Moreover, it

should help us purge ourselves of the assumptions that neighborhoods represent
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only homogeneous settings and that diversity of populations or land uses -
somehow represents a troubled situation. The expanding use of Planned Unit Develop
ments techniques and the increasing tendency for new suburban development to

include with its housing development employment centers and other commercial

uses represents an opportunity for us to see, in the patterns of new

development, the advantages of mixed and balanced redevelopment in older -
areas as well. The merging of the place of residence and place of work

ig increasingly the theme of much suburban and urban fringe development.
One of the reasons why many of the businesses have moved from central city
locations to suburban locations in the same metropolitan area is so that
the higher paid employees, who have themselves moved to the suburbs, can
be closer to their place of work.

Even higher income employees and executives are recognizing that the
separation of place of work and residence is becomming too costly in time
and money. The impacts of the separation of residence and employment are
much more critical for lower-income households and families trying to move
up the economic ladder. The ability to find local emplovment, with minimal
losses due te travel expenses is a major advantage to a family trying to
increase its income., The larger the pool of full-time and part-time, semi-
and unskilled jobs in the local area, the greater the opportunities for
immediate employment of household members. One of the primary reasons that
there has been a real growth in family income over the last decade is that
more and more households have two or more wage earners. When more than one
of these wage earners have specialized skills and professions, then their
combined incomes may allow them the luxury of rather high transportation

costs to and from their places of employment. When only one, or no, member
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of the household has specialized skills of a professional career, them the
costs of the separation of place of work and residence are more important
in calculating the impact of additional jobs on the overall gains in family
income. For those who gain access to those who typically can provide them
with domestic services and can work in the local consumer economy base,
who have recently beem trained and begun to enter the job market as skilled
workers, the time and expense of a lengthy commute to work put additional
strains on their potential for developing a successful career.

Not only are there advantages in having housing which is located
close to places of employment, but there are advantages to both higher and
lower—income households in living close to each other. Higher-income
households gain increased access to a pool of workers for the service and
consumer sconomies developed to serve them. Lower income persons not only
gain by an increased potential to secure employment in these economies
but they benefit from the more diverse set of amentities and consumer goods
which can be supported when the overall population of the community has a2
reasonable level of middle and higher income residents. Thus, reducing
the separation of work and residence also implies the development of a
more economically and socially diverse population within the community.

Pplicies which attempt to supply a diverse commercial and employment
hase to residential areas which are reserved for higher income residents
alone will aggrevate the problems of unemployment, job turnover and the
problems associated with the concentratioms of poor in areas segregated
from the economic and social institutions which provide essential resources

for stabilizing and increasing the household income. On the other hand,
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a reasonably large level of residents who were employed at regional centers
outside of the community itself. Finally, one must accept the fact that
the proximity of industry and residential locations does not guarantee that
the people who choose to live in the housing will also be employed in the
adjacent businesses,

The important factor to consider in the analysis of the framework of
the neighborhood economy is not the necessity for a perfect match between
local residents and locally generated jobs. This match is most critical
to second wage earners in lower-income households. What is important is
the overall set of resources which ¢an be supplied to community residents
from its local economy and its social structure.

The potential scale of a neighborhood economy has generally been perceived
as quite small and limited. The major sources of employment and commercial
activity which form the basis of the city (regiomal or sub~regional) economic
activity are called the base economy. This base economy has been seen as
being located at central or regional locations outside of local communities.
In part, the perception of a community as a primarily residential area has
developed out of the models of base and service economies which see the
heart of the regional economy located in large commercial and industrial
centers outside of residential neighborhoods. The service economy is
defined as that part of the economy which arises to provide gocds and
services to the base economy and those employed in the base economy. Much
of this service economy (or secondary economy) is also seen as being located
at central locations. Only a small part of the overall consumer and service

economies (represented by such things as the local hardware store, drug



gstore, food store, plumber or doctor's office) are seen as part of the
neighborhood structure.

Like the models of urban spatial patterns in general, this model of

the base and service economies grew up in a period of intense industrialization.

Most students of industrialization and the resulting urbanization agree
that the particular leocations of major cities and the industries within those
cities were determined by the existing levels of techmology and the means
of production. That is, there was a direct relationship between what was
produced, how it was produced and where the employment cemter was located.
Our present economy, ou the contrary, is increasingly defined by employment
centers which are not necessarily related to the physical environment in
which they are located. A paper factory may have to be located on a large
river or lake or a wholesale food distribution center may have to be located
at a major highway interchange. There is no such essential relationship
between the product or service produced and the locations of many of the
cffice centers and commercial operations, research and development complexes
or administrative offices which represent the growing sector of the commercial
economy. The service providers which represent the greatest growth sector
of our economy, often have incentives to decentralize their distribution
points.

Zoning patterns, the conventional wisdom about the centralized locations
of the base economy and the rise of large scale commercial development
projects have all contributed to the continued concentration of the employment
centers even though the shape of the base economies of many areas has shifted
quite far from industrial or commercizl enterprises which need to be located

at specified or centralized locations. Thus, the base economies of our urban
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regious are concentrated in regional centers, but is not as clear as it
might have been during the periods of rapid industrial growth that this
concentration is essential, oy even advantageous, to their coperatioms.
In many respects centralization creates development which itself emncourages
further centralization, as when the concentration of commercial offices
produces the concentration of hotels to serve those offices.

Ironically, many of the neighborhoods which comprise our major cities
were originally developed around a major industrial or commercial base.
When they were new neighborhoods, their local neighborhood economy included
a sector of the regional base economy. Changes over time have eroded this
local economic structure and shifted much of the base economy into regional
centers. The dispersion of this economic base throughout many industrial
and commercial parks amid the newly developing suburban communities stands
as a testament to the mobility of many of the present industries and enterprises
which comprise the modern base economy of ocur major urban regions. Among
the businesses lecated in these scattered commercial and industrial parks,
it is not clear that even this level of concentration is necessary for
their profitable operation.

Modern technology has reduced the need for constant
face~to—face contact between different business sectors or individual
corporations. Businessges primarily eangaged in such activities as research
and development or various forms of administration of processing of the paper
work may have no necessity for centralized locatioms. Their work could be
carried out in a range of different local settings. Moreover, many of the
so—called white collar jobs have been so standardized that they can be easily

performed by persons with limited training and skills.
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The potential for the distribution of the service economy and many of
the enterprises which make up the base economy has hardly been tapped.
More often than not, neighborhoods are seen as poor locations because they
are not suited to large scale industrial development. However, we have
not seriously explored the extent to which the overall economy of many
urban areas is comprised of smaller offices and complexes, branch offices,
and separate operations which could be located at many different locatioms.
Furthermore, we have not attempted to utilize technological development

in communications and management to explore this potential. Mamny of the

developers and managers of industrilal and commercial parks do have experience

in locating and serving the needs of the wany small operations which often

occupy these parks. Typically, these skills have not been used to build the

economic base of older neighborhoods.

The continued belief that the major sources of employment must be
located in centralized commercial and industrial centers, even in the face
of the intensive patterns of decentralization some newly developing areas,
places severe constraint on our abilities to define the potentials for
revitalizing older, inmer—city communities. Most efforts at revitalizing
the economies of older cities have focused on large-scale development of
industrial parks or even business districts. This has been done in the

hopes that there will be spilliover effects which will somehow improve the

neighborhcods. There is no necessary linkage between these major investments

and neighborhood economies. When major industrial cites are developed in a
city, they frequently take the form of capital intemsive, rather than labor

intensive, operations. Partly this is encouraged by federal tax incentives
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for expansion of capital facilities. Development of the central business
district, especially when oriented toward office development, too frequently
serves simply as the economic extension of suburban neighborhood economies.
The upgrading and development of transportation systems to serve these major
developments subsidizes the costs of separation of work and rasidence for
the non-city residents who represent the bulk of the employees in many such
projects.

Finally, by placing even the less skilled jobs associated with these
developments at centralized locations those in low income neighborhoods
must bare increased travel costs and must compete with all other workers
who have access to these locations. If smaller scale developments were
placed in local neighborhoods, the higher level and professional jobs
would still be easily marketed through the extensive communications systems
of trade organizations, professional organizations and employment services.
The less skilled jobs which are not typically marketed through such extensive
channels would have more chance of reaching local residents, thus further
aiding the local economy.

The extent to which the general economic base of a region can be
distributed in small nodes throughout many of the communities in that regiom
cannot be answered at this time. We are not suggesting such an answer, but
attempting to identify some of the myths and assumptions which have prevented
us from asking it. We would not expect, even under the best of circumstances,
that all neighborhoods would hecome economically and socially diverse., We
would not recommend that a solid working class neighborhood is necessarily

deficient if it did not have a reasonably large higher income population or
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if it lacked its own industrial base. Our purpose is not to replace the

old myths about homogeneous neighborhoods with new ones which view only
diversity as sound. Rather, it is our purpose to remove any set of a priori
assumptions about the proper structure of neighborhoods in order to allow

for the creative exploration of the potential of each individual neighborhood.

ITI. The Framework of the Neighborhood Development
Process and Structural Disinvestment

Without an understanding of the structures and functions of neighborhood
institutions and their relationship to the compoments of the neighborhood
economy, neighborhood development policy has little substance or direction.

In & general sense, no publiec policy can attempt to define exactly what
institutions and structures ought to exist in a neighborhood or what the
neighborhood economy should be. What public policy can do is attempt to
consider the sets of relatiounships and processes which must exist to involve
the residents, the govermnment, the private business sector and the financial
and investment institutions in an ongoing participation in the development
and maintenance of the neighberhood. The sets of formal and informal
relationships through which these different participants iInteract form the
framework of thé neighborhood development process.

Once this framework has broken down and the development process no
longer functioms on its own, the essential structures necessary for individual
investments to effect the course of the neighborhood economy or to contribute
to the maintenance of the overall housing stock or commercial sector disappear.
The neighborhood becomes structurally disinvested. Individual programs,

investments, services or projects which do not contribute to restoring this
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framework camnot be expected to contribute to the redevelopment of the
compunity. Like an individual who is structurally unemployed because he
or she lacks the prerequisites of employment, so structurally disinvested

communities lack the prerequisites of a development process.

A. The Basic Framew-ork8

Traditional views of a neighborhood concentrate on the people within
the neighborhood and their local activities. Under this view, the basic
structure of the neighborhood is made up of the families and individuals
who live there, the private economy which serves their local needs and the
public, or quasi~public economy which provides basic services. The private
economy includes houses, churches or other associations, convenience
shopping such as food, drug, or hardware stores and comparisen shopping
such as appliance, clothing, or department stores, and a range of services.
The public or quasi-public economy includes institutions such as hospitals,
schools, libraries, public offices, parks, and the physical infrastructure
including sewers, water and roads. These components of the neighborhood
structure are represented in Figure 1.

in order to understand the economic framework which sustains these
components, we must expand our amalysis to include the relationships between
these first three components and the employment centers, governments, and
financial imstitutions which provide resocurces for the local population.
Those who live in the neighborhocd provide the work force for employment
centers located at regional centers and within the neighborhood. Their

work provides earnings for the individuals and families in the neighborhood.
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This income then goes back into the economy in three ways. Some of
the income goes into taxes used to provide local services and to pay for
some forms of public capital expenditures. Another part of this income is
spent in the local private ecomomy, which in turn creates local jobs in
this sector. For those who have additional income after these expenditures,
earnings are invested through the activities of financ?al institutions in
the form of time and demand acecounts. All this becomes the basis for a
set of relationships where financial institutions and capital investors
provide additional investments in the community in the form of commercial
loans, real estate loans, consumer loans, capital expenditures and investments
in the public infrastructure or in the local or regional businesses which
provide the employment base of the community. This set of relationships
is depicted in Figurelz.
Under normal circumstances members of the community, governments
making public capital investments, those with private capital to invest
and lenders find it to their mutual advantage to risk their investments
for an anticipated return. The private sector and the financial institutions
seek direct profits and finaneial returns on their investments, the govermment
hopes to encourage private investment at levels which produce taxes and
revenues to offset public expenditures, and residents invest in their own
properties in order to participate in the growing values of their properties.
The behavior of the individuals and institutions whe participate in
this process is shaped and controlled by the individual and institutional
networks of contacts and communications through which they are brought

together and through which they chapnel attitudes, informatiom, experiences,
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rumors and myths about the neighborhood, its problems and its prospects.
Some of these relationships are rather obvious, such as the formal
relationships which often exist between lenders and real estate companies.
Others are less formal, such as the personal contacts and social
interactions of the local business people. Some forms of communication
about the problems and prospects of the community are also formal, such as
a market study for a local development project. Others are less systematic,
such as the coverage and attention which the neighborhood receives through
the news media.

Some of the networks on contacts and communications are completely
internal to the neighborhood, such as the informal relationships among
neighboring residents or businesses, Others act as conduits to the larger
institutions and resources outside the community at the city-wide, state,
regional or national levels. These different networks can act to circulate
resources within the commumnity and to draw resources in from outside the
community. A local bank may have a correspondent relatiomship with a large
regional money center bank and be able to draw on the larger bank's resources
for lines of credit and sources of capital. Local business may be
subsidiaries of larger corporations which can tap large or critical money
markets. A local community organization may act to shape the form and comntent
of federal investments in the community. Or, a local community development
corporation may act as a formal legal entity which can make contractual
commitments with private sector actors as part of a joint program for
community investments,

When these networks of contacts and communicatioms function to keep

the participants in mutually supportive and responsive relationship, they
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form a process of investment and response patterns which becomes the

suppottive framework of the community's economy. The interaction of the

citizeus, the private gector, government and filnancial institutions, once
it becomes mutually a supportive cycle, creates an environment of security
and confidence, The different participants have confidence that their
individual investment will produce counter-investments by the other
participants.

Fach performs a limited but essential role in the overall cycle. Their
mutual activity adds to the overall value and investment potential of the
neighborhood. This overall neighborhood value produces its own stimulating
effect on each individual participant, thus reinforcing the cyele of mutual
responses. When the framework is strong, the different actors may make
special efforts to tailor their behavior toward the needs and requirements
of the other participants In the process. Lenders, for example may develop
special loan programs or underwriting standards especially suited to the
needs and characteristics of the local residents, properties or businesses.

When these networks of contacts and communications begin to carry and
reinforce negative messages about the neighborhood, its problems and its
prospects, then the underlying economic framework is likely to be weakened
and the process will eventually begin to break down. If one or more of
the participants withdraws from this process, or severely restricts the
terms of their participation, structural disinvestment may occur. Both the
public sector and the private sector depend upon access to sources of capital
and credit for their investments. Individuals and families alsc depend
upon access to capital and especially access to credit for the purchase,

maintenance and improvement of their residences. Even the social and
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religious organizations often rely om access to capital or credit to

finance or improve their property or to fund some aspect of their

operations. This makes access to a flow of capital and credit egpecially
important to the overall neighborhood development framework, Once public

and private capital investors will no longer invest and financial institutions
will no longer supply credit to a neighborhood on reasonable terms, an
essential link in the process has been broken and structural disinvestment
replaces the cycle of investment and development,

As structural disinvestment proceeds, several important changes start
to occur in the neighborhood economy. Jobs disappear, and with them the
income for families whose members held those jobs. An example of this
phenomena occurred in one area of 80,000 people in Chicago where it has been
estimated that a loss of 300-400 jobs occurred in housing maintenance alone
when the area was disinvested. Jobs are lost from the commercial and
service sectors. And the housing values start to drop, so that even those
families who have an investment in a house find that the value of the house
is declining faster tham their equity is building vp. Taxes start to
decline, and government is likely to cut back some of the normal maintenance.

While the residents, the members of the private business sector, and
the financial institutions and investors may no longer be willing to risk
making investment in the neighborhcod, the government may find its
expenditures increasing., In particular, the levels of expenditures for
direct financial support will increase. Families and individvals who have
lost some or all of their income base become dependent upon welfare and
unemployment support. While the government may be locked into increasing

levels of expenditures in these categories, they are not likely to have any
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impact on the neighborhood development process. Even individual government
investments and loans may fail to have an impact unless they are part of an
effort to rebuild the broken framework of the neighborhocd development
process. Lacking this quality, government expenditures will continue to rise
while the job base erodes and financial institutions divert money out of,
rather than into, the community. This form of structural disinvestment is

displayed in Figure 4.

C. Building New Communities

At the same time the process of structural disinvestment is going on
in some neighborhoods, the framework of the neighborhood development process
is being established in new communities. In newly developing areas, the
sets of relationships among the various components of the neighborhood
economy are similar to those we have defined for existing neighborhoods
except that the process of new development includes unusually large
expenditures of government funds., Unlike the expenditures of government
funds for income maintenance in structurally disinvested neighborhoods,
these unusually large expenditures in new areas are typically in the form
of capital investments in the public improvements essential to draw the
private sector into participation in the development process. Figure 5
represents this process.

Newly developing areas are benefited by a set of policies and programs
which set in motion or stimulate a process of investment and counter-investment.
Public funds in capital expenditures often pay for roads, sewers, water
systems, parks, and the like, reducing the costs of private development,

improving the accessability and desirability of the land, and helping to
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FIGURE 5
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insure that development will take place at reasomable costs to the developer,
by transfering many of the infrastructure costs to the government and the
general taxpayers. Developers are encouraged to participate by these

public investments and by the potential for profits on future developments.
Developers are also encouraged by federal tax policies which favor new
development. Lenders are encouraged both by the potential value of these
investments and the support provided by public capital investments and
federal taxing policies,

Finally, the future business owners and residents are encouraged by
tax shelters, for property ownership, and the potential for increased
property values and profits, which is enhanced by public investment in the
infrastructure, the investments of developers and the availability of
cradit. All these incentives and activities work together to create a
process of interaction which results in investments and counter-investments
eventually leading to the development of a new community where none existed
before.

This process involves mo formal govermment program which regulates
and orchestrates the behavior of all the participants. What has happened
is that public policy has provided a range of discreet and individual
supports and incentives which help te establish the framework which brings
the participants together and encourages their continued involvement with

the development of the new neighborhood.

D. Regional Flows and the Costs of Disinvestment

On a larger scale, if one looks at the flows of funds in a regiom,
what one sees is some stable neighborhoods in which the funds are being

recycled. Money goes into banks and flows back as credit. Money is paid
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as taxes and comes back as job-generating services. But there are some
disinvested neighborhoods, where the money is flowing out through the
financial institutioms. Local banks lend to the regional or money center
banks, and they, in turn, lend the funds in other parts of the region. As

the disinvestment effects proceed, the neighborhood deteriorates. The

financial imstitutions shrink, or may even abandon the area. The maintenance

costz of government start to rise,

In the new community, funds are flowing in, creating jobs which in
turn strengthen the demand for housing and other facilities. Public
capital expenditures rise, accompanied by increased bonded indebtedness.
This regional flow is depicted in Figure 6.

New communities are likely to be mortgaged to the hilt, both in terms
of family and public budgets. Failure of a new neighborhoed to grow at
the projected rate creates sericus problems. The very large losses which
banks took on Real Estate Investment Trusts In recent years are in large
measure a result of the failure of population growth in suburban areas
to meet the projections on which their lending had been based.

The regional pattern of new community comstruction in the suburbs and

2 demolition derby among city neighborhoods can be viewed as a simultaneous

boom-bust cycle, and the faster it goes, the higher the costs to the

taxgaz er.

The public costs of supporting a neighborhood from disinvestment to
demeiition are enormeous. In one Chicago neighborhood, calculations were
made of several subsidies which were poured into the neighborhood in an

effort to sustain families after the private economy had collapsed. This
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neighborhood is one of about 70,000 people. It had recently changed from

a white to a predominantly black population. By 1976, our estimated annual
cost of welfare payments was approximately $3 million, the cost of Medicaid
about 515 milliom, and unemployment conpensatiom about $10 million. Im
addition, we estimated that about one-half the schoel expenses, $10 million,
were wasted because of transiency and other conditions of umstability.

The expense of added police and criminal justice costs seems to have
increased by about $8 million as a result of the continued decline of
community conditions. One could add other cost categories, such as special
programs in alcohol ané drug abuse, housing subsidies, etec., but the total
is already up to $74 million per year {(or $1057 per persom). Overall, it
seems reasonable to suggest that the cost to the public budgets of supporting
a neighborhood of this size from disinvestment to abandomment is well in
excess of $500 million, even if this process takes as few as six or seven
years.

At the same time, the public is foeting the bill for many of the costs
of new suburban construction. For example, our continuing studies suggest
that in the same Chicago metropolitan area, the public costs of new
davelopment for a community of 75,000 people is well in excess of another
5400 million. An investment of approximately $2 billion of private funds
is also required to build the new coummunity, and these costs are rising
rapidly.

What does this mean in terms of the actwal dollar costs of disinvestment?
If the simultaneous boom and bust cyecles continue, the public must pay for
both the half billion or so dollars for participating in the management

of decline in one neighborhood of 75,000 while spending about another half
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billion for the basic capital costs of building a new community of similar
size, Yet, in the older neighborhood which we have been using in this
example, extended research and working meetings which community residents
and institutional leaders suggest that the physical structures of the
commaercial district, the basic needs of the residential structures, the
potential for development of valuable recreational amentities, and the
commercial lending needs of the businesses and social institutions could
all be satisfied for about 5120 million; or about ten to fifteen percent
of the total billion dollar cost of maintaining the boom/bust cycle.
Ttonically, this is about the level of deposits which the local financial
institutions receive from this community, Were the locally generated money
simply held and reinvested in the community, it should be possible to restore
the physical structures and commercial economy to a "like new" conditiom.
Policies which provide flows of capital expenditures from governments
and capital and credit from financial institutions and investors should
be able to use limited resources to intervene to return the neighborheod
gconomy to a stable condition before structural disinvestment leads to
abandomment. This should reduce later expenditures as the neighborhood
declined and alsoc aveoid the need to build a new neighborhood, by holding

on to the existing ome. This process is defined in Figure 7.

IV, Summary of the Scope and Orientation of Our Positicn

Instead of a pattern of divergence, in which public policies and
private practices contribute fo upward spirals of development in some
neighborhoods, and to downward spirals of deterioration in others, policies

and practices are needed which tend to move neighborhoods toward an
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equilibrium in which their economies stay balanced and working.

The keys to the successful creation of a neighborhood economic

development policy can be gummarized in a set of basic propositions,

These propositions set out a context for policy development along the

lines of government policy toward the private sector., The overall focus

is the development of policies which view neighborhood economic development
as an industry which must be cared for in ways analogous to the ways the
government provides for critical components of the private sector economy.
In this area, we seem to have been able to develop policies which have a
maior impact but which have a maximum amount of flexibility and diversity
in their application to any given industry or corporation.

The policies which have provided support and encouragement for the
Industries involved in building new communities represent reasonably
successful examples of these private sector policies in the area of local
level economic development. However, these policies and programs cannot
necessarily be transferred to older, existing neighborhoods.

The major difference between the process which creates new development
and a process for the re-investment and maintenance of existing neighborhoods
is that there are existing residents who must have the same status and the
same potential for return on their personal or financial commitments as the
other participants in the process. This necessitates an interaction with
existing residents which does not take place when existing governments,
financial institutions, and members of the private sector are developing
new land.

The fundamental role which the range of capital investment programs
regulatery policies and tax incentives play in the process of building new

compunities can, however, be applied to community development needs in
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existing neighborhoods. The basic role they play is to act as magnets both

to attract investments by individual participants and to bring the different
participants together in collective activities which reinforce their confidence
in the security of their investments and the future of the community. A
policy for neighborhood economic development must produce a similar set of
magnets both to attract each individual participant to the development process
and to draw them into cooperative efforts and continual interaction.

Public policy must also deal directly with the existing myths of the
value of homogeneous populations and land uses, the locational needs of
employmenit centers, and the nature and requirements of the economic base of
urban centers, Above all, public policy must establish a posture which
intervenes without casting the stigma of decline and unusual risks on
older neighborhoods, as is implicit in the acc¢eptance of the filtering policy.
The government can contribute significantly to destroying these myths if its
own actions and policies reflect clearly different sets of assumptions and
perceptions of clder neighborhoods. For example, government incentives to
business to locate in older areas cannot be excessive and must be very
sensitive to avoiding windfall profits in the name of essential redevelopment.
Such practices are not only wasteful of critical resources, but they reaffirm
the belief that the risks teo investment are so great that only extremely
high levels of subsidy and tax shelters can save them. The assumption
should be that the potential for investment is sound, placing the burden of
proof om the lenders and investors to defend any restrictive practices in
a community.

Therefore, based on our analysis of the underlying problems of community

development, we suggest that a neighborhood economic development policy



designed te address the problems of structural disiuvestment should be based
on the following propositions:
1. The central focus of such a policy must be on the creation of
a4 process which acts as a magnet to bring together elements of the existing
community, the private corporate structure, the lenders and the governments.
2. The existing residents of a community, and not the physical conditiom
or appearance of the community per se ought to be the main beneficiaries of
the community development process. Rather than assuming that a community
is the reflection of the well being of its residents, this approach assumes

that the community is also a contributing factor to that well being.

3. The policy must include mechanisms which allow existing residents,
especially lower-income residents, to share in the appreciation in values
and rights of ownership in those communities which are successfully
rejuvenated. That is, we must help people develop stakes in, and benefits
from, the community development process.

4. The sets of incentives, rewards, and punishments involved in the
policy must provide enough resources to each individual set of participants
(residents, the private business sector, financial institutions and investors,
and governments) so that any one of them can take the first step im regenerating
the neighborhood framework and investment process. There should be added
benefits when these individual participants make a cooparative effort, though
this should not restrict the ability of each set of participants to act on
their own.

5. The one limitation which should be placed on the activities of the

private business sector, financial institutions and investors and governments
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is that they should not benefit from the neighborhood policy if they act
without the involvement of the existing residents. The existing residents
must be protected against individual or cooperative efforts to redevelop
their neighborhood in ways which they do not consider beneficial to them.

In particular, they must be protected from efforts which attempt to redevelop
the neighborhood by replacing the people.

6. The policy should provide maximum flexibility and diversity in the
ways in which different incentives, resources and supports are selected,
combined, and hand-~tailored to the unique needs of a particular neighborhood
aconomy .

7. The policy must face squarely that local meighborhood economies

cannot be expected to function on their own without a neighborhood level

decision-making and development process. This means that public policy must
come to terms with the problems of existing programs and policies which
vest controls and authority in various government institutions at the
city-wide, state or even federal levels. This means that neighborhood
development policy must serve to nurture and respond to local level institutions,
such as community development corporations, which can provide both a symbolic
and corporate representation of the community's commitment and participation
in the control of the development process.

8. In order to build a neighborhood employment base, policies aimed
at encouraging business expansion and development as well as policies aimed
at job creatiom, training, and placement must concentrate on a scale of
operations appropriate for neighborhood locations. This means that more
efforts have to be placed into small scale operations rather than the "big

fix" mentality which has so often characterized efforts to rebuild the
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urban economy.

9. In order to develop the full potential for developing local
economies, a significant share of the techmical funds spent on research and
development must be allocated to neighborhood level technologies. These
technologies would include management systems, communications systems, and
the development of tools and hardware which would facilitate the local
control and management of physical resources, services and businesses and
which would assist in diversifying the locations of the employment centers
which comprise the regional economy.

10. The policy must avoid placing the government in the role of the
essentlal prime mover, in order to allow all of the sets of participants in
the development process to act freely and creatively. Tax policies, for
example, act in this way. The government sets the taxing policy, but the
individuals and corporations initiate its use and actual application.

1i. The policy must consider the ways in which to build the sets of
contacts and communications networks which facilitate the development process
by informing the different participants about their individual behavior.
Facilitating this information process increases the likelihood that one
investment will produce a counter response and thus become part of an ongeing
process of investment.

12. The pelicy must include prohibitioms against the arbitrary withdrawl
of investments, services, financial and technical resources from a community
due to unsubstantiated beliefs about its future deeline.

13. The policy must include provisions for generating the types of

Information which can be used to assess the flows of economic resources within
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a neighborhood. We camnot monitor the functioming of the supportive
framework of the neighborhood development process if we do not have
information which can easily be assembled at that level,

14. Finally, the policy cannot be isolated from the policies which
help to shape the patterns of regional growth which are so essential to the
vitality of older neighborhoods. One cannot expect individual neighborhood
level interventions to have a lasting effect if the larger regional forces

of growth and flows of resources continue to work against them.

V. Short Run Recommendations

The fipal development of the components of a neighborhood policy will
take a considerable amount of time and debate to develop. However, there
are several recommendations which we think can be made in the short rum to
insure that existing programs and policies are not counter productive.

1. The first action which the government could take would be to develop
a set of information about the economies of neighborhoods. No policy could
function without having some set of information which relates to its goals,
processes, imputs and outputs. A neighborhood economic development policy must
have a gset of information about neighborhood economies, especially those
neighborhood economies which appear to be structurally disinvested.

Such an information system would have to include data on the flows of
capital and credit within a neighborhood, the level of the grants economy,
and the sources and levels of investments, improvements, and reinvestment
activities. Such a system, while developed for individual neighborhoods,
would have components which examined the flows within urban areas (i.e.

between cities, suburban areas and rural areas) and components which examined
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the regional flows of funds nationally. This would create sets of data
appropriate for use both to balance regiomal flows and assess the impact
of regional impacts of government expenditures and policies and to agsess
the health of the investment cycles within specific neighborhoods.

The need for such a neighborhood economic information system is evident
already in HUD's attempts to set out a research design to evaluate the
neighborhood impacts of the CD program. HUD will be making an allocation
of several millions of dollars over the next few years to attempt to create
just the kinds of neighborhood data we are suggesting. The fact that no
such data systems presently exist, seriously threatens HUD's attempt to
make reasonable estimates of the impact of the CD program.

A functioning neighborhood accountancy system would create, at the
neighborhood level, the kind of system we have at the national level to
assess the condition of our economy. As an analogy, the information systems
used to estimate our balance of payments situation not only provide a
bottom line figure on the economy, but the subsets of data involved can be
used to pinpoint exactly where the problem in the balance of payments is
and to provide for some direction in developing interventioms to correct the
situation.

A functioning neighborhood accountancy system would provide the kind of
constant flow of information which would allow for a constant monitoring of
the economic health of a neighborhood and its supportive framework. Having
such data on a continual basis would create a pool of information which would
exist for different neighborhoods, at the disposal of 21l interested parties.
Such a system should reduce the need for many, expensive, one gshot evaluations.

Tt would produce a feedback system which could be used by the participants in
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the investment cycle to examine their own actions and investments and to
develop their own strategies, in direct respomse to the unique conditions
within their neighborhoods.

2. The government should begin a process of having the executive
agencies develop detailed statements of how their existing policies and
programs impact the investment cycles in existing neighborhoods. Each agency
should develop this impact statement in response to the type of neighborhood
investment cycle and neighborhood structure which we have defined in this
paper as being most bemeficial to the economic development of its residents.
These impact statements should provide a focus for the long range development
of the neighborhcood economic development policy. They will provide information
and stimulate discussion around a particular set of goals.

3. A review should be made of the tax code to provide a similar
statement about their impact om the development of stable neighborhood
economies and neighborhood reinvestment processes. The income tax provisions
are the simgle most effective and powerful economic policy ftools. No
neighborhood economic policy can be effective unless it is supported by the
income tax code,

4. In order to allow those involved in neighborhood economic development
to benefit from the interventions which are already being attempted around
the country, a clearinghouse should be established which will supply information
and contacts about existing strategles, interventions, programs and state
and local policies. The key to such a clearinghouse would be to put people
in contact with each other so that those working in one neighborhood can make

their own evaluations about the applicability and usefulness of a strategy
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developed in another neighborhood. The clearinghouse should not be set up
simply as a depository and distribution system for government and privately
initiated reports and evaluations of programs and policies.

5. In its own CD and UDAG programs, HUD could begin to set the tone
for an investment oriented approach to neighborhood level economies by
revising the way it reviews and evaluates proposals and performance reports
for these programs. While it is true that HUD has praised the use of CD
monies to leverage private funds, and while it is true that this represents
an investment concept, the development, administration and review of funds
under the CD program (and those proposed under the UDAG program) do not
deal with the intermal economic structure of neighborhoods. In their present
form they act much like the old mortgage subsidy programs. They leverage
funds for individual, isolated developments, but fail to deal with the
underlying processes of structural disinvestment. These programes tend to
see outputs in terms of the production of new or rehabilitated units, capital
expenditures, and the delivery of so many units of service. But no accounting
is made of the ways in which these expenditures and investments function to
establish and maintain investment cycles in declining neighborhoods.

HUD should revise its guidelines for the CD and UDAG programs so that
proposals and performance reports are evaluated in terms of their ability to
bring together the citizen, governmment, private sector, and lending members
of the investment cycle. Proposals and performance reports should be
evaluated in terms of their ability to establish diverse neighborhoods which
produce local -employment and provide opportunities for moderate- and

lower-income residents to participate in the appreciation of property values
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in neighborhoods where significant investments are producing an upward
spiral.

6. Finally, each major set of govermment policiesg tends to produce one
or more types of preofessionals who prosper because they are able to act
as intermediaries who can translate the govermment policies and programs
into products which are beneficial to the corporate structure and client
groups. During the OEQ programs, a cadre of professionals developed who
had mastered the art of writing grant proposals. Their careers were tied
to thedir ability te bring in high levels of federal funds to local governments
or community agencies. On the private sector side, corporate tax lawyers
and accountants act to develop from the income tax codes those sets of
strategies and activities which will most benefit the corporations they work
for. Their careers depend upon their creativity in interpreting and applying
the provisions of the tax code.

On the development side there are also tax accountants and lawyers who
Play a significant role in real estate development. But in addition, there
are intermediaries, such as commercial mortgage bankers, who must act to bring
together investors and developers. Their careers depend upon their ability
to match the needs of investors with the capabilities of developers in ways
which are compatible with the market conditions in their local areas.

If there is one professional role which is sadly lacking in the
reinvestment process, it 1s a role analeogous to those we have defined. We
have developed experts on corporate finance and economies, new development
economies, and (in the OEOQ proposal writers) experts in the grants economies.
We lack experts in the neighborhood economy who can use the tax code, existing

programs, and capital and credit flows to re-establish an investment cycle
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by developing investment packages which involve the citizens, lenders, the
government and the private sector in the types of mutually rewarding projects
which can initiate a continued interactionm.

The govermment should establish special research and development programs
to develop these skills. TFellowship programs should be developed not just
to provide for formal education in tax and financial skills, but also for
direct participation and on the job training in existing reinvestment processes.
There is a growing demand for such neighborhood investment experts in financial
institutions, with local and state govermments, and with local communi ty
development corporations. What is lacking is the research and development
funds to develop the skills necessary for such careers. Presently those
most involved in neighborhood redevelopment do not have the surplus funds to

invest in developing such skills.
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Footnotes

lHomer Hoyt, The Structure and Growth of Residential Neighborhoods In American
Cities. (Washingtom, D.C.: Federal Housing Administration, 1939).

2This ranking is printed in Hoyt's book One Hundred Years of Real Estate Values
in Chicago (Chicago: University of Chicago Press, 1933) and reads, in
descending order from those most beneficial to those most harmful to
property values: "l. English, Germans, Scotch, Irish, Scandinavians;
2. North Italians; 3. Bohemians or Czechs; 4. Poles; 5. Lithuanians:

6. Greeks; 7. Russians, Jews (lower class); 8. South Italians; 9. Negroes;
10. Mexicans. (p. 316).

3Frederick Babcock, The Valuation of Real Estate (New York: McGraw Hill Book
Company, 1932), pp. 89 and 91.

4This model is developed in Robert Park, Ernmest W. Burgess, and Roderick
McRenzie, The City (Chicago: University of Chicago Press, 1925).

The American Institute of Real Estate Appraisers made extensive revisions
in its training materials and codes as a result of an out-of-court
settlement agreement resulting from the suit: U.S. v American Institute
of Real Estate Appraisers, Society of Real Estate Appraisers, American
Mortgage Banker's Association, and the U.S. League of Savings Asscociations,
C.A. No. 76 C 1448 (N.D. Tllinois, 1976) The settlement was reached om
November 23, 1977. The suit is still pending against the other defendants.

6Public Affajrs Counseling, The Dynamics of Neighborhood Change (Washington,
D.C.: U.S3. Department of Housing and Urban Development - Office of
Policy Development and Research, 1975).

?Real Estate Research Corporation, The Costs of Sprawl - Environmental and
Economic Costs of Altermative Residential Development Patterns at the
Urban Fringe (Washington, D.C.: Council on Environmental Quality, U.S.
Department of Housing and Urban Development - Office of Policy Development

and Research, and the Environmental Protection Agency - Office of Planning
and Management, 1974).

The graphics and parts of the text of this section are used by permission of
Stanley Hallett from work previously copyrighted.
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