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Hr. Chairman and members of the Subcommittee: 

We are here today to testify on GAO work that was 
,...__ 

performed in response to the Subcommittee's Gques, of ---a .--. ..- .,f- 
We were asked to review tne Urban /iXH 

-\. 
Action Grant Prociram (UDAG) administered '~ .__-_._ .- _"..._ 

oy tne Uepartment of Housing and Urban Deve-&_o2ment. In 
.---'-I-. _ .--.-'-.- -. .----v,- 

particular you askeu us to substantiate @[Q* p&fC 2.73 
/' z I 

-- tne number of permanent lobs created, I 

-- the extent to which local public revenue 
is expanded, j 

*- the amount of private investment actually 
levered taking into account other public 
investments in the projects, and 

-- who ultimately benefits frqm the UDAG 
program. 

We must emphasize that at this stage, we cannot draw 

any definitive conclusions concerning the success or lack 

of success of the UDAG program. 

BACKGROUND ON THE PROGRAM 

As background for presenting the results of our work, 

we would like to briefly review tne purpose and objectives 

of the leqislation as well as the current fundinq autnority 

ana gr+t activity. 

d he Housing and Community Develcument Act of 1977 
. 

{Public Law 95-126) authorized the UDAG program to 

assist physically and economically distressed cities 

and urban counties. Communities with population 



outmi%ration, a stagnating or declining tax base, and./or 

a housing stock which is excessively deteriorated or 

abandoned are eligible for UDAG assistance. 

The Congress originally authorized $1.2 billion to 

fund the program through fiscal year 1980. Recently, the 

President proposed an increase in this authorization 

level to $1.475 billion. The additional $275 million would 

be used in fiscal year 1980. 

The first UDAG awards were made in April 1978. 

As of February 2, 1579, the cut-off date of our study, 

a total of 3U!4 grants in the amount of $596 million 

nad been awarded. 

The objectives of our study are related to the 

primary UDAG project selection criteria. Specifically, 

our study addresses _--. .-I ._.. -_.-- 
i -- the amount of private investment stimulated, ~1 

-- the number of permanent jobs crea,ted or 
retained, and 

/ m- the degree to which the grantees' tax bases 
were expanded. 

THE SAMPLE OF UDAG GRANTS 

From the grants awarded to four States--Maryland, 

New York, Ohio, and Georgia-- 17 grants were selected for 

review. The 17 sample yrants include commercial and 

industrial type projects awarded to metropolitan and. 
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snali cities from the beginning of the program to the 

stuay cut-off uate. Neighborhood-type projects were 

excluded from the sample selection since they are pre- 

dominately housing projects and would not be expected 

to create permanent jobs (although they would have the 

potential to lever private funds and add to the cities' 

tax base). 

The 17 sample grants in our study represent: 

14 percent of the total dollar amount of UDAG awards: 

19 percent of the total claimed private investment 

stimulated by the UDAG program: and 12 percent of the 

total claimed number of jobs created by the UDAG program. 

HithOUqh tne sarayle is small in relationship to the 

total numoer of U~JAG awards, it captures a large proportion 

or tne claimed economic imp,act of the yroyram. During the 

course of our work, we visited the actual or proposed 

site of each proIect and met with city officials and, 

where possible, the developers who were involved in the 

prolect. 

Because of the limited time available for us to 

gather information on the selected number of UDAG grants, 

we had to choose projects in close proximity to GAO's 

regional offices. Althouqh we did make a random selection 

of projects within the four states chosen, we emphasize 
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that the size of this sample is not laqe enough to 

provide statistically valid projections and conclusions. 

flowever, the sample does provide strong indications 'and 

insights as to the accuracy of the UDAG program's 

claimed accomplishments. 

TI3E LEVEXAGE CONCEPT 

Because the UDAG program was created to attract 

private investment to urban areas where such investment 

is either absent or does not exist in sufficient 

quantity, a clear understandiny of tne relationship 

Detween a particular cjrant under UDAG and dir.ect 

private investment is essential. 

In many economic instances, direct private investment 

is undertaken-- or not undertaken--on its own merit. That 

is, sufficient economic incentives exist, in the form of 

expected returns (profits), to “lever" fhe private 

investment. If these returns are not consiaered 

sufficient, then the private investment seeks alternative 

opportunities. These private enterprise decisions are 

the result of detailed' and complex financial analysis to 

determine if the risk is worthwhile when compared to the 

expected returns of the private investment. One of the 

primary purposes of the UDAG proyram is to reduce the 
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risk and attract private investment into urban areas 

with certain cnaracteristics. 

"Leveraqe" generally refers to a financial analysis 

tern-- tne debt to equity ratio--used to analyze the 

soivency and borrowing power of a firm. Leverage 

occurs wnen borrowed funds are used to increase the 

return un the owner's capital which arises when the 

earnings on borrowed funds exceed the interest charges 

on the funds. 

In the case of the UDAG program, the term "leverage" 

is used to describe the concept of public funds being used 

to stimulate additional private investment and, there- 

fore, economic growth. Leverage ocdurs when the UDAG ___I-,--__-" .._,. 
investment generates a greater amount of private in- 

vestment and is expressed as a ratio of UDAG funds to 

private investment dollars. 

To emphasize this point, we have prepared a chart 

tc iiiustrate tne relationshis between WAG funds and 

private investment. According to the chart and the 

concept of leveraging, the fulcrum would be placed directly 

unuer the private investment in the normal decision making 

process of business firms. This indicates that the private 

investment is being levered internally by the business . 

firm. That is, there are no requirements in many 

business decision for an outside force, such as an 

UDAG, to create, induce or "lift" the private investment. 
. 
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