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Guest Editors’ Introduction

Small Area Fair Market Rents

Adam Bibler

Chalita Brandly

Peter Kahn

Marie Lihn

Lydia Taghavi

U.S. Department of Housing and Urban Development

This Cityscape symposium focuses on multiple aspects of Small Area Fair Market Rents (SAFMRs).
These elements include outcomes based on the experience of early forays into the use of SAFMRs
along with insights regarding the implementation of SAFMRs among the public housing agencies
(PHAS) required to do so. Before delving into the research, we begin with a brief overview of the
importance of Fair Market Rents (FMRs) on the Housing Choice Voucher (HCV) Program and

a discussion of the history of SAFMRs. We conclude with a summary of the research contained
within the Symposium.

Introduction

Fair Market Rents (FMRs) are primarily used to determine payment standard amounts for the
Housing Choice Voucher (HCV) Program. Local administrators of the HCV program set payment
standards that are used to calculate the value of the housing subsidy for each voucher family.
FMRs are gross rent estimates; they include the shelter rent plus the cost of all necessary utilities,
but do not include telephones, cable or satellite television service, and internet service. The U.S.
Department of Housing and Urban Development (HUD) sets FMRs to assure that a sufficient
supply of rental housing is available to program participants. To accomplish this objective, FMRs
must be both high enough to permit a selection of units and neighborhoods and low enough to
serve as many low-income families as possible.

Traditionally, HUD calculated a single FMR! for each FMR area. HUD defines FMR areas as
metropolitan areas and non-metropolitan counties. HUD's FMR areas are based on the most

! HUD estimates FMRs for units of different sizes as measured by the number of bedrooms and publishes FMRs
for zero-bedroom (efficiency) units to four-bedroom units. For purposes of this discussion, the set of FMRs HUD
estimates for an area is referred to as “the FMR.”

Cityscape: A Journal of Policy Development and Research ® Volume 21, Number 3 ¢ 2019 Cityscape 3
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current Office of Management and Budget (OMB) definitions of metropolitan areas® with
some exceptions.’?

Beginning in 2009, the Office of Policy Development and Research (PD&R) undertook the

task of developing FMRs that vary within metropolitan areas. After examining a variety of

levels of geography, PD&R developed Small Area Fair Market Rents (SAFMRs) for ZIP Codes
within metropolitan areas. SAFMRs are designed to enable HCV tenants to access more units in
neighborhoods of opportunity because they more accurately reflect the cost of rental housing in
these areas. At the same time, and for the same reason, SAFMRs will discourage HCV tenants from
locating in neighborhoods of concentrated poverty.

Fair Market Rents and the Housing Choice Voucher Program'

The HCV program is the federal government’s major program for assisting very low-income
families, the elderly, and people with disabilities in affording decent, safe, and sanitary housing in
the private market. Housing choice vouchers are administered locally by public housing agencies
(PHASs). PHASs receive federal funds from HUD to administer the voucher program.

A family that is issued a housing voucher is responsible for finding a suitable housing unit

of their choice where the owner agrees to rent under the program. This unit may include the
family’s present residence. Rental units must meet minimum HUD standards of health and safety,
as determined by the local PHA. The participant is free to choose any housing that meets the
requirements of the program and is not limited to units located in subsidized housing projects.

A housing subsidy is paid to the landlord directly by the PHA on behalf of the participating family.
The family then pays the difference between the actual rent charged by the landlord and the
amount subsidized by the program. Because housing assistance is provided on behalf of the family
or individual, participants can find their own housing, including single-family homes, townhouses,
and apartments.

At the most basic level, the amount of housing assistance provided to each family is a function

of two components: (1) the family’s level of income, and (2) the PHA payment standard. In the
HCV program, families are required to pay 30 percent of their income toward rent. The PHA
administering the voucher program sets the payment standard. With some exceptions, payment
standards are calculated between 90 and 110 percent of the FMR for the area. Payment standards
are the amounts generally needed to rent a moderately-priced rental unit in the local market. PHAs
may set multiple payment standards for different parts of their operating area.

2 HUD updates the metropolitan area definitions once the metropolitan area definitions are incorporated into the
American Community Survey (ACS) data used in the calculation of FMRs.

* In general, HUD makes exceptions to the OMB metropolitan area definitions when the OMB definition is larger
than HUD’ definition of housing market areas. The annual Federal Register notices announcing the FMRs for the
upcoming fiscal year (FY), typically published around September 1, contain explanations of how HUD constructs the
FMR geography:.

* The description of the Housing Choice Voucher Program is adapted from information obtained at https://www.hud.
gov/program_offices/public_indian_housing/programs/hcv/about/fact_sheet.
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FMRs are calculated based on gross rents paid for standard quality rental units occupied by
recent movers collected locally through the American Community Survey (ACS).> The level at
which FMRs are set is expressed as a percentile point within the rent distribution of standard-
quality rental housing units.® The current definition used is the 40th percentile rent,” the dollar
amount below which 40 percent of the standard-quality rental housing units are rented. The
40th percentile rent is drawn from the distribution of rents of all units occupied by recent movers
(renter households who moved to their present residence within the current or previous year of
responding to the ACS). HUD is required to ensure that FMRs exclude non-market rental housing
in their computation. Therefore, HUD excludes all units falling below a specified rent level
determined from public housing rents in HUD’ program databases as likely to be either assisted
housing or otherwise at a below-market rent, and units less than 2 years old.®

The History of Small Area Fair Market Rents

HUD has been calculating FMRs since at least 1974 (39 FR 43943). Over the years, the data
sources, calculations methods, and geographic area definitions have changed. Notwithstanding
these changes, two constants have remained: FMRs have been calculated for “market areas™ and
there was a single FMR for each area.

Original Calculation of Small Area Fair Market Rents

A Government Accountability Office (GAO) report from 1994 titled “Rental Housing: Use of Small
Market Areas to Set Rent Subsidy Levels Has Drawbacks” (GAO/RCED-94-112)" states “fair market
rents based on smaller geographic areas would better reflect the rent levels typically prevailing
within those smaller markets” (page 5 of the report). The drawbacks, as summarized below, were
too great to allow the use of smaller rent geographies in determining FMRs at that time.

*  The cost of collecting the additional data needed to accurately and reliably determine and update
FMRSs could be substantial—ranging from $5 million to as much as $750 million annually.

> The ACS is the primary socioeconomic and demographic survey of the U.S. Census Bureau. It has been conducted
since 2005. See https://www.census.gov/programs-surveys/acs.

© Standard-quality rental housing units have the following attributes: occupied rental units paying cash rent; specified
renter on 10 acres or less; full plumbing; full kitchen; unit more than 2 years old, and meals not included in rent.

" There is no statutory requirement for the FMR percentile. Effective 9/14/95, HUD promulgated a regulatory change
(60 FR 42222) which set the FMR percentile at the 40th, down from their estimation at 45th percentile as a cost
savings measure.

% The specified rent level is known as the “Public Housing Cut Off” and is described more fully at: https:/www.
huduser.gov/portal/datasets/fmr/fmrs/FY2014_code/Public_Housing_Adjustments_for_FMRs_Final.pdf.

? Little is known about how the earliest FMR calculations were completed. A visual inspection of the referenced
Federal Register notice lists the FMRs for “Market Areas” which appear to be areas larger than single counties. As
examples, market areas are listed as “Atlanta” or “Chicago” or “San Francisco.”

'% The report is available at https://www.gao.gov/products/RCED-94-112.
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*  The costs per assisted household could increase and result in a smaller number of households
being served by the Section 8 program unless the program total funding was increased,
which is unlikely. Program costs could increase if the assisted households moved from market
areas where the FMR was reduced to market areas where it was increased. In addition, costs
could rise if FMRs could increase but not decrease from the current levels.

e FMR could decrease in some areas, thereby restricting housing choices for the assisted
households seeking units in those areas.

50th Percentile Rents as a De-Concentration Tool

In 2000, HUD identified a pattern of high voucher concentration in relatively low-cost areas.

To provide a broad range of housing opportunities throughout the metropolitan area, HUD
established FMRs at the 50th percentile by an interim rule published on October 2, 2000. Areas
had to meet the following eligibility criteria to use 50th percentile FMRs:

e contain at least 100 census tracts;

» atmost, 70 percent of the census tracts with at least 10 two-bedroom units are in census tracts
where at least 30 percent of two-bedroom rental units have gross rents at or below the 40th
percentile FMR;

* atleast 25 percent of the tenants in the FMR area reside in the 5 percent of the census tracts
within the FMR area that have the largest number of program participants.

After an area was selected to use 50th percentile FMRs, they would have 3 years to show
measurable de-concentration of program participants. If de-concentration was not shown or if the
FMR area deconcentrated but fell below 25 percent of the tenants’ rule, the FMR area would not be
allowed to continue to use 50th percentile FMRs. The objective of 50th percentile FMRs was to give
PHAs a tool to assist them in de-concentrating voucher program use patterns. The theory behind
50th percentile FMRs was that by providing certain areas with larger subsidy thresholds, voucher
holders would be able to use higher subsidy levels to move into higher opportunity neighborhoods.
Unfortunately, as HUD would later discover, raising the level of FMRs uniformly throughout an
FMR area did not provide a suitable incentive structure to move and the implementation of 50th
percentile FMRs led to administrative complexities for PHAs."

Current Analysis of Small Area Fair Market Rents

At the beginning of the Obama administration, PD&R was challenged to explore the possibility
of calculating FMRs for geographies smaller than metropolitan areas. The first 5 years of ACS
data became available in 2010. This allowed access to smaller geographies that would be updated
at least every 5 years, which negated the first and most important cost concern expressed in the
GAO report.

'! Establishing a More Effective Fair Market Rent System; Using Small Area Fair Market Rents in the Housing Choice
Voucher Program Instead of the Current 50th Percentile FMRs (Small Area FMR Final Rule, 81 FR 80567), Section
11 — Background, page 80570.
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In 2009, when HUD began to research calculating FMRs for areas smaller than metropolitan areas,
one of the first questions to be addressed was “what level of geography should HUD target?” Some
possible candidates were counties, census tracts, congressional districts, school zones, and ZIP
Codes. There are plusses and minuses for each of these geographic definitions. Counties may still
be too large. For example, the Flagstaff, Arizona metropolitan statistical area (MSA) is comprised
solely of Coconino County, Arizona. There would be no additional geographic delineations for
Flagstaff if counties were selected. An individual census tract is typically too small to be considered
a housing market, and easily determining what census tract a housing unit is in is not trivial while
in the midst of a housing search. Identification is a similar issue for congressional districts and
school zones. In the end, HUD decided to use ZIP Codes because:

o ZIP Codes are widely understood by HUD? clients;
o ZIP Codes are small enough to localize rents;

»  ZIP Codes are large enough in many cases to have statistically reliable, annually updated data
available from the U.S. Census Bureau.

Originally, SAFMRs were calculated by establishing the relationship between rents in the ZIP Code
to rents in the metropolitan area where the ZIP Code is found. HUD identified this relationship as
a “rent ratio.” The rent ratio was determined by dividing the median gross rent across all standard
quality units for the small area (a ZIP Code) by the similar median gross rent for the metropolitan
area (the Core Based Statistical Area or CBSA) of the ZIP Code."> HUD adopted the rent ratio
method for calculating SAFMRs under the assumption that inter-area rent relationships are stable
over time and to ensure that an SAFMR value would be calculatable for each small area.

The rent ratio was calculated using median gross rents provided by the Census Bureau for both
the small area and its encompassing metropolitan area. HUD restricted the use of ZIP Code level
median gross rents to those areas for which the margin of error of the ACS estimate is smaller
than the estimate itself. The rent relationship was calculated in the following manner for those ZIP
Codes within the metropolitan area that have a sufficiently small margin of error:

Rent Ratio = Median Gross Rent for ZIP Code Area/Median Gross Rent for CBSA

The rent relationship was capped at 150 percent for areas that would otherwise be greater. This
cap was instituted as a mechanism for ensuring that HCV program funds are used as judiciously
as possible. At the time of the institution of the SAFMR demonstration program, 2000 census data
showed that only 1 percent of all metropolitan ZIP Codes had rents above this 150 percent.

If the gross rent estimate for a ZIP Code within the CBSA either did not exist or had a margin of
error that is greater than the estimate, then the median gross rent for the county within the state
containing the ZIP Code was divided by the similar median gross rent for the CBSA of the ZIP
Code; the gross rent relationship is calculated as:

Rent Ratio = Median Gross Rent of the County/Median Gross Rent of the CBSA

'2 Median gross rents were used in this analysis because no special tabulations were needed to acquire the data.
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To estimate the rent for a two-bedroom unit in a small area for the current year, HUD multiplied
the rent ratio by the current estimate of the 40th percentile two-bedroom rent for recent movers,
who had moved into standard quality units, for the entire metropolitan area containing the

small area. HUD used data from the ACS tabulations for ZIP Code Tabulation Areas (ZCTAs).

The Census Bureau requires the use of ZCTAs to report data for ZIP Codes, because ZCTAs are a
standard census geography. In addition to Census Bureau defined-ZCTAs, HUD produces SAFMR
estimates for ZIP Codes obtained from the U.S. Postal Service where the number of residential
addresses is greater than zero. The rent ratio set for these ZIP Codes is based on the county-to-
metropolitan relationship for the ZIP Code in question.

To set the floor for SAFMRs in a metropolitan area, HUD compared two-bedroom SAFMR
estimates with the state nonmetropolitan minimum two-bedroom rent for the state in which

the area is located that is established as a floor for all FMRs. If the ZIP Code-rent determined
using the rental rate ratio is less than the state minimum, the ZIP Code-rent is set at this state
nonmetropolitan minimum. SAFMR for bedroom counts other than two-bedroom units are based
on the bedroom-size relationships estimated for the metropolitan area. The final calculated rents
were then rounded to the nearest $10.

The Use of Small Area Fair Market Rents in the Dallas, Texas HUD Metro Fair
Market Rent Area

In 2007, The Inclusive Communities Project (ICP), a non-profit fair housing focused organization
working in the Dallas metropolitan area, sued HUD alleging that “HUD is violating its obligation
to set market area fair market rentals for the Dallas-area Section 8 programs.”” ICP objected to
HUD’s use of a multicounty area definition for the Dallas metropolitan area. While not admitting
guilt, HUD agreed to settle with the plaintiff by naming the Dallas, Texas HUD Metro FMR area
(HMFA) as an SAFMR Demonstration Participant. The intent to run an SAFMR demonstration

was announced in May 2010 through a Federal Register notice (75 FR 27808). HUD announced
the Dallas, Texas HMFA as a demonstration participant via the Federal Register notice announcing
proposed fiscal year (FY) 2011 FMRs (75 FR 46958). This marked the first time that SAFMRs were
required to be used in the administration of the HCV program.

The Volunteer Demonstration

Within the same Federal Register notice announcing Dallas’ required use of SAFMRs, HUD
solicited volunteers to participate in the demonstration. To be eligible to apply, “the PHA or a group
of PHAs must represent at least 80 percent of the Section 8 voucher tenants in a metropolitan area.
Any PHA that is part of the Demonstration Project must use payment schedules based on these
SAFMRs, beginning October 1, 2010, or when they are designated as a Small Area Demonstration
Project in a subsequent Federal Register Notice.”

Response to HUD’s call for volunteers may best be described as non-existent. From personal
conversations with the managers of apparently suitable PHAs, HUD leadership determined that

13 Paragraph 9 of Plaintiff's complaint, Case 3:07-cv-00945, filed in the United States District Court Northern District
of Texas Dallas Division, May 29, 2007.
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PHAs were unwilling to volunteer due to the financial uncertainties of operating their programs
using SAFMRs.

After further considerations, using some Transformation Initiative* funding, HUD devised

a strategy to offer SAFMR demonstration participants additional funding to be used to offset

the necessary administrative expenses incurred due to the switch to SAFMRs. HUD further
decided that rather than ask for volunteers, HUD would randomly select PHAs to participate in
the demonstration. PHAs who were selected to participate had the opportunity to decline the
invitation. HUD made three rounds of offers to PHASs to participate in the Demonstration between
July and September 2012. In all, five PHAs accepted HUD’s invitation to participate in the SAFMR
demonstration and they joined the PHAs in the Dallas, Texas HMFA® in using SAFMRs in their
service area beginning in 2012.

The Small Area Fair Market Rent Demonstration Evaluation

In 2015, an evaluation was launched to evaluate the extent to which SAFMRs could provide an
effective means for HCV holders to move into higher-opportunity areas without significantly raising
overall subsidy costs. The five PHAs' that agreed to participate in the SAFMR Demonstration,
along with two PHAs from the Dallas metropolitan area, were examined in this SAFMR
Demonstration Evaluation study. These seven SAFMR PHAs were compared with a group of 138
PHAs that had similar economic and demographic factors as those in the demonstration. The
evaluation revealed that voucher families in the PHAs using SAFMRs were more likely to move

to areas of high-opportunity than the “Comparison PHAs,” that were using area-wide FMRs. This
was especially the case for families with children in the SAFMR PHAs. There was a loss of about 3
percent of the units available for the SAFMR PHAs.

The Rulemaking

Although the demonstration was still ongoing, research concerning the benefits of SAFMRs began to
appear. One aspect of this research was the benefits of SAFMRs as a tool to assist PHAs and voucher
holders in tackling the problem of high voucher concentration in high poverty or low-income areas."”

HUD began the process of changing the voucher program rules pertaining to FMRs (along with
ancillary program rules related to FMRs) through the publication of an Advanced Notice of
Proposed Rulemaking on June 2, 2015 (80 FR 31332). This notice was followed by a Notice of
Proposed Rulemaking issued June 16, 2016 (81 FR 39218), and the Notice of Final Rulemaking on
November 16, 2016 (81 FR 80567). The final rule became effective on January 17, 2017.

'* More information about the Transformation Initiative is available at https://www.huduser.gov/portal/about/
trans_init.html.

1> Additional details regarding the process HUD used to randomly select PHAs for the demonstration may be found in
HUD’s November 20, 2012 Federal Register notice (77 FR 69651).

' The five PHAs that agreed to participate in the demonstration included the Housing Authority of the City of Laredo
(Texas), the Town of Mamaroneck Housing Authority (New York), the Chattanooga Housing Authority (Tennessee),
the Housing Authority of Cook County (Illinois), and the City of Long Beach Housing Authority (California).

' Collinson, Robert A., Ganong, Peter. “The Incidence of Housing Voucher Generosity” Cambridge, MA: Harvard
University, 2015.
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Through the rule, HUD established an alternative to its 50th percentile FMR criteria to evaluate the
concentration of voucher holders in metropolitan areas and to determine if SAFMRs would be a
good candidate to help solve the high concentration issues in each area.

In a Federal Register notice accompanying the Final Rule (81 FR 80678), HUD identified 24
metropolitan areas where vouchers are highly concentrated in areas of high poverty or low-income
and where SAFMRs would likely help. PHAs with jurisdiction in these areas were ultimately
mandated to use SAFMRs to determine payment standards rather than metropolitan FMRs. Other
PHAs were given the opportunity to opt-in with HUD approval.

The Implementation of the Rule

HUD designated 24 metropolitan areas where the use of SAFMRs is mandatory. PHAs that

directly administered HCV assistance for families within the 24 designated metropolitan areas, or
“Designated SAFMR PHAs” areas were required to implement SAFMRs by April 1, 2018. In contrast
to FMRs, SAFMRs do not apply to any programs other than the HCV program. Other programs that
use FMRs (for example, the HOME Investment Partnerships Program) continue to use metropolitan
area-wide FMRs regardless of whether SAFMRs have been designated for HCV tenant-based
assistance within the same metropolitan area. Designated SAFMR PHAs are not required to, but have
the option to, use them for their Project-Based Voucher (PBV) Program as well.

Following a new SAFMR becoming effective, designated PHAs and opt-in PHAs have 3 months to
implement new payment standards that fall within the 90 to 110 percent range of the SAFMR.*
The rule offers PHAs the flexibility to group multiple ZIP Codes into larger payment standard areas
or to adopt unique payment standards for each ZIP Code within its jurisdiction.

In the year that a metropolitan area first implements SAFMRs, the SAFMR for each ZIP Code
cannot be less than 90 percent of the Metro Area FMR of the previous FY. In subsequent years, the
SAFMR for an area is not allowed to be less than 90 percent of the SAFMR for the previous FY.

Once an area has been designated as a SAFMR area, it remains so permanently. HUD will review
and update the list of designated SAFMR areas every 5 years as new data becomes available.

Current Calculation Methods

Current calculation of SAFMRs begins by examining each ZIP Code’s 40th percentile gross rent
estimates. If a ZIP Code has a statistically reliable (based on the margin of error and sample size)
gross rent in at least two of the most recent three ACS releases, the average of those rents is used as
the current year’s “base rent”. HUD uses the average to account for inherent volatility of estimates at
low levels of geography in the ACS. Because the base rent represents a 5-year, all-mover estimate,
the base rent is updated using the recent mover factor, inflation update factor, and inflation trend
factor of the ZIP Code’s parent metropolitan area. For ZIP Codes without a useable base rent, a

'8 One of the areas identified through the rulemaking process was the Dallas, Texas HMFA. Consequently, only 23
additional areas were required to start using SAFMRs as part of the rulemaking.

' The rule implements a 3-month window for setting payment standards within the basic range for all newly
published FMRs, not only SAFMRs.
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rent ratio is calculated as discussed previously, although the current practice is to consider the
parent HMFA rather than the entire CBSA to further localize SAFMRs. If a ZIP Code does not have
a useable base rent or ratio and is bordered by ZIP Codes which do, an average of its neighboring
SAFMRs is used. Otherwise, a county-based ratio is used. SAFMRs remain subject to the state
minimum, 150 percent cap, and a year-to-year maximum decrease of 10 percent.

The Symposium Papers

Research conducted and presented within this symposium falls into two general categories. First,
several contributions extend on the research and findings related to the SAFMR Demonstration.
Second, researchers examined the activities pertaining to the implementation of SAFMRs in the
areas required by the rule to do so and to look at alternative measures of rent to assess the quality
of SAFMRs in these areas. Submissions for this Symposium were advertised through a Call for
Papers published on HUDUSER.gov. The guest editors received 14 proposals for the edition. The
guest editors reviewed the proposals and considered how each proposal would contribute to the
body of knowledge concerning SAFMRs. The guest editors selected 10 of the proposals to move
forward. Each of the nine submissions summarized below was reviewed by each of the guest
editors who provided comments on the initial submissions. Each submission was assigned a
specific corresponding editor who worked with each corresponding author to complete a finished
product. Finally, the guest editors reached out to the two international commentators asking

for their review of several of the submissions vis-a-vis their experience with housing assistance
programs on an international stage.

Small Area Fair Market Rent Demonstration Articles

Work in the first category includes research by Dastrup, Ellen, and Finkel which extends the
work completed by the SAFMR Demonstration Evaluation with a specific focus on the impacts

of the implementation of SAFMRs on families with children. The authors test whether varying
housing assistance subsidy caps with ZIP Code rent levels (that is, introducing SAFMRs) increases
the likelihood that voucher-holder families with children relocated in higher-opportunity
neighborhoods, as proxied by poverty rates, the proficiency levels of local elementary schools,
jobs proximity, and environmental hazards. Because Dastrup et al. focus on families with children,
they focus on school proficiency levels and poverty rates. To estimate impacts, the authors use

a difference-in-differences specification on a repeated cross-section of administrative data to
estimate the effect of the introduction of SAFMRs in seven PHAs as compared with a large group
of agencies that continued to operate under metro area FMRs. Five years after implementation,
SAFMRs do not appear to affect overall move rates, but they meaningfully affect the locational
outcomes among families with children who move. The share of such families settling in
neighborhoods in the top quartile of our opportunity index measure increases by 11 percentage
points (a 120 percent increase).

McClure and Schwartz examine the interplay between SAFMRs and locational choice for voucher
families of different races. McClure and Schwartz explore the idea that the efficacy of the SAFMR
program may ultimately hinge on the race and ethnicity of the voucher holder. The authors
consider the role that race will play in voucher holders maximizing the benefits of SAFMRs by
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acknowledging the persistence of racial segregation in the United States and the potential
implications of this given that a majority of voucher holders are either Black or Hispanic. Their
analysis of all metropolitan areas exceeding a population of 1 million or more shows that nearly
all the growth in HCV-eligible units would occur in ZIP Code areas that are either predominantly
White or that are integrated. The consequence of this finding is that widespread implementation
of SAFMRs could make it more difficult for minority voucher holders to find eligible units
because the maximum qualifying rents would be reduced in many neighborhoods with large
concentrations of minority voucher holders. McClure and Schwartz conclude that more will
need to be done to help Black and Hispanic HCV recipients learn about predominantly White
and integrated neighborhoods and their housing opportunities, because most people live in
segregated areas dominated by people of their own race or ethnicity. Most likely, these needs will
have to be addressed by PHAs and their nonprofit partners providing transportation assistance
and other forms of support to help HCV recipients in segregated low-income communities find
housing in opportunity neighborhoods and to provide services to help remain in their new
neighborhoods. Housing counseling and case management will need to be enhanced.

Geyer, Dastrup, and Finkel examine whether the implementation of SAFMRs impacts a voucher
family’s length of stay in the HCV program. This research looks at the seven SAFMR PHAs
compared with 138 “Comparison PHAs” from the SAFMR Demonstration Evaluation. The
authors find that using SAFMRs reduces the length of stay for voucher tenants. The study found
a median length of participation in the HCV program of 11 years. For those seven PHAs using
SAFMRs, this exit rate declined by about 2 years to 9 years. Increased attrition effects are largest
among households living in lower- and moderate-rent areas at the time of SAFMR introduction.
While tenants in lower-rent areas may be forced out by landlords refusing to rent at lower
SAFMRSs, the greater attrition in moderate rent households is not easily explained. Although
households with a working-age adult, as opposed to households with seniors, are more likely
to have increased attrition under SAFMRs in the HCV program, this does not translate into
improved financial resources. This merits further study to determine why working adults are
leaving the program when they still need housing resources.

Edgar Olsen examines the assertion that HUD overpays for housing units in the HCV
program and opines on SAFMRs impact on this issue. Olsen’s research provides a
comprehensive theoretical analysis that leads to the expectation that the worst voucher units
and those in the worst neighborhoods will usually rent for more than the mean market rent
of identical units and the best units in the best neighborhoods will rent for less than this
amount. This paper summarizes and assesses the data, methods, and results of the major
studies examining overpayment. The evidence is consistent with the general pattern predicted
by the comprehensive theoretical analysis. It is also consistent with an alternative explanation
that challenges its interpretation as overpayments and underpayments for voucher units.

The mix of units with estimated overpayments and underpayments varies across studies. The
weight of the evidence is that these aggregate differences are modest. Finally, the evidence
available indicates that SAFMRs will decrease the rents paid for voucher units with any
specified set of characteristics in the worst neighborhoods and increase the rents of such
units in the best neighborhoods.
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Marietta Haffner, a senior researcher at the Delft University of Technology, and Christine Whitehead,
Emeritus Professor of Housing Economics at the London School of Economics, reviewed research
from this first category and lend their commentary from an international perspective.

Alternative Measures of Market Rents

In the second category of research, Patterson and Silverman evaluate the early implementation
strategies of the 24 PHAs required to implement SAFMRs with an emphasis on their payment
standard setting behavior. Overall, the authors find that the payment setting practices of these
PHAs show low fidelity to the SAFMR Rule’s opportunity advancement goals. Although average
payment standards hovered around 100 percent of the published SAFMRs, those in low-
opportunity areas were generally above 100 percent and offset by payment standards below 100
percent in high opportunity ZIP Codes. In addition, the practice of tiering payment standards,
adopted by at least one PHA in 22 of the 24 mandated areas further exacerbates the low fidelity

to opportunity advancement goals. The authors recommend that HUD improve its monitoring

of the 24 mandated areas, which are currently not required to provide HUD with copies of

their payment standards and establish rules for tiering payment standards that conform to the
opportunity advancement goals of the SAFMR rule. The authors also indicate that HUD should
ensure Moving to Work (MTW) agencies in the mandatory areas remain faithful to the goals of the
SAFMR rule. The guest editors note that all PHAs face tensions between supplying deep subsidies
that provide access to high opportunity areas—at the cost of serving fewer families—and providing
shallower subsidies so more families may be assisted—at the cost of potentially limiting access to
highest opportunity areas. Further, the guest editors believe that MTW agencies must continue

to serve as laboratories that test the most effective use of limited housing subsidy dollars against
many competing program goals, including ending homelessness, promoting self-sufficiency, and
Improving access to opportunity areas.

In “Comparing Small Area Fair Market Rents to Other Rental Measures Across Diverse Housing
Markets,” Hess, Walter, Acolin, and Chasins compare SAFMRs with rents measured using
webscraped rental listings and other private sources of data for three markets in which the PHAs
have shifted to localized payment standards: (1) Fort Lauderdale, Florida; (2) San Antonio, Texas;
and (3) Seattle, Washington. They explore correlations among the different sources and synthesize
the private data into a combined ZIP Code-level rent estimate. They show spatial correlations
among the ratios between SAFMRs and combined rent estimates and examine the difference in
neighborhood-level housing stock characteristics. Finally, they explore the PHAs’ decision making
process in choosing how to incorporate SAFMRs and identify challenges and risks going forward
based on the data analysis.

Blackhurst, Briem, and Deitrick show that, in the case of Pittsburgh, Pennsylvania, moving from
SAFMRSs has helped to increase the number of eligible units across different rental markets,
however, increases in eligible units are less noteworthy in markets with higher rents. The authors
observe that the disparity between SAFMRs and estimated rents for Pittsburgh, Pennsylvania (from
listings available through Rent Jungle), increases substantially in areas with higher estimated rents.
This finding offers insight on a potential implication of the 150 percent cap of the FMR on SAFMR.
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Lastly, this article evaluates the effectiveness of using ZIP Codes as a suitable geographical unit for
delineating rental markets and presents an approach for constructing rental market clusters that
are representative of varying spatial amenities. The authors conclude that using a combination of
clustering and nearest neighbor algorithms are better predictors of market rents than ZIP Codes
and require fewer market delineations.

Aksel Olsen examines the impact of implementing SAFMRs through comparisons with rental data
acquired from Craigslist. Nationally, the study found that FMRs represented 35 percent of the
rental distribution, which is reasonably close to the target 40 percent, but for the 24 mandatory
SAFMR areas FMRs provide only 32 percent. With the implementation of SAFMRs, however, the
rental distribution for the 24 SAFMR areas increases to more than 40 percent. The change from
using FMRs to using SAFMRs increases the count of units available in higher cost and higher
opportunity areas with only a relatively minor loss of availability in low opportunity areas. The
authors found that the highest opportunity areas have more than 45 percent of listings using
SAFMRs. While this boost was largest for the 24 mandatory areas, it was nonetheless significant
for a group of 625 metropolitan areas assuming the use of SAFMRs. This result shows that a
broader application of SAFMRs will increase housing availability, especially in higher opportunity
areas. Challenges remain in dealing with existing tenants in areas where payment standards will
decline on implementation of SAFMRs, however, especially in very tight markets. While the most
constrained markets, where rents are very high and availability very low, have the greatest need to
use SAFMRs to allocate scarce resources to higher opportunity areas, the tight housing market in
these areas may be an impediment to a successful SAFMR implementation.

Finally, Casey examines similar comparisons using Zillow data. Monthly lease prices for 1- to
4-bedroom rental units (about 12 million) are collected from the Zillow platform for the 24 metro
areas mandated to use SAFMRs. The author finds that under the SAFMR rule, there is an increase
in the number of units that are affordable to voucher holders compared with the number of units
when using the areawide FMR in low poverty ZIP Codes. On the other hand, the number of units
affordable to voucher recipients using SAFMR is less than the number of units using the areawide
FMR for high-poverty ZIP Codes. Because this is a case study, it remains to be seen if the findings
will hold true for other segments of advertised rental listings.

Conclusion

The research conducted as part of the first group of papers is conducted on a limited set of PHAs
and metropolitan areas. Furthermore, PHAs required to use SAFMRs as part of the rulemaking
criteria have been doing so for less than 2 years. The articles in this symposium tremendously
expand the body of knowledge surrounding the use of SAFMRs; however, we postulate that this is
but a fraction of the work to come.
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Abstract

This paper reports and extends the quantitative findings of the Small Area Fair Market Rent
Demonstration Evaluation, focusing on the important subgroup of families with children. We test whether
varying housing assistance subsidy caps with ZIP Code rent levels (that is, introducing Small Area Fair
Market Rents or SAFMRs) increases the likelihood that voucher-holder families with children locate in
higher opportunity neighborhoods, as proxied by poverty rates, the proficiency levels of local elementary
schools, jobs proximity, and environmental hazards. Because of our focus on families with children,

we pay particular attention to school proficiency levels and poverty rates. We estimate a difference-in-
differences specification on a repeated cross-section of administrative data to estimate the effect of the
introduction of SAFMRs in seven public housing agencies as compared to a large group of agencies that
continued to operate under metro area FMRs. Five years after implementation, Small Area FMRs do not
appear to affect overall move rates, but they meaningfully affect the locational outcomes among families
with children who move. The share of such families settling in neighborhoods in the top quartile of our
opportunity index measure increases by 11 percentage points (a 120-percent increase).
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Introduction

The Housing Choice Voucher (HCV) program, the largest housing assistance program administered
by the United States Department of Housing and Urban Development (HUD), provides rental
subsidies to over 2.5 million children under the age of 18. The median of these children’s families’
annual income is approximately $15,000 (in 2008), with 73 percent having family incomes below
the federal poverty level (Horn, Ellen, and Schwartz, 2014).!

HCV subsidies allow households to rent units on the private market. In theory, voucher holders
can locate in a wide variety of neighborhoods, including low-poverty neighborhoods that offer
a rich set of resources and opportunities. In practice, however, households with vouchers are
frequently concentrated in high-poverty neighborhoods with limited access to the amenities and
services associated with economic opportunity.

A growing body of evidence, summarized below, documents that low-income children benefit
from spending more of their childhood living in neighborhoods with lower poverty rates and with
schools that have higher proficiency rates. So, a key question for policy makers is how to enable
more voucher families with children to move to higher-opportunity areas. Because resources for
such policies are limited, strategies that can encourage such moves without significantly raising
overall subsidy costs are especially needed.

We explore the efficacy of one particular policy reform aimed at encouraging moves to higher-
opportunity neighborhoods: Small Area Fair Market Rents (SAFMRs), voucher ceiling rents that
vary with ZIP Code rent levels.> Traditionally, ceiling rents in the HCV program have been based on
a Fair Market Rent (FMR) set for an entire metropolitan area (metro FMR). We evaluate the effect of
a demonstration that HUD launched in late 2012 to test Small Area FMRs in five randomly selected
public housing agencies (PHAs): Chattanooga Housing Authority (Tennessee), Housing Authority
of Cook County (Illinois), Housing Authority of the City of Laredo (Texas), Housing Authority of
the City of Long Beach (California), Town of Mamaroneck Housing Authority (New York).> We also
include two housing agencies in the Dallas, Texas metro area, where SAFMRs were introduced in
2011 as part of a legal settlement (Housing Authority of the City of Dallas and Housing Authority
of Plano). We compare pre to post changes in opportunity measures for the ZIP Codes where
voucher families with children locate in these seven SAFMR PHAs to the same location outcomes
over the same time period for a large sample of voucher families with children assisted by PHAs
that were eligible for the demonstration but were not randomly selected to participate.

Our empirical analysis shows that, as intended, SAFMRs increase the pool of units affordable to
voucher holders in high-opportunity neighborhoods and decrease the number affordable in low-
opportunity neighborhoods. Further, we find evidence that the shift to SAFMRs affects voucher
holder families’ choice of locations. We find that HCV families with children are no more or less

! With an estimated 6.1 million families with children with incomes below the poverty line in 2008, the HCV program
provides rental subsidies to approximately 12 percent of families with children with below-poverty incomes.

* While the FMR plays a key role in determining the subsidy amount, the actual voucher ceiling, or payment
standard, is set by the PHAs. Payment standards generally fall between 90 and 110 percent of the FMR.

> Many of the findings we report here are also reported by the authors in the Small Area Fair Market Rent
Demonstration Evaluation: Final Report, Dastrup et al. (2018).
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likely to move after the implementation of SAFMRs. We find strong effects, however, among
those that do move. Using a difference-in-differences regression framework, we find that these
mover households are 6.7 percentage points more likely to locate in a ZIP Code that ranks at
least one decile higher (within the metro area) in our ZIP Code opportunity index as a result of
the introduction of SAFMRs. Although effects are largest among movers, we also see shifts in the
locational choices of new voucher holder families with children. Nonetheless, after 5 years, one-
third of voucher holders with children in our study area still live in neighborhoods in the bottom
quartile of our opportunity measure.

We find variation across housing authorities depending on local housing market conditions.
Specifically, the extent to which the catchment area of the housing agency includes rental units
where voucher holders can enjoy higher subsidies after the introduction of SAFMRs plays an
important role in whether the policy can encourage moves to higher rent neighborhoods. In some
cases, most ZIP Codes in the catchment area, or service area of a housing agency, have average rents
that are lower than the 40th percentile rent in the larger metro area. In such a housing agency, the
SAFMRs will largely fall below original FMRs, meaning that the number of units that rent below
the voucher ceiling will fall. Switching to SAFMRs in such a housing agency may be problematic,
as the pool of available units may shrink. At the other extreme, if the ZIP Codes in the housing
agency’ service area have rents that are generally above the metro area rents, a switch to SAFMRs
will generally increase the pool of available units.

In late 2016, HUD made SAFMRs optional for all PHAs, and beginning in 2018, it required

the housing agencies in 24 metro areas to administer their tenant-based voucher program using
SAFMRs. By mandating SAFMRs in entire metropolitan areas rather than individual housing
agencies, HUD limited the change in the pool of available units within a metro area. Given this
mandate, together with the greater flexibility nationwide, we will see increased use of SAFMRs in
the coming years, and this article sheds important light on their potential effect on voucher holder
families with children.

Background and Literature

Housing Choice Voucher Program and Neighborhood Access

One of the long-standing arguments for tenant-based subsidies is that they give people far more
choice about where to live and allow them to reach a broader set of neighborhoods (Orlebeke,
2000; Schwartz, 2006). Research shows that neighborhoods make a difference in people’ lives.
The strongest such evidence comes from the Moving to Opportunity (MTO) for Fair Housing
demonstration program experiment. Analysis of the MTO experiment found that children who
moved to lower-poverty neighborhoods through the program had improved academic outcomes
(Turner, Nichols, and Comey, 2012) and enjoyed significantly improved college attendance rates
and earnings in young adulthood (Chetty, Hendren, and Katz, 2016). Adults also benefited from
increased time in lower-poverty neighborhoods, with significant improvements to their health and
well-being (Ludwig et al., 2011) and some evidence of employment and earnings gains (Turner,
Nichols, and Comey, 2012).
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Despite these potential benefits, however, housing choice voucher holders, including families with
children, rarely use their vouchers to live in low-poverty neighborhoods. A number of research
papers have documented that voucher holders, especially Black and Hispanic voucher holders,
tend to live in highly disadvantaged areas (Devine et al., 2003; Galvez, 2010; McClure, 2008,
2011; Owens, 2012; Pendall, 2000). On average, voucher holders live in less disadvantaged
neighborhoods than the residents of public or other HUD-assisted housing (Devine et al.,
2003; Hartung and Henig, 1997; Kingsley et al., 2003; Pendall, 2000), but only in slightly less
disadvantaged neighborhoods than the average low-income household (Galvez, 2010; Pendall,
2000; Wood, Turnham, and Mills, 2008). These same patterns generally hold for neighborhood
poverty, socioeconomic disadvantage, violence, and school performance (Horn, Ellen, and
Schwartz, 2014; Lens, Ellen, and O'Regan, 2011).

One factor that is likely contributing to this concentration is the spatial distribution of

homes that are affordable to voucher holders under metro area-wide ceiling rents. In a recent
contribution to this body of research, McClure, Schwartz, and Taghavi (2015) conclude that “if
the nation wants to pursue poverty deconcentration through the [voucher] program, we cannot
rely on the program, as it is now structured, to accomplish this goal. Additional incentives and
constraints will be needed....” We test the impact of the new set of incentives offered by shifting
to SAFMRs.

Small Area Fair Market Rents

Historically, rental subsidies provided by the voucher program have been subject to a single, metro
area-wide cap, the area’s metro FMR, generally set at the 40th percentile of rents paid by recent
movers in the area. With a single rent cap, voucher holders have access to relatively few units in
high-rent neighborhoods. In late 2012, HUD launched the SAFMR demonstration to test whether
replacing traditional metro FMRs with subsidy limits that vary with ZIP Code rent levels enable
more voucher holders to reach neighborhoods of opportunity.* Specifically, to set SAFMRs in

the demonstration, HUD multiplied the metro FMR by the ratio of the ZIP Code median rent to
the metro area median rent, the “rent ratio” that HUD calculates for each ZIP Code from special
tabulations of U.S. Census Bureau (Census) data:

SAFMR = Rent Ratio * Metro FMR

As explained in the Dastrup et al. (2018) report, switching from metro FMRs to SAFMRs should
make a higher share of units available to voucher holders in higher rent neighborhoods, and a
lower share in lower rent neighborhoods. The share is the same where the rent ratio equals 1, and
the SAFMR equals the metro FMR.>

When SAFMRs are implemented at the level of the housing agency rather than the metro area, it
is also possible that a disproportionate share of ZIP Codes in PHA catchment areas have median
rents that fall below the metro median. This will mean that most ZIP Codes in that PHA will see a

* SAFMR became effective in demonstration PHAs in late 2012.

> See Kahn and Newton (2013) for a contemporary description of the demonstration. Full documentation of how
metro FMRs and SAFMRs are currently calculated by HUD is available at huduser.gov/portal/datasets/fmr.html and
huduser.gov/portal/datasets/fmr/smallarea/index.html.
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reduction in the share of units renting under the SAFMR. This is much more likely to happen in a
PHA whose jurisdiction is small relative to the full metro area.®

Two prior studies have modeled the likely effects of SAFMRs (or a similarly structured policy
reform) on voucher holder location outcomes. Geyer (2017) and Collinson and Ganong (2018)
introduce useful models that show that allowing subsidies to vary with small geographies within

a metro area may be effective in encouraging voucher holders to move to higher opportunity
neighborhoods. However, there are reasons to question the extent to which switching to SAFMRs
will help families with children reach higher opportunity areas. First, while SAFMRs may be
necessary to help families reach higher-rent neighborhoods, they may not be sufficient; it is unclear
in practice if landlords in higher-rent areas will be willing to participate in the voucher program.
Further, higher rent does not necessarily mean higher opportunity for families with children;
higher rents may capitalize amenities that have little relevance for children.

Two prior studies have also empirically examined the effects of SAFMRs. Reina, Acolin, and
Bostic (2018) study the short-term impact of the introduction of SAFMRs on locational outcomes
in Dallas and in HUD'’s demonstration sites. They find that after the shift to SAFMRs, voucher
households live in higher opportunity neighborhoods in Dallas than voucher holders in
surrounding counties, but they find no positive association with access to opportunity in the other
demonstration sites. Significantly, however, they only examine outcomes in 2014, just two years
after sites adopted SAFMRs, and the voucher program (including the demonstration) exempts
sitting tenants who stay in place from subsidy cap reductions for 1 to 2 years. Collinson and
Ganong (2018) also include an empirical analysis of the switch to SAFMRs in the Dallas metro
area and find that, after the adoption of SAFMRs, more voucher holders lived in high opportunity
neighborhoods, at no additional subsidy cost.

We build on these earlier papers in several ways. First, while Collinson and Ganong’s analysis is
restricted to the Dallas metro area, we offer an empirical analysis of the impacts of SAFMRs in

five additional jurisdictions across the country, which allows us to examine the effect of SAFMRs
when implemented in a variety of housing market contexts. Second, we analyze longer-term results
than any of the prior studies, observing voucher holders 5 years after implementation. This is

© The ability of PHAs to set payment standards between 90 to 110 percent of FMRs (and SAFMRs) may ameliorate the
effects of this reduction. Voucher holders are allowed to use their vouchers in other jurisdictions, but such portability
can be administratively difficult and is relatively rare. In our analysis sample here, only a small fraction of households
used their voucher in another jurisdiction, and preliminary analysis indicates that this did not change after the
adoption of SAFMRs. We omit these households from our sample. We also note that the within-ZIP Code distribution
of rents for rental units in ZIP Codes with median rents below and above the metro area median rent may also matter.
Consider, for example, a metro area in which the variance of rents is greater in ZIP Codes with median rents above

the metro area median than it is in ZIP Codes with median rents below the metro area median. In such a metro area, a
SAFMR that is 10 percent higher than the FMR in higher-rent neighborhoods will add fewer units than will be lost in

a ZIP Code where the SAFMR is 10 percent lower than the FMR. To illustrate this possibility, consider a hypothetical
geography of three ZIP Codes, A, B, and C, each with three rental units. The units in A rent for $10, $11, and $12, the
units in B rent for $12, $13, and $14, while units in C are more dispersed, renting for $13, $15, and $17. The 40th
percentile of all the rents is 12. Four of the units (three in A and one in B) have rents at or below this 40th percentile.
The median of all the rents is 13. The median rent of 11 in ZIP Code A is 15 percent lower, so a “SAFMR” for ZIP Code
A would be 0.85%12 = 10.2, with one unit renting below this amount. ZIP Code B shares its median with the overall
median, and still has one unit at or below 12. The median rent of 15 in ZIP Code C is 15 percent higher than the
median of all rents. At a resulting SAFMR of 1.15%12=13.8, one unit is now below the threshold. With only one unit in
each neighborhood now below SAFMR, the total number of units affordable has fallen from four to three.
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especially critical given that the voucher program contains provisions that existing voucher holders
are held harmless from declines in the subsidy cap that applies to them for 1 to 2 years after the
implementation of SAFMRs. Third, we focus on the key subgroup of families with children. As
discussed above, the potential for neighborhood opportunity to alter long-term outcomes makes
housing policy particularly relevant for these voucher holders. Finally, we also analyze the initial
location decisions of families with children newly receiving a voucher and distinguish them from
those of existing voucher holders who move.

Data and Methods

Our core interest lies in examining whether the shift to ZIP-Code level SAFMRs has enabled
voucher families with children to reach neighborhoods that offer a richer set of amenities and
opportunities for advancement, and at what, if any, additional cost. In this section we define the
opportunity index we use, introduce our sample and data, and review our methods.

Data and Sample

Our analysis requires a variety of datasets, both publicly available measures of neighborhood
opportunity and administrative data to which we gained access specifically for this study. Our
core dataset consists of HUD administrative records with individual-level detail on household
characteristics, income, and rent information for housing choice voucher holder families for the
fourth quarter of 2008 (a baseline period for identifying moves in 2009) through the last quarter
of 2017. The data include the ZIP Code and census tract where a voucher is used, tenant income
and rent payments, the total monthly housing assistance payment subsidy amount provided, and
household composition and demographics.

We also rely on the SAFMRs and metro FMRs that HUD publishes each year. For the analysis of the
potential of SAFMRSs to alter the location of homes affordable to voucher holders, we use fiscal year
(FY) 2015 data only, since we want to capture changes that result from rent formula changes rather
than any shifts in underlying rents.” For the analysis of voucher holder location outcomes over
time, we use FY2009 (pre-SAFMR) through FY2017 data.

We use a special tabulation of American Community Survey (ACS) data that the Census produces
for HUD in order to determine rent ratios and SAFMRs. The dataset reports estimates, by bedroom
size, of the number of units with rents in reasonably narrow ranges for each ZIP Code. We merge
2008-2012 ACS 5-year estimates, which provide a more accurate count of the total number of
rental units in each census tract, with HUD SAFMRs to determine the number of units below the
respective FMR based on the proportions observed in the special tabulations.

Our sample includes voucher holder families in seven PHAs where SAFMRs have been
implemented (SAFMR PHAs), together with all voucher holder families in a large set of

" Of course, it is possible that neighborhoods with relatively high concentrations of voucher holders may see changes
in rents over time with changes in the maximum subsidy available through the program in that neighborhood. We do
not examine these market-level effects. The rent distribution data we rely on for the affordability analysis is based on
the 5-year ACS estimates, which do not allow the year-over-year comparisons that would be required to address this
question within our analysis framework.

24 Small Area Fair Market Rents



The Effects of Small Area Fair Market Rents
on the Neighborhood Choices of Families with Children

Comparison PHAs, located in the same HUD-defined clusters as the treatment PHAs.® We define a
voucher holder family with children as any household with at least one child below 18 years old.
In total, the Comparison PHAs include 138 housing agencies serving slightly more than 550,000
voucher holder families with children (in 2015). Dallas and Plano were not part of any cluster as
their programs pre-dated the demonstration program, but the clusters that they would have been
assigned to are included in our comparison group.’

Defining Neighborhood Rent and Opportunity Levels

We assign ZIP Codes to three categories based on the ZIP Code’s rent ratio. High-rent ZIP Codes
are those in which the median rent is at least 10 percent higher than the metro area median (that
is, the ZIP Code rent ratio is greater than 110 percent). In medium-rent ZIP Codes, the rent ratio
is between 90 percent and 110 percent, while in low-rent ZIP Codes, the rent ratio is less than
90 percent.

We also rely on four measures of neighborhood opportunity: poverty, school proficiency,
employment access, and environmental quality. The measures are detailed in exhibit 1. These

are all measures that HUD has used to capture neighborhoods that offer better quality of life and
greater opportunities for economic mobility. In all cases, we construct indices, so a higher number
indicates higher opportunity.*

$ HUD invited the five SAFMR PHAs participating in the demonstration by randomly selecting them from clusters
defined to ensure a variety of PHAs were included in the demonstration. The clusters were defined based on the
number of vouchers administered, fair market rent levels, and the share of working-age heads-of-household among
voucher recipients. We use all the remaining housing agencies that were in the same clusters as the SAFMR PHAs as a
comparison group (Comparison PHAs).

? SAFMRs have been implemented in all 12 PHAs that administer HCVs in the Dallas metro area. Our analysis
includes only the Housing Authority of the City of Dallas, which administers most of the vouchers in the area, and
the Housing Authority of Plano, a smaller PHA which administers vouchers in a higher-rent area with high measures
of opportunity. Finkel et al. (2017) provides more detail on cluster definition and assignment.

' The opportunity measures designed for this study are all initially derived from census tract-level measures. SAFMRs
are defined for ZIP Codes, in part because ZIP Codes are easier for families seeking housing to use. To make our
opportunity measures match the geography of SAFMRs, we convert the census tract measures to ZIP Code measures
using population-weighted tract to ZIP Code crosswalks.
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Exhibit 1
——

Opportunity Indicators

Opportunity Indicator
(Data Source/s)

Description

Overall Opportunity Index
(Composite of the Other
Opportunity Indicators)

Percent Nonpoor

(ACS 5-Year Estimate, 2010-2014)

Public School Proficiency
(2011-2012)

Jobs Proximity Access
(HUD, 2010)

Environmental Hazards
(Environmental Health Hazard
Index, 2005)

The Overall Opportunity Index was created specifically for this
evaluation. It is the percentile rank by renters in the metropolitan area
of the simple average of the percentile rank indexes for the share

of nonpoor, public school proficiency, employment access, and
environmental hazards.

The ACS five-year estimates provide the percent nonpoor for each
census tract. The percent nonpoor is the ratio of the population above
the poverty level to the total population for whom poverty status was
determined.

School-level data on state exams for grade 4 students approximate
the quality of local public schools. The measure is based on the
public school(s) nearest to each block group and school zone from
the School Attendance Boundary Information System. Block group
data were weighted by numbers of households to create census
tract-level data. The higher the score, the higher the school system
quality is in a neighborhood.

This index measures the access a neighborhood has to employment
opportunities as measured by the distance between block groups
and job locations weighted by employment size. Block group data
were weighted by numbers of households to create census tract-level
data. The higher the index value, the better the access to employment
opportunities for residents in a neighborhood.

The Environmental Health Hazard Index is a tract-level index of
potential exposure to toxins based on National Air Toxic Assessment
data from the U.S. Environmental Protection Agency. The higher the
value, the better the environmental quality of a neighborhood.

To facilitate comparisons across measures and geographies, we normalize the Percent Nonpoor,
School Proficiency, Employment Proximity Index, and Environmental Hazard Index to be the
percentile of the raw index among rental units in the metro area."" To create an aggregate index, we
average these component index percentile scores and calculate the percentile of the average score,
again among rental units, in the metro area.”? Because prior research has focused on neighborhood

poverty rates and school proficiency measures as important markers of opportunity for families

with children, we report findings separately for these measures in addition to our overall

opportunity index.

""" We explored the possibility of including access to transportation in our neighborhood opportunity index. Data on
this indicator are not available across all the SAFMR PHAs, and where data are available, they are highly correlated with
employment access. Similarly, we explored using neighborhood crime rate data in our measurement of neighborhood
opportunity but did not have uniform and consistent coverage in the data for our study geographies.

'2 The Overall Opportunity Index ranges from 0 to 100. A score of 50 for a ZIP Code means that the average of the
four component indexes percentile ranks for that ZIP Code is greater than the average in ZIP Codes that contain half
of the rental units in the metro area. Data on public school proficiency is missing in 10 percent of the ZIP Codes in
our analysis and in under 6 percent of ZIP Codes in the SAFMR PHAs. In these ZIP Codes, we construct the Overall
Opportunity Index as the average of the three other component indexes.
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Methods

Our first aim is to produce a single point-in-time estimate of how the adoption of SAFMRs
changes the set of housing units affordable to voucher holder families. We contrast the estimated
count of units with rents below SAFMRs to the count of units with rent below the metro FMR in
high-, medium-, and low-rent ZIP Codes. We also compare counts in high-, medium-, and low-
opportunity ZIP Codes, as defined by bottom quatrtile, 25th—75th percentile, and top quartile on
the aggregate opportunity index.”

Our second aim is to analyze changes in the neighborhoods where voucher holder families

with children live. We estimate difference-in-differences regressions using a repeated cross

section that includes 2 to 3 years before the implementation of SAFMRs, and 5 to 6 years

after the implementation. This approach compares the change in location outcomes after the
implementation of SAFMRs in the SAFMR PHAs with the change in location outcomes in the same
time period for the Comparison PHAs where SAFMRs were not implemented. We look separately
at families with children who newly acquired a voucher and existing voucher holders who moved,
since second movers have more time to search for housing and thus may be better able to take
advantage of opportunities provided by SAFMRs.*

Our primary outcome is whether a family with children moves to a higher (at least 10 percentile
points) opportunity neighborhood in a given year. We also directly examine the change in the level
of the continuous opportunity scores that result from a move. To isolate the effect of SAFMRs on
families with children, we limit our sample to HCV holder households that include a child under
the age of 18."> We examine the difference in the opportunity index of the initial and destination
ZIP Codes for all voucher holder families with children and those who move. We organize our data
into a household by year panel. That is, we have repeated observations for households receiving
vouchers between 2009 and 2017. The panel is unbalanced because households enter and leave
the sample as they newly receive a voucher or exit the voucher program. Our regression sample is
all households in SAFMR or Comparison PHAs for these years. We fit the following model:

13 This analysis includes a simplifying assumption that PHAs set the payment standard, which generally must fall
between 90 and 110 percent of the FMR or SAFMR, equal to 100 percent of the FMR or SAFMR. This gives PHAs
some latitude in setting the maximum rent that is subsidized with the voucher (with higher payment standards
resulting in fewer low-income households provided with subsidies). The findings we present here could be either
mitigated or amplified by PHA decisions in setting payment standards.

'* For data privacy reasons, we do not have access to exact voucher holder addresses or geocode coordinates. We
determine that a family has moved if both the ZIP Code and census tract in which the family lives changes in the
administrative record during a given year (or relative to the prior year). A household administrative record is updated
at least annually (on a rolling basis) as a result of required annual income recertification. Additional administrative
actions can generate an updated record, including a household move.

To streamline our unadjusted analyses of the proportion of families with a voucher living in each neighborhood
type, we aggregate our move data to reflect four 2-year periods, one before the implementation of SAFMRs, and
three after.

15 Sensitivity analyses (not included) do not show meaningful differences in findings when the sample is restricted

to households with children under the age of 13 or under the age of 5. The coefficient of interest in the models we
estimate on a restricted sample are nearly identical to the analogous coefficients from models estimated on the full
sample of HCV holders with a “families with children” subgroup indicator interacted with the difference-in-difference
terms. We present the restricted sample results here for a cleaner exposition. The interacted model for the overall
opportunity index outcome is reported in Dastrup et al. (2018).
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MovedUp,, = a + AD,+ 8§ SAPHA, * D) + X, + YPHA, + €

MovedUp;y is the binary outcome variable indicating if household i in PHA type s (SAFMR or
Comparison) moved to a ZIP Code with at least a 10-point higher opportunity index score as
compared with their initial ZIP Code in time period t. The term D, is an indicator of whether
period t is after SAFMR implementation (2013-2017 for all SAFMR PHAs, with an additional
2011-2012 indicator term added for the Dallas PHAs that implemented SAFMRs 2 years earlier).
The term SAPHA, * D, indicates that an observation is for a household in a SAFMR PHA in the
periods after SAFMRs are implemented. The estimate for the parameter & is our difference-
in-differences effect of interest. It measures the additional percentage point likelihood that a
household in the SAFMR PHAs will move to a higher opportunity ZIP Code as a result of the
policy change.® Our identifying assumption is that no other factors are changing differentially in
SAFMRs relative to Comparison PHAs that are correlated with the MovedUp;, outcome. Our model
includes a set of potentially time varying household-level characteristics Xi; observable in HUD’s
tenant-level data. We include PHA-level fixed effects, yYPHA,. The model has an individual, time,
PHA error term, &,.

We also estimate the same model with AOpportunity as the outcome of interest. This outcome
measures the change in neighborhood opportunity score that results from the move. Therefore, a
value of 10 indicates that a family moved to a ZIP Code with a one decile higher score within the
metro area in the given opportunity measure.

To capture the possibility that rent rules affect households in lower-rent neighborhoods differently
than those in higher-rent neighborhoods, we interact the SAPHA; term with indicators for whether
the household lives in a high-, medium-, or low-rent neighborhood at the start of the period, as
well as including the indicators separately in the model and interacted with D,. This method allows
us to estimate different § coefficients for each neighborhood type.

To test whether the adoption of SAFMRs affect the unconditional probability of moving, we expand
our sample to the full set of existing voucher families with children and estimate regressions where
our outcome variable is an indicator of whether a family with children moved at all. Now the
parameter § is interpreted as indicating whether families with children are more likely to relocate

at all (whether to a higher, similar, or lower opportunity neighborhood) as a result of SAFMRs.

We also estimate our model on the outcomes of whether a household moved up a decile in
opportunity using the full unconditional sample.

Results

This section begins with our analysis of how SAFMRs alter the share of units that are affordable in
neighborhoods with different levels of rent and opportunity. We then present findings on actual
location outcomes for voucher families with children.

' The estimated coefficient on the indicator for Dallas metro area PHAs in 2011-2012 captures the initial effect of
SAFMRs in these two PHAs.
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Location of Units Affordable to Voucher Holder Families with Children

We start with a ZIP-Code level analysis for the seven PHAs where SAFMRs were implemented
during our analysis period that explores shifts in the neighborhood distribution of rental units that
are potentially affordable to voucher holder families in that they charge rents below the applicable
FMR. Exhibit 2 shows the shift to SAFMRs clearly increased the number of rental units in high-rent
neighborhoods that were affordable to voucher holder families (or renting under the applicable
FMR cap) in the seven SAFMR PHAs. Under SAFMRs, 174,000 units in high-rent neighborhoods
were affordable to voucher holder families, more than double the number that would have been
affordable under metro FMRs (82,000). At the other end of the spectrum, the number of units with
rents below the applicable FMR in low-rent neighborhoods fell with the switch from conventional
to SAFMRs, from 278,000 to 174,000. The exhibit also shows that the reduction in units

available in low-rent neighborhoods was larger than the increase in units available in higher rent
neighborhoods, meaning that the total number of rental units affordable to voucher holder families
fell slightly after the adoption of SAFMRs.

Exhibit 2
|
Number of Units Renting Below Voucher Rent Cap Under FMR and SAFMR, by Rent Ratio
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FMR= Fair Market Rent; Small Area FMR = Small Area Fair Market Rent.

Notes: Analysis dataset includes all ZIP Codes in the service areas of the seven Small Area FMR PHA's in our analysis.

Sources: HUD FY2015 Fair Market Rents; HUD FY2015 Small Area Fair Markets Rents; 2012 American Community Survey 5-Year Estimates (special tabulation
for HUD of rent and rental units by ZCTA); 2012 American Community Survey 5-Year Estimates (total rental units), converted to ZIP Code estimates using HUD
ZIP Code to census tract crosswalks

Exhibit 3 shows that there is a lot of variation across the seven geographic areas in the change in
the number of affordable units across neighborhood rent types that results from the introduction
of SAFMRs. The exhibit shows the percentage change in units renting below the applicable FMR in
each of the PHAs where they were implemented."”

'7 Specifically, we calculated the number of units renting below the SAFMR minus the number of units renting below
the metro FMR, divided by the number of units renting below the metro FMR.
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In the Mamaroneck, Dallas, and Cook County housing authorities, we see 14- to 17-percent declines
in lower rent neighborhoods and similarly sized gains in units in higher rent neighborhoods. For
these PHAs, relative to metro FMRs, SAFMRSs shifted affordable units from lower to higher rent
neighborhoods, with the overall number of units affordable staying about the same. In Chattanooga
and Laredo, the direction of the change is the same, but magnitudes are smaller.

In Long Beach, by contrast, most of the affordable rental housing stock is in lower rent neighborhoods.
Introducing SAFMRs in PHA results in large losses (23 percent) in the share of units affordable in low-
rent neighborhoods that are not offset by gains in high-rent and moderate-rent neighborhoods. Very
few rental units are available in the higher rent ZIP Codes within the Long Beach PHAs jurisdiction.
Meanwhile, in Plano, where very few rental units are in low-rent areas, SAFMRs result in substantially
more (nearly 40 percent) units that are affordable in high-rent neighborhoods relative to metro FMRs,
with only a modest decrease in the low- and moderate-rent neighborhoods. Note that these differences
are more pronounced because in the demonstration, SAFMRs were implemented in individual housing
agencies rather than full metropolitan areas (NYU Furman Center, 2018).

Exhibit 3

—
Percent Change in Number of Units Renting Under FMR After Implementation of SAFMRs,
by ZIP Code Rent Ratio
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FMR = Fair Market Rent. SAFMR = Small Area Fair Market Rent.

Note: Analysis dataset includes all ZIP Codes in the service areas of the seven Small Area Fair Market Rent Public Housing Authorities in our analysis.
Sources: HUD FY2015 Fair Market Rents, HUD FY2015 Small Area Fair Markets Rents; 2012 American Community Survey 5-Year Estimates (special tabulation

for HUD of rent and rental units by ZCTA), 2012 American Community Survey 5-Year Estimates (total rental units)
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Exhibit 4 confirms that SAFMRs flatten the relationship between the share of units affordable with

a housing choice voucher and ZIP Code rent levels. Fewer units rent below SAFMRs than FMRs in

ZIP Codes with lower rent ratios and more units rent below SAFMRs than FMRs in ZIP Codes with
higher rent ratios.

Exhibit 4

——
Fitted Relationship Between Share of Units Affordable Under SAFMRs and FMRs and
ZIP Code Rent Ratio

FMR = Fair Market Rent. SAFMR = Small Area Fair Market Rent.

Note: Analysis dataset includes all ZIP Codes in the service areas of the seven Small Area Fair Market Rent Public Housing Authorities in our analysis.

Sources: HUD FY2015 Fair Market Rents; HUD FY2015 Small Area Fair Markets Rents; 2012 American Community Survey 5-Year Estimates (special tabulation
for HUD of rent and rental units by ZCTA); 2012 American Community Survey 5-Year Estimates (total rental units)

The switch to SAFMRs not only provides more options in high-rent areas but also in high-
opportunity areas, or at least areas with lower poverty rates, higher performing schools, and
cleaner air. Exhibit 5 shows that, for each index, more units are potentially available to voucher
holder families in high-opportunity areas under SAFMRs compared with metro area FMRs, and
fewer units are available in low-opportunity areas. For example, the share of units renting under
the applicable FMR in low-poverty ZIP Codes rose from a third to over a half, while the share
renting under the applicable FMR in high-poverty ZIP Codes fell from 70 percent to 48 percent
under SAFMRs.
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Exhibit 5
——

Changing Share of Units Affordable by Opportunity Measure Quartiles
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FMR = Fair Market Rent. SAFMR = Small Area Fair Market Rent.

Notes: All ZIP Codes in Small Area Fair Market Rent (SAFMR) public housing authority (PHA) Service areas (seven PHAs where SAFMRs have been implemented).
Overall index calculated as percentile rank within Metro Area of average of component indexes percentile ranks.

Sources: HUD FY2015 metro Fair Market Rents and SAFMR; 2012 American Community Survey (ACS) 5-year estimates (special tabulation for HUD of rent and
rental units by ZCTA and public extract of total rental units; 2014 ACS 5-year estimates (poverty rate/percent nonpoor); School Proficiency Index, 2011-2012
(from HUD Open Data); Job Proximity Index, 2010 (from HUD Open Data); Environmental Health Hazard Index, 2005 (from HUD Open Data)
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Actual Location of Voucher Holder Families with Children

The analyses above suggest that Small Area Fair Market Rents are doing what they were intended to
do: opening up more opportunities for voucher holder families with children to move to high-rent
areas that offer a richer set of resources and greater racial diversity. They do not, however, tell us
whether voucher holder families with children are able to take advantage of those opportunities.

In this section, we examine the actual location outcomes of voucher holder families with children
before and after the adoption of SAFMRs.

Exhibit 6 reports the results of difference-in-differences regressions for the sample of voucher
holders that moved in a given year. Here we see that SAFMRs increased the likelihood that
voucher holder families with children who move reach higher-opportunity neighborhoods. In
column 1, families with children who move are nearly 7 percentage points more likely to move to
a neighborhood with a significantly higher (at least 10 points) opportunity index score than are
their counterparts in Comparison PHAs as a result of the introduction of SAFMRs (the coefficient
0.067*** in column 1)."* Given that 30 percent of moves in SAFMR PHAs meet this criterion
before the introduction of SAFMRSs, this statistic represents a 22-percent increase in the incidence
of such moves.

Column 2 demonstrates that the effect is strongest for households that start in low-rent ZIP Codes
(column 2), although the coefficient estimates for the different starting rent ratio categories are not
statistically significantly different from each other.

The regression coefficients reported in Column 3 indicate an average 4.4-percentile increase

in our opportunity index resulting from the introduction of SAFMRs. This is a 175-percent
increase relative to the mean of 2.5 for pre-SAFMR moves in SAFMR PHAs. While families with
children with a voucher who move under metro area FMRs also tend to locate to ZIP Codes with
higher opportunity measures, the resulting increase in average metro area percentile ranking on
opportunity more than doubles as a result of SAFMRs.

'8 This is 2.4 percentage points higher and statistically significantly different than the effect for households
without children.
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Exhibit 6
—
Regression Estimates of Effect of SAFMRs on Overall Opportunity Index,

Conditional on Moving for HCV Holder Families with Children
Model

(1) @ &) “)
Move Up Move Up, by Change in Change in
Starting Rent  Overall Index  Overall Index
Ratio by Starting
Rent Ratio

Outcome Variable
Mean (SAFMR Pre-SAFMR)

Moved Up Moved Up
(10 Percentile) (10 Percentile) AOpportunity ~ AOpportunity

0.304 0.304 2.51 2.51
Coefficient Coefficient Coefficient Coefficient
(Std Err) (Std Err) (Std Err) (Std Err)
SAFMR PHA 0.067*** 4.38"*
Post-SAFMR (0.017) (1.11)
Lower 0.095* 6.00
SAFMR PHA (<90) (0.043) (3.66)
Post-SAFMR Moderate 0.073"* 4.66*
ZIP Rent Ratio (90-110) (0.015) (1.28)
Interaction Higher 0.050 5.41*
(>110) (0.026) (1.89)
Dallas PHAs 0.042** 2.66™
2011-2012 0.013) Interacted 0.82) Interacted
-0.004 - 0.99"*
Year =2011-2012 (0.003) Interacted 0.20) Interacted
—-0.012**
Post-SAFMR (0.004) Interacted
Household Characteristics Yes Yes Yes Yes
PHA Fixed Effects Yes Yes Yes Yes
Intercent 0.324*** 0.316™** 1.92%* 1.13
P (0.008) (0.010) (0.42) (0.68)
Sample Size
(Household Years) 376,180 376,180 376,180 376,180
Number of PHAs 145 145 145 145

HCV = Housing Choice Voucher. PHA = Public Housing Authority. SAFMR = Small Area Fair Market Rent.
“* = p<0.001. "= <0.01. * = <0.05.
Sources: HUD FY2015 Fair Market Rents and HUD FY2015 Small Area Fair Markets Rents (rent ratios); HUD PIC data extract; opportunity index (see exhibit 1)

Results for school proficiency and neighborhood poverty measures are consistent with those for the
average combined measure. As shown in exhibit 7, families with children with a voucher are about
6 percentage points more likely to move to a ZIP Code with local schools that are a decile higher
within the metropolitan area in terms of the percent of students that are proficient (column 1).
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The average increase in percentile gains in school proficiency for movers goes up by 3.9 percentile
points (column 3) as a result of the introduction of SAFMRs.

Exhibit 7
—
Regression Estimates of Effect of SAFMRs on Move Outcomes with Respect to School
Proficiency, Conditional on Moving for HCV Holder Families with Children

Model

(1) @ &) “
Move Up Move Up, by Change in Change in
Starting Rent  Overall Index  Overall Index
Ratio by Starting
Rent Ratio

Outcome Variable
Mean (SAFMR Pre-SAFMR)

Moved Up Moved Up

School School APctl School  APctl School
(10 Percentile) (10 Percentile)  Proficiency Proficiency
0.307 0.307 1.56 1.56
Coefficient Coefficient Coefficient Coefficient
(Std Err) (Std Err) (Std Err) (Std Err)
SAFMR PHA 0.059** 3.87*
Post-SAFMR (0.015) (1.24)
Lower 0.074* 4,34
SAFMR PHA (<90) (0.015) (1.01)
Post-SAFMR Moderate 0.081* 551"
ZIP Rent Ratio (90-110) (0.024) (2.32)
Interaction Higher 0.017 2.34
(>110) (0.037) (1.93)
Dallas PHAs 0.013 1.38
2011-2012 (0.009) Interacted (0.79) Interacted
-0.006* - 0.93*
Year = 2011-2012 (0.003) Interacted (0.18) Interacted
-0.010* —1.48"
Post-SAFMR (0.004) Interacted (0.25) Interacted
Household Characteristics Yes Yes Yes Yes
PHA Fixed Effects Yes Yes Yes Yes
Intercent 0.324** 0.365™* 1.51% 5.09**
P (0.007) (0.012) (0.42) (0.91)
Sample Size
(Household Years) 365,156 365,156 365,156 365,156
Number of PHAs 137 137 137 137

HCV = Housing Choice Voucher. PHA = Public Housing Authority. SAFMR = Small Area Fair Market Rent.
***=p<0.001. **=p<0.01. *=p<0.05.
Sources: HUD FY2015 Fair Market Rents and HUD FY2015 Small Area Fair Markets Rents (rent ratios); HUD PIC data extract; opportunity index (see exhibit 1)
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As shown in exhibit 8, families with children with vouchers are also more likely to move to lower

poverty ZIP Codes after the introduction of SAFMRs.

Exhibit 8

Regression Estimates of Effect of SAFMRs on Move Outcomes with Respect to Percent Nonpoor,
Conditional on Moving for HCV Holder Families with Children

Model
(1) @ © “
Move Up Move Up Change Change in
Percent Percent Percent Percent Nonpoor
Nonpoor Nonpoor, by Nonpoor Percentile by
Starting Rent Percentile Starting Rent
Ratio Ratio
Outcome Variable
Mean (SAFMR Pre-SAFMR)
Moved Up Moved Up
Percent Percent
Nonpoor Nonpoor APctl Percent  APctl Percent
(10 Percentile) (10 Percentile) Nonpoor Nonpoor
0.320 0.320 3.20 3.20
Coefficient Coefficient Coefficient Coefficient
(Std Err) (Std Err) (Std Er) (Std Err)
SAFMR PHA 0.060*** 427
Post-SAFMR (0.016) (0.93)
Lower 0.014 3.34
SAFMR PHA (<90) (0.047) (3.99)
Post-SAFMR Moderate 0.097** 5.25"
ZIP Rent Ratio (90-110) (0.016) (1.16)
Interaction Higher 0.102** 8.36™
(>110) (0.018) (2.18)
Dallas PHAs 0.036™* 3.13
2011-2012 (0.012) Interacted (0.71) Interacted
-0.004 -1.01
Year = 2011-2012 (0.003) Interacted (0.22) Interacted
-0.012* -1.74"
Post-SAFMR (0.004) Interacted (0.26) Interacted
Household Characteristics Yes Yes Yes Yes
PHA Fixed Effects Yes Yes Yes Yes
Intercent 0.34** 0.45** 2.65" 10.90"
P (0.007) (0.01) (0.42) (0.96)
Sample Size
(Household Years) 376,180 376,180 376,180 376,180
Number of PHAs 145 145 145 145

HCV = Housing Choice Voucher. PHA = Public Housing Authority. SAFMR = Small Area Fair Market Rent.
= p<0.001. * = p< 0.01. *=p< 0.05.
Sources: HUD FY2015 Fair Market Rents and HUD FY2015 Small Area Fair Markets Rents (rent ratios); HUD PIC data extract. Opportunity index (see exhibit 1)
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As for families with children newly receiving a voucher, exhibit 9 shows that, after the
implementation of SAFMRs, families with children newly receiving a voucher locate in ZIP Codes
that are at a 4.8 higher percentile on average in the metropolitan area distribution of overall
opportunity (column 1), a 3.7 higher percentile in school proficiency (column 2), and a 5.3 higher
percentile in the percent of households that are nonpoor (column 3).

Exhibit 9
—
Regression Estimates of Effect of SAFMRs on Location Outcomes for New HCV

Holder Families with Children

Model
(1) ) 3)
Overall Index School Proficiency Percent Nonpoor
Percentile Percentile Percentile
Outcome Variable
Mean (SAFMR Pre-SAFMR)
Overall Index School Proficiency Percent Nonpoor
Percentile Percentile Percentile
33.1 35.4 36.5
Coefficient Coefficient Coefficient
(Std Err) (Std Err) (Std Err)
SAFMR PHA 4.80"* 3.72** 5.33*
Post-SAFMR (1.39) (0.89) (1.26)
Dallas PHAs 0.55 -0.55 1.32
2011-2012 (0.87) (0.75) (0.79)
-0.15 -0.35 -0.18
Year =2011-2012 0.26) 0.27) 0.28)
147 —-1.48" -0.92*
Post-SAFMR (0.33) (0.30) (0.30)
Household
Characteristics Yes Yes Yes
PHA Fixed Effects Yes Yes Yes
Intercent 33.76"* 36.03"**
P ©0.71) (0.67)
Sample Size
(Household Years) 161,712 154,963 161,712
Number of PHAs 144 136 144

HCV = Housing Choice Voucher. PHA = Public Housing Authority. SAFMR = Small Area Fair Market Rent.

= p<0.001. = p< 0.01. *=p< 0.05.

Sources: HUD FY2015 Fair Market Rents and HUD FY2015 Small Area Fair Markets Rents (rent ratios); HUD PIC data extract; opportunity index (see exhibit 1)

The regression estimates presented in exhibit 10 show that SAFMRs do not change the overall
incidence of moves among all families with children with vouchers (column 1) and result in only

a small statistically significant decrease in moves from lower-rent ZIP Codes (column 2). However,
column 3 shows that the unconditional likelihood of moving to a higher-opportunity neighborhood
increases by a half a percentage point (on a base of 4.2 percent) after SAFMR adoption.
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Exhibit 10
——
Regression Estimates of Effect of SAFMRs on Location Outcomes for All HCV Holder Families
with Children
Model
(1) @) B “)
Moved Moved Moved Up Moved Up
Neighborhood Neighborhood,  a Decile in a Decile in
by Starting Opportunity Opportunity,
Rent Ratio Index by Starting
Rent Ratio
Outcome Variable
Mean (SAFMR Pre-SAFMR)
Moved Moved Moved Up Moved Up
0.139 0.139 0.042 0.042
Coefficient Coefficient Coefficient Coefficient
(Std Err) (Std Err) (Std Err) (Std Err)
SAFMR PHA -0.004 0.007***
Post-SAFMR (0.008) (0.002)
Lower -0.007 0.010
SAFMR PHA (<90) (0.005) (0.005)
Post-SAFMR Moderate —-0.001 0.009*
ZIP Rent Ratio (90-110) (0.010) (0.004)
Interaction Higher -0.003 0.005
(>110) (0.010) (0.003)
Dallas PHAs -0.012 Interacted 0.003 Interacted
2011-2012 (0.007) (0.002)
0.005 0.001
Year =2011-2012 (0.004) Interacted (0.001) Interacted
-0.018** -0.007**
Post-SAFMR (0.003) Interacted (0.001) Interacted
Household Characteristics Yes Yes Yes Yes
PHA Fixed Effects Yes Yes Yes Yes
Intercent 0.141** 0.147** 0.045*** 0.055***
P (0.004) (0.005) (0.002) (0.003)
sample Size 2,707,779 2,707,779 2,707,779 2,707,779
(Household Years)
Number of PHAs 145 145 145 145

HCV = Housing Choice Voucher. PHA = Public Housing Authority. SAFMR = Small Area Fair Market Rent.

= p<0.001. * = p< 0.01. * = p< 0.05.

Note: Sample includes all families with children with a voucher in each year except new voucher holders in the first year they receive a voucher.
Sources: HUD FY2015 Fair Market Rents and HUD FY2015 Small Area Fair Markets Rents (rent ratios); HUD PIC data extract; opportunity index (see exhibit 1)

The combined result of these effects in terms of neighborhood opportunity outcomes for families
with children with a voucher is summarized in exhibit 11. By 2017, 15 percent of voucher holder
families with children in SAFMR PHAs lived in neighborhoods in the highest quartile of our

opportunity index as compared with 10 percent in 2010. Changes were even larger for families

38 Small Area Fair Market Rents



The Effects of Small Area Fair Market Rents
on the Neighborhood Choices of Families with Children

with children that moved and those initially receiving a voucher. By 2017, 20 percent of families
with children with a voucher that moved were locating to neighborhoods in the top quartile of the
opportunity distribution, and 18 percent of new voucher holder families with children were using
their voucher in these types of ZIP Codes. Meanwhile, in Comparison PHAs we see essentially no
changes over the same period.

Exhibit 11
—
The Share of Voucher Holder Families with Children Who Live (After Any Moves) in ZIP Codes by

Opportunity Level Over Time, in SAFMR and Comparison PHAs

Families with a Voucher with Children
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PHA = Public Housing Authority. SAFMR = Small Area Fair Market Rent.

Notes: All voucher holder families with children in ZIP Codes in Small Area FIMR PHA service areas (seven PHAs where Small Area FIMRs have been implemented)
and in 144 Comparison PHAs. Statistically significantly different from the same proportion in 2010 at p-value < 0.001 ***, < 0.01 ** and < 0.05 *.

Sources: HUD FY2015 Fair Market Rents and HUD FY2015 Small Area Fair Markets Rents (rent ratios); HUD PIC data extract (counts); opportunity index (See exhibit 1)

Conclusion and Policy Implications

Our analysis shows that SAFMRs show promise as a strategy to enable more voucher holder
families with children to reach high-opportunity neighborhoods. First, SAFMRs increase the

pool of units potentially available to housing choice voucher holder families in high-opportunity
neighborhoods and reduce the number in neighborhoods that offer more minimal opportunities.
Further, the shift to SAFMRs appears to affect voucher holder families’ actual choice of locations.
Among voucher holder families with children who move, the share locating in ZIP Codes in the top
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quartile of opportunity levels increases by 11 percentage points after the introduction of SAFMRs.
No changes are observed in a set of comparison jurisdictions. Combined with prior research
findings on long-term benefits from moves to higher opportunity neighborhoods to children in
households receiving housing assistance, our research suggests that the implementation of SAFMRs
may transform the HCV program toward achieving some gains in intergenerational economic well-
being of low-income households. Notably, as detailed in Dastrup et al. (2018), these effects appear
to be achieved at no additional cost to the government 5 years after implementation, reflecting
lower subsidies to voucher holder families in low-opportunity neighborhoods more than offset the
increased subsidies in higher opportunity areas.

While effects are largest among movers, we also see shifts in the locational choices of new voucher
holder families with children. Given the time pressure that new voucher holder families face to
find a home that meets voucher program quality standards and rents for less than the ceiling rent,
it is perhaps not surprising that we see a more modest change for new voucher holder families as
compared with continuing voucher holder families who have more time to search for new homes.
As more PHAs adopt SAFMRSs, they might pay more attention to helping new voucher holder
families navigate the market and reach better neighborhoods. They may also need to do more work
to recruit more landlords in high-rent areas, and at least for those with catchment areas dominated
by low-rent ZIP Codes, adopt reforms to make it easier for voucher holder families to move to
other jurisdictions.
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Appendix A: Additional Exhibits

Exhibit A.1
—
Rental Units and ZIP Codes by ZIP Code Rent Ratio for SAFMR PHAs
ZIP Code Rent Ratio
n
<0.9 0.9-1.1 >1.1
All SAFMR Units (%) 1,290,864 380,598 (29) 588,330 (46) 321,936 (25)
PHAs ZIP Codes (%) 411 87 (21) 186  (45) 138 (34)
Lared Units (%) 25,544 6,582 (26) 15,228  (60) 3,734 (15)
aredo
ZIP Codes (%) 5 1 (20 3 (60) 1 (20)
Units (%) 143,226 51,090 (36) 64,066 (45) 28,069 (20)
Mamaroneck
ZIP Codes (%) 67 9 (13 32 (49) 26 (39
Units (%) 53,390 8,638 (16) 36,152  (68) 8,600 (16)
Chattanooga
ZIP Codes (%) 30 6 (20) 21 (70) 3 (10)
Units (%) 291,302 96,374 (33) 130,023 (45) 64,904 (22)
Cook County
ZIP Codes (%) 127 37 (29) 53 (42) 37  (29)
Units (%) 107,946 60,531 (56) 35,990 (33) 11,425 (11)
Long Beach
ZIP Codes (%) 13 5 (38) 5 (38) 3 (23)
Dall Units (%) 668,981 157,382 (24) 306,396 (46) 20,523 (31)
allas
ZIP Codes (%) 168 29 (17) 71 (42) 68 (40)
Bl Units (%) 236,040 21,549 (99 111,166 (47) 103,324 (44)
ano
ZIP Codes (%) 52 1 @ 21 (40) 30 (58)

PHA=Public Housing Agency. SAFMR=Small Area Fair Market Rent.

Notes: Analysis dataset includes all ZIP Codes in PHA service areas where SAFMRs have been implemented. Services areas determined based on review of PHA
administrative documents. Percentage of total for each row in parentheses.

Sources: Rent ratios calculated using HUD FY2015 Fair Market Rents and HUD FY2015 Small Area Fair Market Rents; total rental units recovered from 2012
American Community Survey 5-year estimates, converted to ZIP Code estimates using HUD ZIP Code to census tract crosswalks
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Exhibit A.2
—
Substantial Variation Across PHAs in Number of Units Renting Below FMRs and SAFMRs

Total Units with Rents Below

FMR, All ZIP Code Rent Ratios Difference g:':’h:':‘zhiﬁ;
SAFMR FMR
All SAFMR PHAs 626,483 648,607 -22,125 -3.4
Laredo 14,163 14,317 -208 -1.4
Mamaroneck 90,665 90,955 -290 -0.3
Chattanooga 23,395 22,673 721 3.2
Cook County 152,749 155,401 - 2,652 -1.7
Long Beach 54,140 62,575 - 8,435 -13.5
Dallas 291,066 302,246 -11,180 -3.7
Plano 101,009 80,163 20,846 26.0

FMR = Fair Market Rent. PHA = Public Housing Authority. SAFMR = Small Area Fair Market Rent.

Note: Analysis dataset includes all ZIP Codes in PHA service areas where SAFMRs have been implemented.

Sources: HUD FY2015 Fair Market Rents; HUD FY2015 Small Area Fair Market Rents; 2012 American Community Survey 5-year estimates (special tabulation for
HUD of rent and rental units by ZCTA); 2012 American Community Survey 5-year estimates (total rental units)
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Exhibit A.3
Summary Statistics for Regression Sample of Families with Children with a Voucher That Move
Sample
Pre or Post SAFMRs SAFMR PHAs Comparison PHAs
Pre Post Pre Post
N (Household Years) 18,886 20,293 252,832 269,859
Outcome Variables
gggirfuaﬁ‘; 'l‘r?j:)t(w Helti 31.2% 35.29%" 30.5% 29.5%*
Change in Overall Opportunity Index 2.9 4.5* 1.5 0.4
Analysis Subgroup
Household Includes Children 69.2% 63.5%*** 71.0% 64.7%***
Other Household Characteristics Regression Covariates
Single Female Head of Household 92.3% 90.0%*** 90.5%* 87.9%
Adults in Household
Ages 18-24
1 20.0% 19.9% 19.3% 16.7%**
2 or More 5.6% 5.6% 3.6%*** 3.4%**
Ages 25-61
1 83.0% 80.3%** 79.6%** 80.0%"
2 or More 8.3% 8.7% 8.6% 9.2%**
Ages 62 Plus
1 8.0% 9.9%*** 7.3% 9.5%***
2 or More 0.5% 0.6% 0.5%*** 0.6%**
Presence of Children
Under Age 5 24.2% 23.0%" 32.1%** 26.6%**
Ages 5-12 48.4% 44.4%** 51.5%* 47 4%
Ages 13-17 37.7% 34.9%** 32.3%** 32.0%
Race/Ethnicity
White (Non-Hispanic) 11.8% 11.3% 27.5%*** 25.6%***
Black 84.9% 86.1% 70.5%*** 72.8%***
Hispanic 6.8% 6.6% 14.8%*** 13.0%***
Other 3.3% 2.4%* 1.9% 1.7%*

Note: Statistical tests compare: SAFMR Pre, SAFMR Post; SAFMR Pre, Comp Pre; Comp Pre, Comp Post.
“**=p<0.001. "= p< 0.01. * = p< 0.05.

Cityscape 43



Dastrup, Finkel, and Ellen

Exhibit A.4
Summary Statistics for Regression Sample of All Families with Children with a Voucher
Sample
Pre or Post SAFMRs SAFMR PHAs Comparison PHAs
Pre Post Pre Post
N (Household Years) 180,584 236,669 2,300,476 2,820,158
Outcome Variables
Move to a New ZIP Code 10.5% 8.6%* 11.0% 9.6%***
m%’sp%ftjr:#;?ﬁ;;f Points 3.3% 31% 3.4% 2.9%*
Analysis Subgroup
Household Includes Children 53.8% 48.5%™ 55.4% 50.5%**
Includes Adult(s) 62 or Older 18.8% 21.0%** 17.2% 19.9%
g‘g;ﬂiﬁig@'ad or Co-Head with 38.0% 39.4%* 37.8% 40.2%*
Other Household Characteristics Regression Covariates
Single Female Head of Household 86.2% 83.6%*** 83.9%" 82.0%***
Adults in Household
Ages 18-24
1 18.8% 18.1%* 17.2%* 15.6%**
2 or More 5.2% 4.9% 3.4%** 3.4%**
Ages 25-61
1 73.6% 71.2%** 71.9% 70.8%***
2 or More 8.5% 8.7% 9.0% 9.7%**
Ages 62 Plus
1 16.9% 19.1%** 15.8% 18.5%**
2 or More 1.9% 1.8% 1.3% 1.5%***
Presence of Children
Under Age 5 16.6% 15.1%*** 21.8%*** 17.7%**
Ages 5-12 35.4% 31.8%*** 38.1%" 35.0%***
Ages 13-17 30.3% 26.8%*** 26.5%*** 25.9%***
Race/Ethnicity
White (Non-Hispanic) 19.0% 19.0% 38.3%*** 35.9%**
Black 75.4% 75.9% 58.7%*** 61.3%***
Hispanic 8.4% 9.0% 16.1%** 14.8%**
Other 5.4% 4.8%* 3.0% 2.9%*

Note: Statistical tests compare: SAFMR Pre, SAFMR Post; SAFMR Pre, Comp Pre; Comp Pre, Comp Post
= p<0.001. ** = p< 0.01. *=p< 0.05.
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Abstract

This article assesses the potential of Small Area Fair Market Rents (SAFMRs) to help Housing Choice
Voucher (HCV) recipients, especially Black and Hispanic recipients, secure housing in high-opportunity
neighborhoods. Examining large metropolitan areas, it is estimated that increasing the availability of
rental housing in high-opportunity neighborhoods may not work well, especially when HCV recipients
are Black or Hispanic. Racial segregation and discrimination may still discourage Black and Hispanic
voucher holders from moving into high-opportunity neighborhoods when these neighborhoods are
predominantly White. Moreover, widespread implementation of SAFMRs could make it more difficult for
minority voucher holders to find eligible units because the maximum qualifying rents would be reduced
in many neighborhoods with large concentrations of minority voucher holders. For the SAFMR program
to succeed, supporting transportation and housing counseling services will be needed in addition to
extensive landlord outreach.

Introduction

Although Housing Choice Vouchers (HCV) are used in the vast majority of neighborhoods in the
United States—80 percent of all Census tracts with rental housing as of 2017—most voucher
holders tend to live in areas with relatively high levels of poverty, and many live in racially
segregated neighborhoods (Schwartz, McClure, and Taghavi, 2016). The federal government
established Small Area Fair Market Rents (SAFMRs) as a way to reduce the concentration of HCV
holders in poor neighborhoods and help them access higher-income neighborhoods with good
schools, employment opportunities, low crime, and recreational amenities. SAFMRs are based
on the premise that neighborhoods with higher rents offer more opportunity for low-income
households than those with lower rents.
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The maximum rental subsidy that HCV recipients receive is keyed to the Fair Market Rent (FMR)
of their metropolitan area or the county in a non-metropolitan area. The U.S. Department of
Housing and Urban Development (HUD) currently defines the FMR as the 40th percentile of gross
rents for typical, non-substandard rental units occupied by recent movers in the local housing
market.! Public Housing Authorities establish a Payment Standard that can range from 90 to 110
percent of the FMR to set the maximum allowable rent that can be covered by the HCV program—
tenants may pay rents in excess of this standard provided that they spend no more than 40 percent
of their income on rent.

With a single FMR set for an entire metropolitan area, neighborhoods with lower rents are

more likely to have substantially more housing that qualifies for the HCV program than would
neighborhoods with higher rents. With SAFMRs, each ZIP Code area is assigned its own FMR
(HUD provides a table listing SAFMRs for each metropolitan ZIP Code area in the United States
and its territories). These SAFMRs are calculated in a manner similar to the calculation of FMRs,
except that the unit of analysis is a ZIP Code area rather than a metropolitan area or county.
SAFMRs in the more expensive ZIP Code areas of a metropolitan area may be set above the metro-
wide FMR, and SAFMRs in the least expensive ZIP Code areas may be set lower. When the SAFMR
exceeds the metro-wide FMR, the availability of rental housing eligible for the HCV program would
increase, as units with rents above the metro-wide FMR, but at or below the SAFMR would now
be accessible. On the other hand, if the SAFMR falls below the metro-wide FMR, units that cost
less than the metro-wide FMR but more than the SAFMR would no longer be eligible for the HCV
program—unless the owner of these units lowered their rents to the new SAFMR.

SAFMRs were first implemented in the Dallas, TX, metropolitan area in 2011 as part of the
settlement of a fair housing lawsuit initiated by the Inclusive Housing Project (Inclusive Communities
Project, Inc. v. HUD, 2009)*. The settlement required all PHAs in the Dallas metropolitan area

to institute SAFMRs. In 2012, HUD launched a demonstration program to test the effect of the
SAFMR on the HCV program, including its efficacy in helping voucher recipients access higher
opportunity neighborhoods. The demonstration involved two PHAs in the Dallas metropolitan
area that had already adopted SAFMRs and five additional PHAs (Dastrup et al, 2018; Reina,
Acolin, and Bostic, 2018). In 2016, at the end of the Obama Administration, HUD issued a final
rule mandating that PHAs in 24 metropolitan areas adopt SAFMRs (HUD, 2016). In 2017 under
the Trump Administration, however, HUD decided to delay the implementation of this rule until
at least 2020 (Matthew, 2017; NYU Furman Center, 2018). This decision was subsequently
suspended by a court order, effectively requiring the implementation of SAFMRs in the 24
metropolitan areas to begin in 2018.

The purpose of this article is to assess the potential of SAFMRs to help HCV recipients, especially
Black and Hispanic recipients, secure housing in “opportunity” neighborhoods, neighborhoods
with low levels of poverty, high-performing schools, and other desirable characteristics. Our
hypothesis is that increasing the availability of rental housing in high-opportunity neighborhoods

! Until recently, HUD set the FMR at the 50th percentile in 17 high-cost metropolitan areas; those areas will now
use SAFMRs.

* Inclusive Communities Project, Inc. v. HUD, 12-11211, 13-10306, (U.S. District Court of Northern District Texas
Dallas Division, 2009).

50 Small Area Fair Market Rents



Small Area Fair Market Rents, Race, and Neighborhood Opportunity

may not be sufficient by itself in increasing the utilization of HCVs in these neighborhoods,
especially when HCV recipients are Black or Hispanic. Racial segregation and discrimination

may still discourage African-American and Hispanic voucher holders from moving into high-
opportunity neighborhoods when these neighborhoods are predominantly White. Moreover,
widespread implementation of SAFMRs could make it more difficult for minority voucher
holders to find eligible units because the maximum qualifying rents would be reduced in many
neighborhoods with large concentrations of minority voucher holders. In this article we estimate
how SAFMR would affect the availability of HCV-eligible units in ZIP Codes with varying levels of
opportunity and with varying racial and ethnic characteristics.

The article is motivated in part by the outcomes of the SAFMR Demonstration program
(Demonstration). Both the final evaluation of the Demonstration (Dastrup et al., 2018)

conducted for HUD and an independent study (Reina, Acolin, and Bostic, 2018) found that

the implementation of SAFMRs yielded a small but significant effect on the likelihood that

HCV recipients would reside in higher-opportunity neighborhoods. The final evaluation of

the Demonstration found that 14 percent of HCV recipients in SAFMR PHAs resided in high-
opportunity neighborhoods after the introduction of SAFMRs, compared with 9 percent before the
SAFMRs; in a control group of PHAs similar to those with SAFMRs, 9 percent of HCV participants
resided in higher-opportunity neighborhoods throughout the study period (Dastrup et al.,

2018). Three of the seven SAFMR PHAs accounted for most of the increase in higher-opportunity
residency; the other four PHAs experienced little change (Dastrup et al., 2018). Reina, Acolin,

and Bostic (2018), using a different analytic approach including a somewhat different measure

of opportunity, also found that some sites (most notably Dallas) saw significant increases among
HCV recipients in high-opportunity ZIP Code areas, while others saw little if any increase. Neither
study compared the effect of SAFMR on HCV recipients of different races and ethnicities, or the
relationship between opportunity and the racial/ethnic composition of the ZIP Code areas.

This article builds on these studies of the Demonstration by estimating how the implementation

of SAFMRs in the nation’s largest metropolitan areas would affect the availability of rental housing
in ZIP Codes with varying levels of “opportunity” and with varying racial and ethnic profiles.
Whereas the Demonstration focused on PHAs in six metropolitan areas (including two in the
Dallas area), we cover all metropolitan areas with populations of at least 1 million as of 2017—53
in total. These large metropolitan areas held 57 percent of all vouchers in 2017. The article also
builds on NYU Furman Center’s estimation of the impact effect of SAFMRs on the number of rental
units affordable to voucher holders in the 24 metropolitan areas that the Obama Administration
designated for SAFMRs (NYU Furman Center, 2018).

Like the HUD evaluation, we examine the extent to which SAFMR would affect the number of
rental units that would be eligible (assuming payment standards are set at the SAFMR) for the
HCV program in ZIP Code areas with varying levels of “opportunity.” Opportunity, as with the
HUD study, is defined in terms of poverty exposure, school performance (test scores), labor force
involvement, and environmental health hazards.

Unlike the HUD evaluation, however, we also examine how the implementation of SAFMR
would affect the number of voucher-eligible rental units in ZIP Code areas that are dominated
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by a particular racial or ethnic group and that are “integrated.” Given the persistence of racial
segregation in the United States, we argue that the efficacy of the SAFMR program may depend on
the race and ethnicity of the voucher holder.

Voucher holders, like most households tend to live either in neighborhoods that are populated
mostly by people of their own race or ethnicity, or in integrated neighborhoods (Schwartz, McClure,
and Taghavi, 2016). Given the high degree of racial segregation among voucher holders, it is
important to understand the relationship between the racial/ethnic composition of ZIP Code areas
and the distribution of “opportunity” across areas with different racial or ethnic characteristics.
Segregation would be less important if predominantly White, predominantly Black, predominantly
Hispanic, and integrated ZIP Code areas shared similar distributions of “opportunity”—that is, if
similar proportions of each group were classified as high opportunity or low opportunity. But if ZIP
Code areas dominated by certain racial groups are more likely than other ZIP Code areas to rank as
high opportunity, then those ZIP Code areas are most likely to benefit from SAFMRs.

The persistence of racial segregation is particularly relevant for the HCV program since 72 percent
of all voucher holders in the largest metropolitan areas are either Black (53 percent) or Hispanic
(19 percent). Non-Hispanic Whites account for 24 percent of all voucher holders (see exhibit

1). Black and Hispanic voucher holders reside mostly in ZIP Code areas dominated by their

own racial/ethnic group or in integrated areas, so it is particularly important to examine how
opportunity levels vary across ZIP Code areas with different racial and ethnic compositions.

Exhibit 1
—

Households with Housing Choice Vouchers 2017 by Race, Ethnicity, Disability, and Age Located in
Core-Based Statistical Areas with a Population Larger than 1 Million

Household Race,

Ethnicity, Age, and Households Percent
Disability Status

Non-Elderly and White Non-Hispanic 73,710 7

Nondisabled Black Non-Hispanic 335,541 31
Other Non-Hispanic 15,453 1
Hispanic 94,114 ©
Total Non-Elderly 518,818 48
Nondisabled

Elderly or Disabled White Non-Hispanic 184,231 17
Black Non-Hispanic 238,930 22
Other Non-Hispanic 30,209 3
Hispanic 107,629 10
Total Elderly or Disabled 560,999 52

All Households White Non-Hispanic 257,941 24
Black Non-Hispanic 574,471 53
Other Non-Hispanic 45,662 4
Hispanic 201,743 19
Total All Households 1,079,817 100
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This article is organized as follows: The Methodology section summarizes the data sources and
analytic approach. The Racial/Ethnic Composition section compares the ZIP Code areas in the
nation’s largest metro areas (with populations of 1 million or more) in terms of their racial/ethnic
composition and their level of opportunity as indicated from the index developed for this study.
The Change in HCV-Eligible Units by Category section presents estimates of the aggregate change
in HCV-eligible rental units that would occur in ZIP Code areas in each opportunity category. This
is followed by an examination of the Change in HCV-Eligible Units by Opportunity Level and
Racial/Ethnic Category. The Gain and Loss of HCV-Eligible Units in Integrated ZIP Codes section
examines the effect of SAFMRs in integrated ZIP Code areas. The article concludes with a summary
of findings and a discussion of policy implications.

Methodology

This study focuses on the 53 metropolitan areas with populations of more than 1 million in 2017.

This analysis of the impact of SAFMRs on the availability of HCV-eligible housing in these metro
areas is based on the following data sources:

HUD:  Location and race and ethnicity of HCV recipients in 2017,
Metro-wide FMRs in 2017 by county;
SAFMRs in 2017,
Poverty exposure, public school performance, labor force engagement, and health hazards
in 2017 by census tract. These indicators of neighborhood opportunity are taken from
HUD5 Affirmatively Further Fair Housing data and mapping tool. The tool provides
publicly available data for fair housing analysis (HUD, 2017).

Census (American Community Survey):
Median rents by ZIP Code area in 2017,
Racial and ethnic composition of ZIP Code areas.

The analysis required all data to be tabulated to ZIP Code areas. While some data were available
for ZIP Code areas, other data needed to be converted from census tracts. To do so we applied
“cross-walks” provided by HUD. To estimate current FMRs at the ZIP Code levels, it was necessary
to apply county-level FMRs to census tracts, and then allocate rental units from the tract to the ZIP
Code level using another crosswalk provided by HUD.

Categorization of ZIP Code Areas by Race and Ethnicity

Each ZIP Code was classified into one of the following categories:
Non-Hispanic White (75 percent or more of total population)
Non-Hispanic Black (50 percent or more of total population)
Non-Hispanic Other (50 percent or more of total population)
Hispanic (50 percent or more of total population)
Integrated (all other ZIP Code areas).’

? Because most ZIP Code areas in the nation have a majority White population, we set the threshold for defining
predominantly White areas at 75 percent to identify those areas with very-low levels of racial or ethnic integration.
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Categorization of ZIP Code Areas by the Level of Opportunity
Following the approach taken in HUD’ evaluation of the SAFMR Demonstration program, we
constructed a composite index of opportunity based on poverty exposure, school quality, labor
force involvement, and health hazards. Z-scores were generated for each ZIP Code area for each
variable. The Z-scores were then summed. The approximately 9,000 ZIP Code areas in the large
metropolitan areas were then divided into the following quintiles based on their summed Z scores:

Very high opportunity (top quintile)

High opportunity (2nd quintile)

Moderate opportunity (3rd quintile)

Low opportunity (4th quintile)

Very-low opportunity (bottom quintile)

To estimate the impact of SAFMRs in each ZIP Code area, we subtracted the number of HCV-eligible
rental units that would be present with the current metro-wide FMR from the number that would
exist if SAFMRs were in effect. The results of these calculations were then aggregated for each racial/
ethnic category and for each opportunity category. In carrying out these projections we assumed that
PHAs set their payment standard for the HCV program at 100 percent of the FMR/SAFMR.

Racial/Ethnic Composition and Opportunity Levels

Nearly one-half of the 8,763 ZIP Code areas in the largest metro areas are predominantly non-
Hispanic White. Exhibit 2 shows that these ZIP Code areas, defined as having 75 percent or
more of the population as non-Hispanic White, comprise 48 percent of all ZIP Code areas.
Predominantly Black ZIP Code areas (50 percent or more non-Hispanic Black) account for 6
percent of the total, and predominantly Hispanic areas (50 percent or more) for 7 percent. ZIP
Code areas in which Asian and other racial groups make up 50 percent or more of the population
make up 1 percent of the total. Integrated areas, in which Whites constitute less than 75 percent
of the population and all other racial or ethnic groups less than 50 percent, are the second most
common category, accounting for 38 percent of the total (exhibit 2).

Exhibit 2

—
ZIP Code Areas in Core-Based Statistical Areas with Population Larger than 1 Million by Dominant
Racial and Ethnic Population

ZIP Code Areas Percent
Predominant Racial White Non-Hispanic 4181 48
or Ethnic Group in (75 Percent or More) ’
ZIP Code Area Black Non-Hispanic 537 6
(50 Percent or More)
Other Non-Hispanic 86 1
(50 Percent or More)
Hispanic of Any Race
(50 Percent or More) el 7
Integrated 3,361 38
Total ZIP Code Areas 8,763 100
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Exhibit 3 presents the distribution of HCV recipients of different races and ethnicities across ZIP
Code areas with different racial/ethnic compositions. It shows that 33 percent of all White voucher
holders live in predominantly White ZIP Code areas, and 55 percent live in integrated ones. More
than 80 percent of all Black voucher recipients reside either in predominantly Black ZIP Code areas
(34 percent) or in integrated areas (47 percent). The great majority of Hispanic voucher holders
live either in predominantly Hispanic (48 percent) or in integrated (40 percent) ZIP Code areas.
Very few Black or Hispanic voucher recipients reside in predominantly White ZIP Code areas (6
and 5 percent, respectively), and similarly few White voucher holders reside in predominantly
Black or Hispanic areas. These patterns are nearly identical for voucher holders who are elderly or
disabled and for voucher holders who are not.

Exhibit 3
—
Percent of Housing Choice Voucher Households by Race, Ethnicity, Disability, and Age Located
in Core-Based Statistical Areas with a Population Larger than 1 Million by Dominant Racial and
Ethnic Population in 2017

Dominant Racial or Ethnic Group in ZIP Code
Area (Percent)

White Black Other Integrated  All Areas
Non- Non- Non- Hispanic
Hispanic  Hispanic  Hispanic
Raceand ~ Whie 33 3 1 8 55 100
Household Non-Hispanic
Type Black 6 34 0 13 47 100
Non-Hispanic
other 6 6 14 19 55 100
Non-Hispanic
Hispanic of 5 6 1 48 40 100
Any Race
Total 12 20 1 19 48 100

Note: The significant numbers are bold.

Exhibit 4 cross-tabulates the ZIP Code areas by opportunity category and dominant racial/ethnic
group. It shows that while more than 60 percent of all White areas rank in the top two opportunity
categories, the same is true for only 3 percent of all Black and Hispanic ZIP Code areas. Conversely,
whereas only 5 percent of all White tracts are in the lowest opportunity category, they are joined
by 77 percent of all Black areas and 75 percent of all Hispanic areas. Integrated ZIP Code areas, on
the other hand, are more evenly distributed across the opportunity categories, with each category
claiming from 12 to 25 percent of all integrated ZIP Code areas.

The near absence of predominantly Black and Hispanic ZIP Code areas in the top two opportunity
categories means that if Black or Hispanic voucher recipients wish to live in an opportunity area,
they almost always choose between predominantly White or integrated areas. If they reside in a
predominantly Black or Hispanic ZIP Code area, these areas will almost always rank in the lowest
opportunity categories.
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Exhibit 4
I
Opportunity Level for ZIP Code Areas by Dominant Racial and Ethnic Population in 2017 in
Core-Based Statistical Areas with a Population Larger than 1 Million
Dominant Racial or Ethnic Group in ZIP Code
Area (Percent)

White Black Other Integrated  All Areas
Non- Non- Non- Hispanic
Hispanic  Hispanic  Hispanic
Combined  Yery High 37 0 26 1 12 22
Opportunity ~ Opportunity
Category of High
ZIPCode  Opportunity g E g g ik g
Areas
Moderate 20 4 14 5 22 19
Opportunity
Low
Opportunity 12 16 25 17 25 18
Very Low
Opportunity 5 77 11 75 21 21
Total ZIP
Code Areas 100 100 100 100 100 100
mber of 3,604 500 73 553 3020 7,768
reas

Change in HCV-Eligible Units by Opportunity Category

True to the expectations of SAFMRS architects, the implementation of SAFMRs across all large
metropolitan areas would increase the number of HCV-eligible units in high-opportunity ZIP Code
areas. Exhibit 5 shows that more than 250,000 additional rental units would become available

in very-high opportunity ZIP Code areas and nearly 220,000 additional units would be gained

in high-opportunity areas. On the other hand, SAFMRs would cause the number of HCV-eligible
units to decrease in all other ZIP Code areas, especially in very-low opportunity areas, which
would see a decrease of nearly 555,000 units. In most low-opportunity areas, the SAFMR would
be less than the metropolitan-wide FMR. As a result, units that rent for more than the SAFMR but
less than the metro FMR would no longer qualify for the HCV program. On net, implementation of
SAFMR in large metropolitan areas would engender a decrease of more than 370,000 HCV-eligible
units, as the increase of 1,470,000 units in ZIP Code areas gaining units falls short of the decrease
of 1,840,000 units in ZIP Codes losing units.

The correlation between rent levels and opportunity is not perfect. Exhibit 5 shows that while most
high opportunity ZIP Code areas would gain HCV-eligible units, some will lose them. Similarly,
most but not all low-opportunity areas would lose such units. For example, while 1,248 very-high
opportunity ZIP Code areas would gain HCV-eligible units, 315,832 in total, 487 other very-high
opportunity areas would lose them (64,221). As a result of these divergent outcomes, very-high
opportunity ZIP Code areas would realize an estimated net gain of 251,611 additional HCV-eligible
units. At the other extreme, 1,066 very-low opportunity ZIP Code areas are projected to lose a total
of 817,280 HCV-eligible units, but this loss will be partially mitigated by a gain of 262,586 units
among 626 very-low opportunity ZIP Code areas.
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The gains and losses are not trivial in scale. The gains in program eligible units in the very high
and high opportunity areas are estimated to be 34 percent and 30 percent gains over the number
of units eligible under the FMRs. The losses in program eligible units with the adoption of SAFMRs
are estimated to range from 16 to 22 percent.

As noted earlier, we find that implementation of SAFMRs would yield a net decrease in the number
of HCV-eligible rental units. The loss of 371,580 program eligible units is about 1.5 percent of

the occupied rental stock in these large metropolitan areas and about 2.6 percent of the HCV
program eligible rental stock. This finding is consistent with the Final Evaluation of the SAFMR
Demonstration, which estimated that SAFMRs caused the number of HCV-eligible units in the seven
participating PHAs to decrease by a total of 22,000 (3.4 percent). Most of this decrease occurred at
two sites (Dastrup et al., 2018). The NYU Furman Center, however, in its analysis of the potential
impact of SAFMRs in the 24 designated metropolitan areas, notes that the Final Rule authorizes
PHAs to adopt several strategies to diminish if not eliminate the loss of HCV-eligible rental units.
These strategies include the ability to set payment standards at 110 percent of the SAFMR (thereby
increasing the number of eligible units), and if that is not sufficient, PHAs may obtain permission
from HUD to increase payment standards above 110 percent of SAFMR. The Final Rule also allows
PHASs to set payment standards for HCV recipients who remain in place at an amount up to the
family’s current payment standard at the time SAFMRs were implemented (NYU Furman Center,
2018; Treat, 2018). Finally, it is also possible that some landlords would cut rents in response to
reduced payment standards, thereby mitigating the potential loss of HCV-eligible units.

HUD assessed all metropolitan areas for inclusion within the SAFMR rulemaking. Only 24
metropolitan areas met the specified criteria: (1) 2,500 or more vouchers under lease, (2) HCV
families are found to be 55 percent more likely to live in high poverty or low-income areas than
renters in general, (3) 20 percent of the rental stock in ZIP Code areas had rents such that SAFMRs
are more than 110 percent of the metropolitan FMR, and (4) rental vacancy rate was above 4
percent. HUD believes these are areas where voucher holders are much worse off than renters

in general and are in markets where SAFMRs are likely to be useful. Fourteen of the 24 selected
markets are among the 53 large metropolitan areas with populations of 1 million or more. Exhibit
6 repeats the estimation of rental units gained and lost for the 14 large markets selected by HUD
for implementation of the SAFMRs. The results for these 14 metropolitan areas are very similar to
the results, detailed in Exhibit 5, among all large markets. The ZIP Code areas that gained units
typically realized a 26-percent gain in units. The ZIP Code areas that lost units typically realized

a 25-percent loss of units. The result was a net loss in rental units eligible for participation in the
HCV program.
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Change in HCV-Eligible Units by Opportunity and Racial/Ethnic Category

As would be expected given the paucity of predominantly Black and Hispanic ZIP Code areas that
are classified as high or very-high opportunity, nearly all of the growth in HCV program-eligible
units would occur in ZIP Code areas that are either predominantly White or that are integrated.
Exhibit 7 shows that of the 252,000 additional HCV-eligible units that would be gained in very-
high opportunity ZIP Code areas, 97 percent would be located in predominantly White (53
percent) or integrated (44 percent) areas. Similarly, 94 percent of the additional HCV program-
eligible units in high-opportunity ZIP Code areas would also be located in White and integrated
areas—although integrated ZIP Code areas would account for most of the increase (87 percent).

Exhibit 7
——
Aggregate Gain or Loss of Rental Units Eligible to Participate in the HCV Program in ZIP Code

Areas Within Core-Based Statistical Areas with a Population Larger than 1 Million by Dominant
Racial and Ethnic Population and Opportunity Level

Opportunity Level
. . Net Gain
Very High High Moderate Low Very Low oy, o
Predominant  White Non-Hispanic .5 15079 45006 30310 -13,639 60,095
Racial or (75 Percent or More)
Ethnic Black Non-Hispanic
. 73 1,158 -2,206 -18,202 -60,173 -79,349
Group in ZIP (50 Percent or More)
Code Area _Hi i
Other Non-Hispanic 4,753 2,117 3,950 1,150 2,743 6,928
(50 Percent or More)
e e 1,840 7,870 2,273 11,064 228566  -227,647
(50 Percent or More)
Integrated 111,933 190,061 18,647 -202,675 -249,573 -131,606
All ZIP Code Areas 251,611 217,485 -22,582 -263,400 -554,694 -371,580

Whereas exhibit 7 shows that nearly all of the increase in HCV-eligible units in high- and very-high
opportunity ZIP Code areas would occur either in White or integrated areas, exhibit 8 arrives at the
same finding from a different perspective. Here, high- and very-high-opportunity ZIP Code areas
that are projected to see an increase in HCV-eligible units are sorted by their dominant racial/ethnic
group, as are the low- and very-low-opportunity areas that are projected to lose eligible units. It
shows that 65 percent of the high-opportunity ZIP Code areas projected to gain HCV-eligible units
are predominantly White and 33 percent are integrated. Less than 1 percent are predominantly
Black, and only 1 percent are Hispanic. Conversely, the exhibit also shows that 31 percent of the
low- or very-low-opportunity ZIP Code areas that would lose HCV-eligible units are predominantly
Black or Hispanic; predominantly White ZIP Code areas constitute 20 percent of all areas projected
to lose units, integrated areas, 48 percent. In sum, while White and integrated ZIP Code areas
account for virtually all of the high-and very-high-opportunity ZIP Code areas that would gain
HCV-eligible units, low- and very-low-opportunity areas that would lose eligible units are more
evenly divided across the racial categories.
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Exhibit 8
—
Racial and Ethnic Composition of ZIP Code Areas Gaining or Losing HCV Program Eligible Units

by Opportunity Level

Dominant Racial or Ethnic Group
High or Very High Opportunity Areas
Percent Gaining Program Units

Integrated
33%

White non-Hispanic

Other non-Hispanic— “a 65.1%

1%
Hispanic
1%
Black non-Hispanic
0%
Dominant Racial or Ethnic Group
Low or Very Low Opportunity Areas
Percent Losing Program Units
White non-Hispanic
20%
Integrated . :
48% Black non-Hispanic

14%

“Other non-Hispanic
1%

Hispanic
17%

Exhibits 6-8 examine the distribution of ZIP Code areas that would gain and lose HCV-eligible
units on an aggregate level for all 53 metropolitan areas with populations of 1 million or more.
Exhibit 9 focuses on the change in HCV-eligible units in high- and very-high-opportunity ZIP
Code areas within each metropolitan area. It shows that 45 metropolitan areas’ high- and very-
high-opportunity ZIP Codes would experience an increase in eligible units and 8 would lose units.

In all but 7 of the 45 metropolitan areas with high- or very-high-opportunity ZIP Codes that would gain
HCV-eligible units, 95 percent or more of these ZIP Codes are either predominantly White or integrated.
In four metropolitan areas (Los Angeles, San Francisco, San Jose, and San Diego), ZIP Code areas that
are predominantly populated by Asian or other racial groups account for 6 percent or more of the gain.
In two metropolitan areas, Miami and San Antonio, predominantly Hispanic high-opportunity areas
account for 28 and 63 percent, respectively, of the total increase in HCV-eligible units.
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Gain and Loss of HCV-Eligible Units in Integrated
ZIP Code Areas

We have seen that, if SAFMRs were adopted, nearly all of the projected increase in HCV-eligible units
found in high- and very-high-opportunity ZIP Code areas would occur either in predominantly
White or integrated areas. Integrated ZIP Code areas, however, also account for nearly half of all low-
and very-low opportunity areas that would lose units. Indeed, integrated ZIP Code areas would see an
overall loss of HCV-eligible units while White ZIP Code areas would post a net gain.

A key reason for this difference is that a much higher proportion (46 percent) of integrated ZIP
Codes fall in the low- and very-low opportunity categories—which are most likely to lose HCV-
eligible units—compared with predominantly White areas (17 percent). Moreover, only 12 percent
of all integrated ZIP Code areas fall in the very-high opportunity category, which would gain the
most HCV-units. In contrast, more than 37 percent of all White ZIP Code areas are in the very-high
opportunity group (see exhibit 4).

The integrated category covers a large and varied assortment of ZIP Code areas. It accounts for 38
percent of the 8,763 ZIP Code areas in large metropolitan areas, second only to predominantly
White ZIP Code areas, which account for 48 percent of the total. As noted earlier, integrated ZIP
areas are defined as those in which non-Hispanic Whites make up less than 75 percent of the
population and all other racial and ethnic groups comprise less than 50 percent.

To shed more light on the impact of SAFMRs on integrated ZIP Code areas, Exhibit 9 partitions
them into two categories: Majority White areas where non-Hispanic Whites constitute 50 to 75
percent of the population, and minority White areas where they account for less than 50 percent.
About two-thirds (65 percent) of all integrated ZIP Code areas are majority White.

The two subgroups of integrated ZIP Code areas diverge sharply in their representation within

the high- and very-high opportunity categories. Whereas 41 percent of all majority White
integrated areas are classified as high- or very high-opportunity (compared with 62 percent of all
predominantly White areas), the same is true for just 16 percent of all minority White areas. While
17 percent of all majority White integrated areas rank in the very-high-opportunity category, only
4 percent of all minority White areas fall in this category. Conversely, 36 percent of all majority
White integrated ZIP Code areas are in the low- and very-low-opportunity categories, as against 64
percent of all minority White areas.
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Exhibit 10
I
Integrated Zip Code Areas by Majority-White and Minority-White by Opportunity Level
Majority White Minority White
(50-75%) (<50%) All Integrated
ZIP Code Percent ZIP Code Percent ZIP Code Percent
Areas Areas Areas
Very High o o o
Opportunity 340 17% 37 4% 377 12%
slely 468 24% 122 12% 590 19%
Opportunity
Moderate
453 239 224 219 677 229
Opportunity % % %
Low 0, 0, 0,
Opportunity 448 23% 313 30% 761 25%
Very Low 266 13% 358 34% 624 21%
Opportunity
Total 1,975 100% 1,054 100% 3,029 100%

Partly as a result of these differences, more than one-half (55 percent) of all majority White ZIP
Code areas that are projected to gain HCV-eligible units are classified as a high- or very-high-
opportunity, compared to 23 percent of all minority White areas (see exhibit 11). Conversely,

23 percent of all majority White ZIP Code areas projected to gain HCV-eligible units are low- or
very-low opportunity, compared with 50 percent of all minority White areas. While both majority-
White and minority-White ZIP Code areas are projected to see net losses in HCV-eligible units with
SAFMRs, the latter account for 96 percent of this loss.

Exhibit 11
—
Increases and Decreases in HCV Program-Eligible Units in Integrated Zip Code Areas by Majority

White and Minority White
Areas Gaining HCV-Eligible Units Areas Losing HCV-Eligible Units

Majority Number Minority Number Majority Number Minority Number
White of Areas White of Areas White of Areas White of Areas

VeryHigh 445505  0g3 19,041 32 -16,270 55 1,472 5
Opportunity
High 550558 302 57,055 88 75688 163 11,864 34
Opportunity
Moderate 136,724 232 90,713 141 148,877 219 -59,912 82
Opportunity
Low 60,136 167 80,393 138 205957 281  -137,247 175
Opportunity
Very Low. 22,807 81 60,866 124 109,136 184 -224111 234
Opportunity
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Conclusions

SAFMRs have the potential to make housing located in high “opportunity” neighborhoods
substantially more available to HCV recipients. In metropolitan areas with populations of 1 million
or more, nearly one-half million additional units in very-high- and high-opportunity ZIP Code
areas would become eligible for the HCV program if SAFMRs were adopted. This potential is
unlikely to be realized, however, if governments and nonprofit organizations do not also address
the barriers of racial discrimination and segregation.

This article shows that the great majority of ZIP Code areas that fall in the top two “opportunity”
quintiles are predominantly White or integrated. Only 3 percent of all predominantly Black ZIP
Code areas rank as very high- or high-opportunity (and only one of 509 Black ZIP Codes is in the
top opportunity quintile), as do 3 percent of all predominantly Hispanic ZIP Codes. About three-
fourths of all predominantly Black and Hispanic ZIP Codes sit in the lowest opportunity quintile.

The concentration of “opportunity” within predominantly White and integrated ZIP Code areas
means that if an HCV recipient wishes to live in an opportunity neighborhood, he or she would
essentially need to choose between White and integrated areas. At present, about one-half of all
HCYV recipients in large metropolitan areas reside in integrated ZIP Code areas. Most of the rest live
in segregated areas dominated by people of their own race or ethnicity and are highly unlikely to
benefit from SAFMRs unless they move out of a segregated neighborhood.

Predominantly White ZIP Code areas stand to benefit the most from SAFMRs. They, along with the
much smaller category of other non-Hispanic ZIP Code areas, are the only ones estimated to post
net gains in HCV-eligible units. Predominantly White ZIP Code areas are especially well positioned
to gain HCV-eligible units in very-high-opportunity areas. Integrated ZIP Code areas also stand

to gain many HCV program-eligible units in opportunity areas; indeed, they would gain more
units than would predominantly White areas in very-high- and high-opportunity ZIP Code areas
combined. Unlike predominantly White ZIP Code areas, however, integrated areas are also likely to
see large decreases in HCV-eligible units. Much of this decrease is due to the fact that integrated ZIP
Code areas encompass many more low- and very-low-opportunity areas than their predominantly
White counterparts. For example, while 21 percent of all integrated ZIP Code areas are in the
bottom opportunity quintile, the same is true of just 5 percent of all predominantly White ZIP
Code areas. Thus, of ZIP Code areas that are projected to gain HCV program-eligible units, 65
percent are predominantly White, the same is true for just 33 percent of integrated ZIP Code areas
projected to gain program-eligible units.

We estimate that SAFMRs would result in a net loss of HCV program-eligible units, with most of
this loss occurring in low-opportunity ZIP Code areas. It is important to emphasize, however, that
this potential loss could be reduced or prevented through the various strategies included in HUD’s
Final Rule of 2016 for instituting SAFMRs in 24 metropolitan areas (NYU Furman Center, 2018;
Treat, 2018). Even if SAFMRs were implemented so as to minimize the loss of HCV-eligible units
in low-opportunity and other areas, these measures would do little if anything to address the racial
barriers that make it very difficult for many Black and Hispanic HCV recipients to access high-
opportunity neighborhoods.
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We conclude that while SAFMRs may be necessary to improve the ability of the HCV program to
reach high-opportunity neighborhoods, they are not sufficient. In order to realize its potential,
more will need to be done to help Black and Hispanic HCV recipients learn about predominantly
White and integrated neighborhoods and their housing opportunities. Most likely, PHAs and
their nonprofit partners would need to provide transportation assistance and other forms

of support to help HCV recipients in segregated low-income communities find housing in
opportunity neighborhoods and to provide services to help remain in their new neighborhoods.
Housing counseling and case management will need to be enhanced. The Baltimore Housing
Mobility Program, established in the late 1990s as part of a court-ordered consent decree from

a fair housing lawsuit (Thompson v. HUD),* demonstrates the value of “emotionally supportive
counseling, housing search assistance, and landlord recruitment” in successfully encouraging
HCV recipients to relocate to high-opportunity neighborhoods (DeLuca and Rosenblatt, 2017).
Greater outreach to landlords will be needed. Expanding the potential supply of HCV program
eligible units will mean little if landlords continue to resist participation in the program. This
resistance can be overcome through education and incentivizing participation. If the SAFMR
program is to realize its potential and if the HCV program is to affirmatively further fair housing,
the SAFMR program will require significant improvements.
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Abstract

This paper examines whether expanding neighborhood choice by adding a more localized approach to
setting the rental payment standard affects length-of-stay in the U.S. Housing Choice Voucher (HCV)
program. Payment standards are typically constant within a metropolitan area, rather than small
geographic areas such as ZIP Codes. Using data from the Small Area Fair Market Rent (SAFMR)
Demonstration by the U.S. Department of Housing and Urban Development (HUD), we observed
changes in program exit rates over time in housing agencies adopting ZIP-Code-based payment
standards and compare these with changes in exit rates in programs that continued under metropolitan-
area-based standards. We expand the analysis by looking at subgroups, specifically households with
children, seniors, adults with disabilities, and residents in lower, average, or higher rent neighborhoods.
We find that the introduction of SAFMRs increased program attrition, with exit rates that imply about

a 2-year reduction in the median length of program participation (from a base of about 11 years).
Effects are largest among working-age adults and in households living in lower- and moderate-rent areas
at the time of program introduction. We conclude with a discussion of how our findings on program
attrition and housing independence inform recent proposals to adopt more flexible payment standards or
increase public housing agencies (PHAs) authority to change payment standards under Moving to Work
(MTW) authority.

Introduction

The Small Area Fair Market Rent (SAFMR) Demonstration by the U.S. Department of Housing and
Urban Development (HUD) set out to determine whether replacing metropolitan-area Fair Market
Rents (FMRs) with ZIP-Code-based SAFMRs increased voucher holders” access to and location in
higher-opportunity neighborhoods. Evidence to date finds that, on average, switching to SAFMRs
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makes voucher holders more likely to locate in higher-opportunity neighborhoods (Dastrup, et

al., 2018; Reina, Acolin, and Bostic, 2018; Collinson and Ganong, 2018), particularly among
households with children (Dastrup, Ellen, and Finkel, 2019). There is not yet evidence, however,
on whether introducing SAFMRs affects voucher holders’ length of participation in the voucher
program; that is, whether maintaining subsidized tenancy over time is affected by the introduction
of SAFMRs. This article studies how the replacement of metropolitan-area rent standards with
ZIP-Code-level rent standards affects the average length of stay in the Housing Choice Voucher
(HCV) program.

Leaving the voucher program can represent a positive development in a household’s self-sufficiency
and economic well-being if it is the result of increases in household income. Although there are

no comprehensive data sets reliably detailing reasons for exit from the HCV program, a common
perception is that most exits are not associated with incomes so high as to make the voucher
recipient income ineligible or even to make the net subsidy so small as to make it not worth the
administrative requirements of the program (Gubits, Khadduri, and Turnham, 2009; Lubell,
Shroder, and Steffen, 2003). Rather, program exit typically represents a substantial loss in resources
that the household continues to need.' Many factors may contribute to program attrition other
than income: for example, tenant-landlord relationships, quality of the unit and neighborhood,
availability of local informal welfare networks (family, friends), moves to nursing homes, death, and
proximity to employment.

SAMFRs may interact with many of these factors that affect a household’s continued receipt of
assistance. Relative to the metropolitan-area-wide FMRs, SAFMRs result in lower maximum
subsidies in neighborhoods with prevailing rents lower than the metropolitan-area-wide FMR,

and SAFMRs result in higher maximum subsidies in neighborhoods with prevailing rents above
the metropolitan-area-wide FMR. This may make the program less attractive to landlords and
voucher recipients in lower rent neighborhoods, where a relatively large share of voucher holders
has historically been located. Conversely, this may make the program more attractive to landlords
and voucher recipients in higher rent neighborhoods. Different subsidy caps in different ZIP Codes
within a metropolitan area also represent added complexity for both voucher holders and landlords
participating in the program. This added complexity may result in shorter program participation,
for example by making it more difficult for tenants to understand the applicable payment standard
when searching apartment listings for a new apartment, or by increasing landlords’ costs of
navigating the program.

In this article, we estimate the effect of the introduction of SAFMRs on the length of participation
in the HCV program. We estimate Weibull survival models on a large longitudinal administrative
data set representing approximately one million program participants in 145 public housing
agencies (PHASs), from 1995 through 2017. We find that the introduction of SAFMR increased
program attrition, particularly among working-age adults and in households living in low- and
average-rent areas at the time of program introduction. Our estimated model implies exit rates

' A family with one full-time worker earning minimum wage cannot afford the local FMR for a two-bedroom
apartment anywhere in the United States (HUD, 2018). A recent study finds that for every 100 families with incomes
less than 30 percent of the area median income, there are only 22 affordable units that are not already occupied by a
higher income household or a household with children (Airgood-Obrycki and Molinsky, 2019).
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over time that would cumulatively result in about a 2-year reduction in median length of program
participation (from a base of about 11 years). Effects are largest particularly among working-

age adults and in households living in lower and moderate rent areas at the time of program
introduction. These findings highlight the need for additional research to determine the factors
resulting in program attrition.

Literature Review and the SAFMR Study

Previous studies have shown that length of stay in the voucher program varies by several household
characteristics. Senior heads of household are less likely to leave the program than households
headed by a nonsenior person; households headed by people with disabilities are less likely to
leave than households headed by people without disabilities; African-Americans are less likely to
leave than Whites; and women are less likely to leave than men (McClure, 2017; Lubell, Shroder,
and Steffen, 2003). Households with infants or toddlers are less likely to leave the voucher
program, but households with older children are more likely to leave (Cortes, Lam, and Fein,
2008). Our analysis controls for all these household characteristics when testing whether a policy
change affects the probability of a household leaving the program and examines whether SAFMR
affects program attrition among certain demographic groups compared with others.

Household income also influences attrition in the housing voucher program but less than one
might expect. The most positive reason for leaving the voucher program is through increased
financial self-sufficiency in the form of improved earnings. Only one-third of all participants
leaving the housing voucher program have earnings, however, and income is not a good
predictor of exit (Olsen et al., 2005; McClure, 2017). HUD cannot track a household’s income
after they leave the program, so most previous studies (and this current one) have imperfect
income measurement. One way SAFMR policy may affect attrition is through access to better
neighborhoods. If SAFMR policy can improve access to higher opportunity neighborhoods, we
might expect participants to improve financial self-sufficiency and for this to be associated with a
greater likelihood of leaving the program. The Moving to Opportunity study found mixed evidence
on how moving to higher opportunity neighborhoods affected the employment and earnings of
adults (Sanbonmatsu et al., 2011; Turner, Nichols, and Comey, 2012).2

Patterns of exit in the SAFMR Demonstration households are similar to those found in other
studies. The analysis of the SAFMR Demonstration included five Demonstration PHAs and two
PHAs in the Dallas area where SAFMRs were imposed due to a legal settlement; we will refer to
these seven PHAs collectively as “the seven SAFMR PHAs”. Exhibit 1 compares the distribution

of household characteristics in the seven SAFMR PHAs prior to the switch from FMR to SAFMR,
with the distribution of household characteristics of households that exited the program at some
point between the introduction of SAFMR and December 31, 2017. Using simple t-tests (Chi-
square tests for categorical variables), households that eventually left the program have different
characteristics compared with the full sample of households served by the program (p < .001 in
all cases). Households that eventually exited the program are less likely to be headed by a woman,

? Chetty, Hendren, and Katz (2016) found that the future earnings of children is positively impacted by moving to
lower poverty neighborhoods, but this evidence is too indirect to suggest a strong association between SAFMR and an
increased rate of exit due to improved tenant self-sufficiency.
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less likely to have children of any age, more likely to be White (than African-American), more

likely to be Hispanic, less likely to be disabled, and more likely to be living in a neighborhood with

average or higher than average rent. Households that left the program are more likely to be senior
(we do not have sufficient detail to know how many of these exits are due to death) and to have a
higher income.

Exhibit 1
EE——

Characteristics of SAFMR PHA Program Participants: At Time of Intervention Introduction and at
Time of Exit

Characteristic Mean at Intfervention Mean at Exit, Among Leavers
Introduction (%) (%)
Female 85.9 84.1
Senior 18.5 22.7
No Kids 40.7 53.9
Kids Under Age 5 23.2 11.1
Kids Age 5 to 12 42.4 28.6
Kids Age 13 to 17 37.0 27.8
White 19.4 22.4
African-American 75.3 73.3
Hispanic 8.9 10.5
People with Disabilities 36.7 37.0
Lives in Neighborhood With 399 380

Average Rent Ratio <90% FMR?

Lives in Neighborhood With
Average Rent Ratio Between 90% 441 442
and 110% of FMR?

Lives in Neighborhood With

Average Rent Ratio >1.12 16.6 7.5
Any Income 99.0 98.4
Average Income $17,734 $20,624
N 48,819 19,793

FMR = Fair Market Rent. PHA = Public Housing Authority. SAFMR = Small Area Fair Market Rent,
a Sample sizes are 48,134 and 19,479 due to missing data on rent ratios.

Notes: This analysis includes only households participating in the voucher program at the time of the introduction of SAFMR policy. The difference in the means
of each row s statistically significant (p<.001, using Chi-squared tests for binary variables and t-tests for continuous variables). The categories “kids under age

5," "kids age 5 to 12,” and "kids age 13 to 17" are not mutually exclusive, as households have can children across a wide age range.
Source: SAFMR Demonstration Data, SAFMR PHAS only

In addition to household characteristics, some studies have found that neighborhood features are

associated with attrition in the voucher program. Ambrose (2005) found that greater neighborhood

poverty is associated with a lower probability of leaving the voucher program, but there is no
information on why this association arises. Olsen, Davis, and Carillo (2005) find that greater
vacancy rates are associated with lower probability of leaving the program, but, again, the reason
for this association is not clear. Under SAFMR, higher poverty neighborhoods become less

attractive because of the PHAS lower payment standards in those neighborhoods, forcing either
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landlords to accept lower rents or program participants to make larger contributions to the rental
payment. Olsen, Davis, and Carillo (2005) found that increasing the tenant rent contribution leads
to small positive increases in the probability of leaving the program.

The switch from FMR to SAFMR reduces the percent of units affordable to program participants in
lower rent neighborhoods and increases the percent of units affordable to program participants in
higher rent neighborhoods. For neighborhoods with median rents that were less than 90 percent
of the metropolitan-area median rent, the SAFMR demonstration found that 73 percent of all
units had rents below FMR, but only 46 percent had rents below the SAFMR. This reduction in
the proportion of units affordable to participants suggests that the introduction of the SAFMR
payment standard may make it more difficult for program participants residing in lower rent/high-
poverty neighborhoods to remain in their housing unit, because landlords may be less motivated
to participate in the program (Dastrup et al., 2018). At the same time, a higher share of units was
affordable in higher rent neighborhoods (26 percent affordable under FMR and 64 percent under
SAFMR), increasing the value proposition of the voucher to landlords and program participants
who would like to reside in higher rent neighborhoods.’

Effect of SAFMR on Attrition in the Housing Choice
Voucher Program

In this section, we describe our approach to estimating the causal effect of SAFMRs on program
attrition in the voucher program. We estimate the impact of the change from metropolitan-area
FMRs to SAFMRs using a difference-in-differences approach within a survival analysis model. To
examine the robustness of our main specification, we test alternatives specifications of the hazard
function and use Monte Carlo analysis. We omit a detailed description of the data and the HUD
demonstration from which they derived, as these are extensively described in Dastrup et al. (2018).

The difference-in-differences component compares the exit rates of voucher program tenants
before the introduction of SAFMRs with exit rates of tenants after the introduction, and then it
compares this difference across treated PHAs and untreated PHAs. The unit of observation is a
household-“stay.™

This approach offers causal estimates under the assumption that SAFMR PHAs would have had
parallel trends in exit rates during our study period in the absence of SAFMRs. The difference-in-
difference approach removes potential bias from the impact estimate due to unobservable PHA

* A recent HUD study found that refusal rates were much higher in low-poverty neighborhoods compared with the
rates in higher-poverty neighborhoods (Cunningham et al., 2018).

* As we cannot observe long stays post-intervention, we restrict the analysis sample to households that entered the
voucher program after 1980. We also restrict the estimation to time periods beginning in 2009 which is when our
historical HUD data set begins, so that households entering prior to 2009 do not bias the estimation of the survival
function. For example, consider two households that enter the voucher program in 2000, where Household A leaves
the voucher program in 2005 and Household B leaves the voucher program in 2015. Household A is not observed in
our data, because household-stays that ended prior to 2009 are not observed. Household B is observed, but we only
use information about that household’s “survival” at t 2108 months (108=12*%(2009 — 2000)), so that Household B
does not contribute an upwards bias of the survival probability at 0 < t < 108. A household that entered, exited, and
re-entered the program will appear in our data twice, if the exit took place during or after January 1, 2009, and the
second re-entry took place between January 1, 2009, and December 31, 2017.
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characteristics that are constant over the analysis time period (for example, local PHA practices
and preferences in tenant selection). While the impact estimates could still be biased due to time-
varying characteristics that coincided with the introduction of SAFMR and that affected the SAFMR
PHAs and PHAs metropolitan-area-wide FMRs differently, we find that possibility unlikely, as the
comparison sample is very large and the SAFMR demonstration sites were selected within clusters
of PHAs that were similarly sized, in markets with similar FMRs, and had similar percentages of
voucher holders that were working age (see Dastrup et al., 2018).

We estimate a Weibull survivor function using Stata’s survival analysis packages, which models the
probability that an existing tenant is still in the voucher program after t months. We considered
other specifications (including the more typical proportional hazard model), but the data yield
linear, parallel trends (straight lines) in log cumulative hazard over log time, suggesting that
Weibull is the most appropriate specification. Equation 1 shows the Weibull cumulative hazard
function, including household characteristics X; PHA characteristics Z; an indicator of PHA ever
randomly assigned to using SAFMRs, SA; an indicator for pre- and post-introduction of the SAFMR
policy, POST ; and a random error term €. The coefficient B2 is the primary coefficient of interest,
as it provides the estimate of whether the introduction of SAFMRs affected tenants’ probability of
leaving the program. Our findings are robust to the use of alternative hazard models (Gompertz)
and consideration of correlated random errors at the PHA-level using a shared frailty parameter.

(1) H(t)=exp(B, + B,SA * POST,+ B,SA + B,POST + B,X + B,Z + €) t°.

All households are censored at 15 years duration to avoid longer term households’ outsized influence
on the shape parameters of the Weibull model (our main findings are robust to their inclusion).

To visualize the analysis, exhibit 2 shows the probability (and confidence intervals around those
probabilities) that a household will remain in the voucher program after t months (a) prior to the
SAFMR demonstration and (b) after the SAFMR demonstration. These graphs begin at 1.0 (a 100
percent probability of remaining in the voucher program at the time of move-in) and decrease to
roughly 0.25 by the 175th month of participation (a 25 percent probability of still being in the
voucher program after roughly 14.5 years). The median length of stay is the number of months at
which 50 percent (0.5 on the y-axis) are still in the program.’ The solid line shows this probability
for households participating in PHAs assigned to use the SAFMRs, and the dashed line shows the
probability for households participating in PHAs using the typical (metropolitan-wide) payment
standards. The solid line is higher than the dashed line in exhibit 2(a), showing that households
in PHAs that will later participate in the SAFMR demonstration are more likely to “survive,”

such as, persist in the program, prior to the introduction of the SAFMR policy than households

in PHAs that will not participate in the SAFMR demonstration. In an experiment with a larger
sample, we would expect the two lines in exhibit 2(a) to overlap perfectly, indicating no differences
between the treatment and comparison group prior to the demonstration. Two of the SAFMR sites
(Cook County and Mamaroneck) were the biggest influence in generating the gap in the pre-
demonstration survival curves, and note that this gap is not surprising given that a sample size of

>McClure estimated that the median length of stay in the voucher program is 4 years. Our data suggest that the
median is much longer at 11 years (2017). One reason for this discrepancy may be that we do not include stays of
less than 1 month.
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seven PHAs is small and cannot be expected to reflect the average of a group of 138 comparison
PHAs. This difference could be due to the combination of the housing market and participant types
served in these PHAs.

The survival function of the SAFMR PHAs looks markedly different after the introduction of
SAFMR policy. It nearly overlaps with the survival function of the non-SAFMR PHAs, as shown
in exhibit 2(b). These data strongly suggest that the introduction of SAFMR led to induced
program exit.

Exhibit 2(a)
I
Probability of Remaining in the Voucher Program, by

Months Since Entry: Prior to SAFMR Demonstration

Kaplan-Meier Survival Estimates
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o
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Exhibit 2(b)
—
Probability of Remaining in the Voucher Program, by

Months Since Entry: After SAFMR Demonstration

Kaplan-Meier Survival Estimates
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Consistent with exhibits 2(a) and 2(b), estimation of the survival regression model reveals that the
introduction of SAFMR increased program exit. For any given length of time in the program and
household characteristic, the introduction of SAFMR increased the probability of exit by 27 percent
(a hazard ratio of 1.269). Exhibit A.1 in the appendix shows the full set of hazard ratios for all
covariates in the regression model. This result is robust to alternative specifications, including the
exclusion of random effects at the PHA-level and use of the Gompertz model instead of the Weibull
model (see exhibit A.1). Of course, the increased probability of program attrition leads to shorter
lengths of stay in the voucher program. Using the main model estimates, exhibit 3 shows the
regression-adjusted median length of stay in months for households in treatment and comparison
PHAs, both before and after the introduction of SAFMR. These medians are consistent with the
survival rates in exhibit 2 and suggest that the introduction of SAFMR decreased the median length
of stay by 20 percent (-27 divided by 134).c

Exhibit 3
Regression-Adjusted Median Length of Stay in the Voucher Program (Months)
SAFMR PHAs Comparison PHAs Difference
After SAFMR 92 93 -1
Before SAFMR 134 108 26
Difference — 427 - 15" =27
“*p < 0.001

Notes: For SAFMR PHAS, the data include 54,860 households participating in the voucher program prior to the intervention and 56,061 households participating
in the voucher program after the introduction of the intervention, of which 37,021 participated in the program in both periods. For comparison PHAS, the data
include 738,807 households participating in the voucher program prior to the intervention and 668,602 households participating in the voucher program after
the introduction of the intervention, of which 474,863 households participated in the program in both periods.

We were surprised at the large estimated impact of the change from metropolitan area FMR to
SAFMR on attrition. One hypothesis we had is that our findings could be due to chance, owing to
the small number of PHAs in the treatment group (7 out of 145 in the full sample). To explore this
hypothesis, we conducted a Monte Carlo analysis using the 138 PHAs in the comparison group.
Over 100 iterations, we randomly assigned 6 to 7 comparison PHAs to a “treatment” group and ran
the same difference-in-difference Weibull model. On average, those simulations found no impact (a
hazard ratio of 0.997, ie. nearly 1). Despite the small number of PHAs in the simulated “treatment”
groups, only one out of the hundred simulations yielded an impact estimate as large as the impact
in our main analysis. In fact, our main finding is 2.31 standard deviations larger than the average
simulated impact estimate. From this exercise, we conclude that although our main finding is
puzzlingly large, there is roughly a one percent probability that it is due to random chance.

We tested to see if the impact was different across various tenant groups. We use the standard
triple-difference specification, shown Equation (2), with W being a dummy (binary indicator)
variable for subgroup inclusion. Table A.2 in the appendix shows the full set of estimated hazard
ratios for all coefficients in the subgroup analyses.

) H(t)=exp (B, + B,SA *POST W + B.SA* W + B,POST.* W + BW + B,SA* POST, +
B,SA+ B,POST, + BX+ B.Z+€) t*

© The SAFMR demonstration data suggest longer median lengths of stay than previously reported (McClure, 2017).
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Similar to previous studies, our main finding and subgroup analysis finds that heads of household
with disabilities are less likely to exit, in general, compared to nondisabled heads of household.
Interestingly, we find no evidence that heads of household with disabilities were differently affected
by the introduction of SAFMR compared to nondisabled heads of household. Stated differently, the
introduction of SAFMR increased the hazard of exit for heads of household with disabilities just as
much as it did for nondisabled heads of household.

We also compared households with children, to households without children. Similar to previous
studies, our main finding and subgroup analysis find that households with children are less

likely to exit, in general, compared with households without children. We find no evidence that
households with children were differently affected by the introduction of SAFMR compared with
households without. Stated differently, the introduction of SAFMR increased the likelihood of exit
for households with children just as much as it did for households without children.

We next looked at households living in high rent neighborhoods at the time the SAFMR
demonstration began. (We do not do a subgroup analysis based on neighborhood type at time of
exit because neighborhood type at time of exit is endogenous to the policy change, as shown by
Dastrup, Ellen, and Finkel, 2019.) Similar to Dastrup et al. (2018), high-rent neighborhoods are
defined as neighborhoods where the median rent is 110 percent higher than the metropolitan area
FMR. Unlike for households living in neighborhoods with rents lower than the 110 percent of the
metropolitan area FMR, there is no evidence that households living in high-rent neighborhoods
are more likely to exit the program after the introduction of SAFMR than before the introduction
of SAFMR. The difference in impact for household participants in higher rent neighborhoods
compared with all other households is statistically significant (p < .001). This finding suggests that
the introduction of SAFMR increased attrition in lower and moderate rent neighborhoods but not
in higher rent ones.

To investigate further, we closely examined households that live in lower and moderate rent
neighborhoods at the beginning of the SAFMR Demonstration. As in Dastrup et al. (2018), lower
rent neighborhoods are defined as ZIP Codes where the median rent is at most 90 percent of the
metropolitan area median rent. We found that in general (prior to the SAFMR Demonstration and
in non-SAFMR PHAs) households living in lower rent neighborhoods are more likely to leave the
program than households in moderate rent neighborhoods (median rents between 90 and 110
percent the metropolitan median). For households that live in lower rent neighborhoods, the
introduction of the SAFMR increased the probability of exit by 26 percent. For households that live
in moderate rent neighborhoods, SAFMR increased the probability of exit by 41 percent, which
statistical tests show is significantly larger than the increase in probability of exit for lower rent
neighborhood participants. Therefore, we reject the hypothesis that the main result is driven solely
by voucher participants living in lower rent neighborhoods; rather, it is driven both by participants
in lower rent neighborhoods and participants in moderate rent neighborhoods. This finding

is surprising since the SAFMR formula results in SAFMRs that are similar or identical to FMRs

in these ZIP Codes. Further research is needed to determine the contribution to this finding of
payment standards (set by PHAs within the 90 to 110 percent of either SAFMR or FMR), program
complexity, and other factors.
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Last, we examined subgroups defined by age. The introduction of SAFMR had a different effect on
program attrition for households with seniors (age 62 and over) compared with households with
no seniors. Both groups were more likely to exit after the introduction of SAFMR, but the increased
hazard was smaller for households with seniors than households with no seniors (hazard ratio of
1.106 for seniors, 1.303 for nonseniors). The difference is statistically significant (p <.001). We
can speculate on possible explanations for this difference (for example, seniors are otherwise less
likely to move), but future research should clarify how the introduction of SAFMR had a different
effect on these two types of households. In the SAFMR PHAs, a slightly smaller percentage of
households with seniors live in high-rent neighborhoods than households with no seniors (16.8
percent compared with 15.9 percent). Therefore, the differential result for seniors is not tied to the
results on average neighborhood rent levels.

Discussion

The results show increased rates of program attrition after the introduction of SAFMRs.

Further research is needed to shed light on the reasons for the increased program attrition. It is
theoretically ambiguous how the change from metropolitan area FMRs to SAFMRs would affect the
length of stay in the program. The change from metropolitan area FMRs to SAFMRs may decrease
attrition in higher rent neighborhoods because the program’s generosity has increased. At the same
time, if higher rent neighborhoods coincide with better economic possibilities for financial self-
sufficiency, SAFMRs would ultimately increase attrition in higher rent neighborhoods. We found
that households residing in higher rent neighborhoods were less likely to leave the program after
the introduction of SAFMR than before, suggesting that, in the first 5 years after implementation,
the effects of increased generosity of the subsidy in those neighborhoods outweigh factors that
might decrease participation.

Another reason SAFMR might affect attrition is that it may increase attrition in lower rent
neighborhoods because landlords may be less willing to accept the lower payment standards or
interface with a more complicated program. Also, HCV participants with a lower valued subsidy
might decide that the program’s paperwork requirements are too burdensome. Indeed, we found
that households residing in lower rent neighborhoods were more likely to leave the program after
the introduction of SAFMR than before. Puzzlingly, households in moderate rent neighborhoods
were also more likely (in fact, even more likely than those in lower rent neighborhoods) to

leave the program after the introduction of SAFMR. Prior to this analysis, HUD recognized the
potential burden to existing program participants at PHAs that switch from FMR to SAFMR. In
part to address this possibility, Section 107 of the recently enacted Housing Opportunity Through
Modernization Act (HOTMA) provides PHAs with flexibility in how they set payment standards
in areas where the new payment standard falls below the metropolitan-area FMR. Under this new
rule, PHAs are explicitly given the option of allowing higher PHA rental contributions for units
whose new payment standard falls below the previous metropolitan-area FMR payment standard.
These protections and additional experience with SAFMRs may result in different outcomes than
we find for the SAFMR demonstration PHAs in our analysis.
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Attrition from the voucher program is puzzling in general because most households are not
financially better off as a result of leaving the program. Researchers would be able to document
tenant experience and explain demonstration impacts on attrition if the HUD Form 50058 that
describes each participating household recorded reasons for program exits. This article and the
previous literature suggest that the list of categorical responses recording the exit reason should
include: (1) death, (2) moving to co-habit with partner, (3) leaving geographic service area, (3)
eviction, (4) no longer in need of housing subsidy, (5) difficulty finding an apartment, and (6)
moving to a nursing or other more intensive care facility, as well as others. Increased resources
and improved processes for gathering this exit information would likely allow for more focused
research conclusions to inform policies that can affect program attrition.

Conclusion

During the SAFMR demonstration, the seven participating PHAs saw increased attrition rates from
the HCV program that imply a decrease in median length of program participation of about 2 years
(from a median base of about 11 years of participation). The increase in attrition is attributable

to the change from metropolitan area rents to SAFMRs. Households in lower and moderate rent
neighborhoods were affected but households in high-rent neighborhoods were not. Working-age
adults were more affected than households with adults over age 62. Characteristics of participants
exiting the program suggest that exits represent a decrease in household resources. Additional
research and data collection are needed to understand the reasons for program exits and how the
introduction of SAFMRs interacts with these reasons. Although the demonstration evaluation and
related research have found that SAFMRs led to an increase in households—especially those with
children—moving to high-rent neighborhoods, a more complete welfare analysis of SAFMRs is
needed to take into account its impact on attrition from the voucher program.
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Appendix A: Additional Exhibits

Exhibit A.1
S

Main Results (1 of 2)

Weibull Model Without
PHA-Cluster Robust
Standard Errors

Gompertz Model
Without PHA-Cluster
Robust Standard Errors

Weibull Model With
PHA-Cluster Robust

Standard Errors

Interaction of Post Dummy and 1.399* 1.387

SAFMR-PHA Dummy [1.357,1.443] [1.344,1.430]
Indicator for Time > 1.089** 1.106**

Post-Intervention [1.081,1.097] [1.099,1.114]
) 0.720"* 0.730"*

PHAs Using SAFMRs [0.701,0.739)] [0.711,0.749]
1.040** 1.038***

Clsitr =2 [1.028,1.052] [1.026,1.050]
0.552** 0.558™*

Cluster = 4 [0.542,0.562] [0.548,0.568]

Cluster =5 (omitted) (omitted)

0.766™* 0.772"*

Cluster = 6 [0.759,0.773] 0.764,0.779]
Cluster = 7 0.456™* 0.464***

B [0.448,0.464] [0.456,0.472]
) 0.729*** 0.745***

Household Head is a Woman [0.723,0.736] [0.739,0.752]
Head of Household with 0.822*** 0.833***

Disability [0.815,0.829] [0.826,0.840]
. ) 1.419** 1.419**

Household Head is White [1.406,1.430] [1.406,1.430]
- . 0.950"** 0.951**

Household Head is Hispanic [0.939,0.960] [0.941,0.961]

. 0.974 0.960"**
Children Under Age 5 Present [0.966,0.983] [0.952,0.969]

. 0.846™** 0.851***
Children Age 5 to 12 Present [0.839,0.853] [0.845,0.858]

. 0.918*** 0.934*
Children Age 13 to 17 Present [0.910,0.926] [0.926,0.942]
More Than One Adult in 0.844** 0.854***
Household [0.836,0.850] [0.846,0.861]

1.005 1.018**
At Least One Adult Age 62+ [0.994,1.015] [1.008,1.029]

0.941*** 0.944**
Income > $0 and < $5K [0.922,0.960] [0.925,0.963]

0.947*** 0.952**
Income 2 $5K and < 10K [0.929,0.966] [0.934,0.971]

1.270"*
[1.230,1.311]

1171
[1.163,1.179]

0.795
[0.589,1.074]

1.053
[0.900,1.232]

0.520"*
[0.424,0.640]

(omitted)

-0.195*
[0.678,0.998]

0.438"*
[0.322,0.596]

0.740*
[0.733,0.747]

0.793**
[0.786,0.800]

1.265"*
[1.252,1.276]

0.870™
[0.860,0.882]

0.947"*
[0.939,0.955]

0.842+
[0.835,0.849]

0.928"
[0.920,0.936]

0.877"*
[0.869,0.884]

1.025%*
[1.014,1.036]

0.904*
[0.886,0.923]

0.921"*
[0.903,0.940]
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Exhibit A.1

Main Results (2 of 2)

Weibull Model Without Gompertz Model Weibull Model With
PHA-Cluster Robust Without PHA-Cluster PHA-Cluster Robust
Standard Errors Robust Standard Errors Standard Errors
0.964*** 0.970* 0.960***
Incame > $10K and < $15K [0.945,0.983] [0.951,0.990] [0.941,0.979]
1.052** 1.054** 1.046**
Income = $15K andi< $20K [1.031,1.073] [1.033,1.075] [1.025,1.068]
1.195" 1.198" 1.206™*
Income > $20K and < $25K [1.170,1.220] [1.174,1.224] [1.181,1.231]
1.735" 1.747 1.818**
e 2 B [1.699,1.770] [1.713,1.782] [1.782,1.857]
Constant 0.008*** 0.010** 0.007***
[0.008,0.008] [0.009,0.010] [0.007,0.008]
. 1.036*** 1.066***
Weibull Shape Parameter [1.033,1.039] [1.062,1.069]
0.999***
Gompertz Shape Parameter [0.999,0.999]

Theta

0.151
[0.120,0.189)]

PHA = Public Housing Authority. SAFMR = Small Area Fair Market Rent.

*p<0.05 " p<0.01,"*p<0.001

Notes: This table displays the model results as hazard ratios, which are exp(coeff) where coeff are the estimated model coefficients. For the SAFMR PHAS, there
are 54,860 observations pre-intervention and 56,061 observations post-intervention. For the metropolitan area FMR PHAS, there are 738,807 observations pre-
intervention and 668,602 observations post-intervention. Income is inflation adjusted to 2018 dollars. Ninety-five percent confidence intervals in brackets.
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Impact of Expanded Choice on Attrition in the Housing Voucher Program
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Does HUD Overpay for Voucher
Units, and Will SAFMRs Reduce the
Overpayment?

Edgar O. Olsen
University of Virginia

Abstract

One argument for Small Area Fair Market Rents (SAFMRs) is that they would reduce overpayment for
voucher units in low-rent neighborhoods. This leads to the belief that the benefits of SAFMRs can be
funded largely by reductions in landlord profits rather than by losses to voucher recipients who remain
in low-rent areas. The usual theoretical argument that has led many to believe that voucher units are
overpriced focuses on one implication of one feature of the Housing Choice Voucher program. This
article provides a more comprehensive theoretical analysis that leads to the conclusion that the worst
voucher units and those in the worst neighborhoods will usually rent for more than the mean market
rent of identical units, and the best units in the best neighborhoods will rent for less than this amount.
The debate over this matter has ignored the bulk of the available evidence. This article summarizes and
assesses the data, methods, and results of the major studies. The evidence is consistent with the general
pattern predicted by the comprehensive theoretical analysis but also with an alternative explanation that
challenges its interpretation of overpayments and underpayments for voucher units. The mix of units
with estimated overpayments and underpayments varies across studies, but the weight of the evidence
is that the aggregate differences are modest. Finally, the evidence available indicates that SAFMRs

will decrease the rents paid for voucher units with any specified set of characteristics in the worst
neighborhoods and will increase the rents of such units in the best neighborhoods.

Introduction

Convincing evidence indicates that children in low-income households will have better outcomes
as adults if they grow up in better neighborhoods (Chetty, Hendren, and Katz, 2016; Chyn, 2018).
Evidence also indicates that Small Area Fair Market Rents (SAFMRs) will induce more voucher
recipients with children to move to better neighborhoods without any significant increase in

Cityscape: A Journal of Policy Development and Research ® Volume 21, Number 3 ¢ 2019 Cityscape 89
U.S. Department of Housing and Urban Development e Office of Policy Development and Research



E. Olsen

taxpayer cost (Collinson and Ganong, 2018; Dastrup et al., 2018). If the decision makers in these
families undervalue the benefits of a better neighborhood for themselves or their children, or if
they fail to devote a sufficient share of the family’s resources to their children in the eyes of others
who care about them, this evidence provides a strong argument for SAFMRs.!

Another argument in the debate over the desirability of SAFMRs is on shakier ground. At several
points in the Federal Register entries for the proposed SAFMR rule (81 FR 39218) and final rule
(81 FR 80567), it is argued that another benefit of SAFMRs is that they would reduce overpayment
of rent in areas where median neighborhood rent is below the average for the metropolitan area.
The belief that the voucher program overpays for units in these areas is widespread among housing
policy analysts and others involved in housing policy debates. This leads to the belief that the
benefits of SAFMRs can be funded largely by reductions in landlord profits rather than losses to
voucher recipients who remain in low-rent areas. If market rents are paid for voucher units in these
areas, reduced payment standards would force these recipients to pay higher rents or move to less
desirable units.

The usual theoretical argument that has led many to believe that voucher units are overpriced
focuses on one feature of the Housing Choice Voucher (HCV) program and ignores other features
that affect this outcome. The Federal Register entries for the proposed and final SAFMR rule are
not specific about the nature of the evidence on this matter. They cite an early version of a recently
published paper (Collinson and Ganong, 2015), however, that contained some evidence about the
extent of overpayment for voucher units. Desmond and Perkins (2016) provide recent results for
one county, but neither Collinson and Ganong nor Desmond and Perkins provide a good account
of the major studies funded by the U.S. Department of Housing and Urban Development (HUD)
that shed considerable light on this matter.

The purposes of this article are to explain the theoretical reasons for rents of voucher units to be
greater or less than the mean rents of similar units occupied by unsubsidized households and to
summarize and assess the data, methods, and results of the major empirical studies of this matter.
Because the voucher program has changed over time and voucher programs with different features
should be expected to have different outcomes, this assessment will account for the nature of

the voucher program at the time of the data underlying the results of each study. This article will
provide a comprehensive account of the state of the evidence on this matter.

Theory

The HCV program has features that lead to the expectation that HUD will pay more than the mean
market rent of identical units for some units in some locations and less than the mean market rent
of identical units for other units in other locations. This section analyzes the expected effect of
these features.

The argument that has led many to expect that voucher units would be overpriced is based on a
simplified version of the program. It assumes that a voucher recipient is allowed to occupy any

! Otherwise, the evidence provides no rationale for incentivizing families with children to live in a better
neighborhood at the expense of worse housing.
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unit that meets the program’s minimum housing standards and rents for less than a program
parameter called the payment standard, the voucher recipient can agree to pay the landlord any
rent up to the payment standard, and the recipient will contribute a fixed amount toward its rent,
usually 30 percent of their countable income. Under these assumptions, if the market rent of a unit
occupied by a voucher recipient is less than the payment standard, its tenant would have no reason
to resist paying the landlord a rent equal to the payment standard. This leads to the conclusion
that all landlords who serve voucher recipients will charge rents equal to this amount. Therefore,
all voucher units with market rents less than the payment standard would be overpriced, and the
worst units in the worst neighborhoods would be overpriced to the greatest extent.

The conclusion that all landlords who serve voucher recipients will set their rents equal to the
payment standard is counterfactual. Collinson and Ganong (2018, Online Appendix, Figure B.5)
reveal that this is true for only 12 percent of voucher recipients.> About 52 percent have rents less
than the payment standard and, in many cases, substantially less. Their results also indicate HUD
pays more for better units (Online Appendix, Figure B.1). The Freestanding Housing Voucher
Demonstration produced similar results for the predecessor to the current HCV program.’

The argument that leads to the expectation that voucher units will be overpriced ignores an
important aspect of reality and an important incentive in the simplified version of the program.
Exhibit 1 illustrates their combined effect. The exhibit describes the relationship between the
desirability and rents of the units in a given neighborhood. The units in the neighborhood differ in
their desirability Q. Due to search cost, identical units in the neighborhood do not have the same
rent. The points in the shaded area represent combinations of unit desirability and asking rents to
unsubsidized tenants for units that meet the voucher program’s minimum housing standards Qu.
PS is the program’ ceiling rent. The units available to voucher recipients are the units in the shaded
area to the right of Qu and below PS. Landlords with asking rents above PS will not agree to rent
to voucher recipients. Based on the assumptions of the usual argument, landlords with asking rents
less than or equal to PS will agree to rent to voucher recipients for a rent equal to PS because they
realize that voucher recipients have no reason to resist this rent for their unit.

2 https://assets.aeaweb.org/asset-server/files/6861.pdf

? Leger and Kennedy (1990b, Table G.17) at https://www.huduser.gov/portal/Publications/pdf/HUD-005555.pdf and
Leger and Kennedy (1990c, Table E.25C) at https://www.huduser.gov/portal/Publications/pdf/HUD-005597 .pdf
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Exhibit 1
S

Units of Different Quality Potentially Available to Voucher Recipients in a Neighborhood
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Like unsubsidized tenants, voucher recipients looking for a unit will contact a number of landlords
and visit a number of units. Asking rent and a few rudimentary characteristics are nearly always
stated in advertisements, but it is necessary to visit units to determine their desirability. Voucher
recipients will limit their search to units in the shaded area to the right of Qu~ and below PS, but
due to search costs, they will not contact all landlords with vacant units. Because the rent that

they pay does not depend on the desirability of the unit, they will occupy the best unit that they
find during their search. This is a largely unrecognized implication of the assumptions of the

usual argument. Recognizing that units with the higher asking rent usually have more desirable
characteristics would motivate voucher recipients to search among units with asking rents slightly
below PS.

On the usual argument, if the best unit found in a search has desirability between Qg and Qc, the
recipient’s combination of unit desirability and landlord rent would be on the line segment BC.
Except for units with an initial asking rent equal to PS, these landlords would receive rents greater
than their initial asking rents. In that sense, they would be overpriced. They would also, however,
have rents less than the mean rent of identical units. In this sense, they would be underpriced. All
empirical work on this topic is based on the second concept of underpayment and overpayment. It
compares the actual rent of voucher units with an estimate of the mean market rent of units with
the same characteristics.

Therefore, the fact that the tenant contribution to rent does not vary with the rent paid to the
landlord does not imply that HUD pays rents greater than the mean market rent of identical
units for units occupied by voucher recipients. Under the assumptions of the usual argument,
two offsetting forces are at work—no incentive to avoid overpayment for units and an incentive
to occupy the best possible unit. This leads to the expectation that the worst units occupied by
voucher recipients in a neighborhood would be overpriced and the best units underpriced.
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By reinterpreting Q,,, it is possible to get similar results for the pricing of identical units in
neighborhoods of different quality or the pricing of a composite of unit and neighborhood
quality across the entire housing market. Among units of identical quality, those in the
worst neighborhoods will be overpriced and those in the best neighborhoods underpriced.
Among all units, those with the lowest market rent will be overpriced and those with the
highest, underpriced.

In assessing the likelihood of underpricing and overpricing in exhibit 1, it is important to realize
that many landlords are unwilling to serve voucher recipients and the fraction willing to serve them
is lower for landlords with higher asking rents (Phillips, 2017).* This will probably induce voucher
recipients to modify their search in terms of neighborhoods and asking rent. As a result, the best
option that results from their search are less likely to be between Qg and Q¢ in exhibit 1. This
would lead to fewer underpriced and more overpriced units.

The simplified description of the voucher program ignores two important features of the HCV
program. First, the housing agency rather than the tenant decides on the rent that will be paid

for a voucher unit. HUD regulations require public housing agencies (PHAs) to conduct a rent
reasonableness determination before units are leased and before rent increases are granted to
owners. They use a variety of methods to comply with this requirement. The most common is
based on the rents of unsubsidized units in the same building or nearby, adjusted for differences
in their characteristics (ICF International, 2014, Exhibit IV-25).> Presumably, the PHA sets an
upper limit on the amount it is willing to pay for each unit. Landlords who understand the
program’s operation might reasonably propose rents equal to the payment standard even for units
with market rents well below these levels, but the housing agency will not agree to rent above

its upper limit. Therefore, for the lowest quality units and units in the worst neighborhoods, the
payment standard is not the effective upper limit on the rents paid to landlords. The effective upper
limit is what the housing agency is willing to pay. In terms of exhibit 1, it varies with Q,, and is
probably somewhere between MAX (RENT|Q,,) and MEAN (RENT|Q,). Enforcement of the rent
reasonableness test would reduce and possibly prevent overpayment for the worst units in the
worst neighborhoods. If housing agencies were able to determine completely accurately the mean
market rent of identical units and established it as an upper limit on a reasonable rent, no voucher
units would be overpriced.

The HCV program differs from the simplified version in another important respect. A voucher
recipient is allowed to occupy a unit renting for more than the payment standard but must pay
the entire additional cost. On the initial lease, the maximum rent is the payment standard plus
10 percent of countable income. This ensures that the household will not devote more than 40
percent of its countable income to rent. This restriction does not apply beyond the initial lease.
A household with a voucher might choose to occupy a unit renting for more than the payment
standard if it places a particularly high value on better housing or a more desirable neighborhood,
or if it is not worth the effort to find a unit renting for less. In 2018, the program’s mean payment

*In an online appendix at https://assets.aeaweb.org/asset-server/files/6861.pdf, Collinson and Ganong (2018) develop
a model that focuses on this aspect of reality.

> https://www.huduser.gov/portal/publications/pubasst/QCinc_fy13.html
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standard and mean countable income were about $1,100 a month. Therefore, the rent ceiling
exceeded the payment standard by about 10 percent.

This feature affects many HCV recipients. In 2009, 36 percent of voucher units had rents greater
than the applicable payment standard.c Because voucher recipients would bear the full cost of
better housing over this range of asking rents, they face the same incentives as unsubsidized
tenants. We would not expect the mean rent paid for voucher units in this range to differ from the
mean market rent for identical unsubsidized units. Therefore, some voucher recipients living in the
best units and neighborhoods are in this group. Others may live in units that are underpriced.

Taking account of incentives and features of the HCV program that are ignored in the usual
argument suggests that the worst voucher units, and those in the worst neighborhoods, will
usually rent for more than the mean market rent of identical units, and the best units in the
best neighborhoods will rent for less than this amount. The following evidence supports that
general pattern. It also sheds light on the mix of units in the two categories and the magnitudes
of the differences.

Evidence

The best evidence about voucher rents relative to market rents comes from three major HUD-
funded studies and one recent journal article. The HUD-funded studies use random sampling to
estimate patterns for the country as a whole. The journal article produces results for one county.
Most studies predict the market rent of voucher units based on estimated hedonic equations, but
one used real estate appraisers.

Because there is no reason to believe that the HCV program has about the same effect in all
localities, it is important to consider the evidence from the best older studies. However, since
these studies produced results for different times in the history of the Section 8 Existing Housing
Program (1979, 1987, 2000), it is also important to consider how the versions of the program that
existed at the earlier times differed from the current program and how these differences are likely
to affect the outcomes of interest. We are primarily interested in the performance of the current
program, and the Section 8 program has undergone significant changes on several occasions
(Olsen, 2003).

The earliest studies produced results for the rent certificate program. The only significant difference
between the rent certificate program and the HCV program is that the certificate program’s payment
standard was its ceiling rent.” Unlike current recipients, certificate holders were not allowed to
occupy a more expensive unit by paying the incremental cost. It is reasonable to believe that the
recipients who would have chosen this option under the HCV program would have lived in the
best units and neighborhoods under the certificate program. The earlier analysis suggests that

these households would typically have paid below-market rents for their units under the certificate

© Rob Collinson provided this number based on the data underlying Figure B.5 in the online appendix to Collinson
and Ganong (2018).

" For most certificate holders, the payment standard was the applicable Fair Market Rent (FMR) that applied
everywhere in a metropolitan area. Housing agencies were allowed to have payment standards called exception FMRs
up to 10 percent greater than the applicable FMR for up to 20 percent of recipients, however.
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program. Under the HCV program, they have the same incentive to avoid overpriced units as
unsubsidized households. Therefore, they would, on average, pay market rents for their units, and
we expect aggregate overpayment to be larger in the HCV program than in the certificate program.
This is consistent with evidence from the only study that compared the two programs (ORC/Macro,
2001, Exhibit V-10).#

Participation and Benefits in the Urban Section 8 Program

Abt Associates (1981) provides the first evidence on the rents paid for voucher units relative to

the mean market rent of similar units in similar neighborhoods.® This study is based on 1979

data for 276 randomly selected participants in the original housing certificate program from 16
randomly selected metropolitan areas. The authors predict the market rents of voucher units using
hedonic equations estimated with detailed information on the characteristics of unsubsidized
dwelling units and their neighborhoods from the Annual Housing Survey (AHS) and even better
information collected by the contractor for the study. The AHS data contained information on
40,560 rental units; the latter information on 1,365 apartments in 13 metropolitan areas. With the
smaller sample, the authors estimated separate hedonics for four regions with dummy variables
for the standard metropolitan statistical areas (SMSAs) in those regions. For the larger sample,
they estimated separate hedonics for each SMSA. The results indicate that the program’s gross

rent exceeded predicted rent by 4 to 5 percent.” Under standard assumptions, the premium was
estimated with considerable precision. The authors did not estimate how the premium varied with
the desirability of the unit or neighborhood.

Freestanding Housing Voucher Demonstration

The second major HUD-funded study that sheds light on the rents paid for units under voucher
programs is the Freestanding Housing Voucher Demonstration, a random assignment experiment
that compared selected outcomes of the old certificate and voucher programs." The 1998 Housing
Act created the HCV program as a hybrid of these two programs. With minor exceptions, the old
voucher program provided a fixed subsidy to each household and placed no upper limit on the
rent of the unit occupied. Every additional dollar paid in rent reduced the recipient’s spending on
other goods by that amount. Unlike the certificate program, the old housing voucher program did
not have a rent reasonableness test.

The results of the experiment are based on data collected between 1985 and 1987 on recipients
served by 17 randomly selected large urban PHAs and two statewide voucher agencies. The
experiment assigned new recipients randomly to receive one of the two types of housing assistance.
Many outcomes were studied, including the rents paid for certificate and voucher units with the
same characteristics. Recipient housing is the subject of a lengthy report (Leger and Kennedy,

8 https://www.huduser.gov/portal/Publications/pdf/qualitycontrol.pdf

? This report is not available on HUD’ website. A scanned version can be found at http://eoolsenweeblycom/housing-
policy-info.html.

10 See tables 6-25 and 6-26 at http://eoolsen.weeblycom/housing-policy-info.html.

' The experiment generated reports totaling more than a thousand pages. The two final reports that contain the
detailed results (Leger and Kennedy, 1990b; 1990c¢) are posted on HUD’s website. Oddly, the summary report (Leger
and Kennedy, 1990a) is not posted.
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1990c¢). Its authors used data on households in the old housing voucher program to estimate

a hedonic equation that was used to predict the market rents of units occupied by households
with rent certificates. Because voucher recipients faced the full marginal cost of their housing, the
authors assumed that they paid market rents for their units. The analysis is based on data from
the 10 urban PHAs that had a specified minimum number of recipients in each program. The
contractor assembled detailed information about the housing and its neighborhood for about 100
certificate and 100 voucher recipients in each site.

The study found that the mean rent paid for units in the certificate program was about 4 percent
less than the mean of the market rents of its units.” Detailed results indicated a pattern of
overpayment and underpayment consistent with the implications of the theoretical model in the
preceding section. Certificate recipients paid higher than market rents for low-quality housing
(broadly conceived) and the opposite for high-quality housing.” Specifically, the authors provide
estimates of the mean actual and predicted rent for 15 ranges of predicted market rent relative to
FMR to account for different rent levels in different localities." For the 28 percent of certificate
units that had predicted market rents less than 75 percent of the applicable local FMR, the mean
actual rent exceeded the mean predicted market rent. With a trivial exception, the percentage
difference was greater for units with the lower predicted market rent. The largest percentage
difference (15 percent) was for units with predicted market rents less than 55 percent of the FMR.
For units with predicted market rents between 75 and 85 percent of the FMR, there was essentially
no difference between mean actual and market rents. For the 55 percent of certificate units with
predicted market rents in excess of 85 percent of the FMR, the mean predicted market rent
exceeded the mean rent paid for the units. The percentage difference tended to be greatest for units
with the highest predicted market rent; the largest percentage difference (17 percent) was for units
with predicted market rents greater than 140 percent of the FMR. Therefore, in most cases, the
incentive of certificate recipients to find the best units renting for less than the payment standard
outweighed the absence of an incentive to resist overpaying for the unit.

Quality Control for Rental Assistance Subsidies Determination

For many years, HUD has funded studies to assess the performance of PHAs in administering its
rental assistance programs. To determine their effectiveness in enforcing the rent reasonableness
test, one of these studies compared the rents paid for voucher units with their estimated market
rents (ORC/Macro, 2001). Unlike other studies discussed in this paper, the contractor hired

real estate appraisers to estimate market rents. Appraisers attempt to find comparable units that
are nearby and account for differences in the characteristics of the units that significantly affect
market rent. Whether appraisers or hedonics are more effective in predicting market rents is an
open question.

'2 Leger and Kennedy (1990b, Table D.21A, D.21B) at https://www.huduser.gov/portal/Publications/pdf/HUD-005555.pdf.
'3 The authors did not distinguish between unit and neighborhood quality. They used market rent as an index that
captures both.

'* Leger and Kennedy (1990b, Table D.22C) at https://www.huduser.gov/portal/Publications/pdf/HUD-005555.pdf
and Leger and Kennedy (1990c, Table E.25C) at https://www.huduser.gov/portal/Publications/pdf/HUD-005597 . pdf
provide similar results based on ranges of predicted rent alone. The qualitative conclusions are the same.
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This study is based on data for 752 recipients served by 107 randomly selected housing authorities
in 2000. Different recipients were served by different voucher programs. In October 1999,

HUD began the transition from the rent certificate and old voucher program to the current HCV
program. At the time of the study, some units were under each of the three programs. The report
does not contain information on the percentage served by each program. The results reported in
exhibit V-10, however, imply that the rent certificate program served 53 percent of the total.” The
study does not report results separately for the three programs, and the one result reported for
different programs does not distinguish between the old and new voucher programs. Because the
old voucher program was quite small relative to the certificate program, it seems likely that the
current voucher program served many voucher recipients in the study.

ORC/Macro (2001) found that in aggregate the three programs paid 10 percent less than market
rents for their units. Exhibit V-10 indicates that, on average, program units rent for less than
predicted market rents for all types of households, dwelling units, and program parameters
studied. Consistent with the implications of the model in the preceding section, the discount is
greater in the certificate program than in the voucher programs ($120 versus $66 a month) and
greater in high- than in low-cost submarkets ($244 versus $14 a month). Because each unit is
classified as living in a high- or low-cost submarket based on whether its estimated market rent
is greater or less than the FMR in the locality, the latter result is more accurately described as
reflecting the overall desirability of the unit rather than only neighborhood desirability.

Milwaukee Study

In a recent study based on a random sample of rental units in Milwaukee County, WI, Desmond
and Perkins (2016) estimated the difference between the rents of unsubsidized and voucher units
based on excellent information about the housing, neighborhood, and tenant characteristics of
1,046 renters in 2010. They found that landlords received rents about $51 to $68 a month more
than market rents for their units. The mean rent paid for voucher units was about $765 a month,
so this amounted to 7 to 10 percent higher than market rents. The authors also present results for
different quartiles of the distribution of an index of neighborhood disadvantage (Desmond and
Perkins, 2016: Figure 3). They find that the excess cost in dollar terms is greatest and about equal
for neighborhoods in the two quartiles with the greatest disadvantage. In the most advantaged
neighborhoods, voucher recipients paid slightly less than market rents. If the results had been
expressed as percentages, they undoubtedly would have indicated a monotonic relationship.

This study has several important virtues. All recipients participated in the current HCV program
and hence the results apply directly to this program. Furthermore, its estimated hedonic equation
is the equal of the best previous hedonics used to estimate differences between the rents of
unsubsidized and voucher units.

Two disadvantages of this study compared with the other studies concern the generalizability of
the results and the small sample of voucher recipients. The magnitudes of interest surely vary

!> The exhibit at https://www.huduser.gov/portal/Publications/pdf/qualitycontrol.pdf reports the mean difference
between actual and market rent for all units and separately for certificate and voucher units. The percentage served by
the certificate program can be calculated from these numbers.
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from time to time and place to place. For example, some PHAs surely do a better job than others
in enforcing the program’s rent reasonableness test. The variance in outcomes could be large, and
Milwaukee County could be far from average in its outcomes. The best previous studies produced
estimates for a random sample of locations in an attempt to produce national average results.
Furthermore, these studies base their estimates on much larger samples of voucher units ranging
from 276 to about 1,000, as opposed to 57 in the Milwaukee study.

Another problem with this study is that some households identified as unassisted probably live in
privately owned subsidized housing projects. Because they pay below-market rents, their inclusion
in the analysis as unassisted households would bias the results in the direction of overstating the
excess rent of voucher units. Despite the authors’ efforts to avoid it, there are good reasons to
believe that this inclusion is a problem. The sample is a stratified random sample of households

in the county. About 57 of the 1,045 households used in the analysis were identified as voucher
recipients. According to HUD’ Picture of Subsidized Households, twice as many households in
Milwaukee County live in privately owned subsidized housing projects as have housing vouchers.
Therefore, the sample should be expected to contain about 114 households living in subsidized
projects. Using address matching, Desmond and Perkins were able to identify only four households
in their sample who lived in such projects. It is very unlikely that such a large difference resulted
from random sampling. It is more likely to have resulted from the difficulties of address matching.
The list of addresses of privately owned subsidized housing projects may have been incomplete.
The address listed for a project may have been the address of a business office rather than the
residences at the project. Only one address is listed for each project, and projects often contain
multiple buildings with addresses that differ beyond differences in apartment numbers. Despite
substantial efforts, HUD has been unable to identify most of the tax credit units in the American
Housing Survey, and identifying units served by HUD’ programs was no mean feat. This testifies to
the challenges involved. It seems likely that about 10 percent of households identified as unassisted
paid below-market rents. For this reason, the Desmond and Perkins (2016) results should be
regarded as an upper bound on the overpayment for voucher units.

How Do Changes in Housing Voucher Design Affect Rent and
Neighborhood Quality?

As suggested by its title, the most important contribution of Collinson and Ganong’s published
paper is its estimates of the effects of replacing uniform metro-wide FMRs with SAFMRs on the
neighborhood choices of voucher recipients. Their results indicate that SAFMRs will induce
voucher recipients to live in significantly better neighborhoods with minimal effect on the taxpayer
cost per recipient and hence the number of recipients who can be served with a fixed budget. This
contrasts sharply in both respects with the effect of uniform increases in FMRs across the entire
metropolitan area. The paper also contains evidence, however, about whether HUD overpays for
voucher units in the worst neighborhoods and whether SAFMR will reduce these overpayments.

The paper’s evidence on the pattern of overpayment and underpayment for voucher units appears
in Figure B.1 in their online appendix.'® The figure displays the relationship between the actual

1o https://assets.aeaweb.org/asset-server/files/6861.pdf
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rents and predicted market rents of voucher units in one of their event studies. It indicates that
the mean of the actual rents exceeded the mean of the predicted market rents for nearly all levels
of predicted market rent, and the difference is largest for units with the lowest predicted market
rent. For units with a predicted market rent of about $450 a month in 2010, the estimated
overpayment was about 90 percent. These large differences are well outside the range of other
estimates. The most plausible explanation is that Collinson and Ganong’ predicted market

rents for this analysis are based on a hedonic equation with only a few unit and neighborhood
characteristics, namely, number of bedrooms, structure age, structure type, and the unit’s Public
Use Microdata Area (PUMA). The other studies had much better information on housing and
neighborhood characteristics.

The paper devotes considerable effort to estimating effects of changes in payment standards on
(1) the rents paid for housing units, (2) indicators of neighborhood desirability, and (3) indices
of unit desirability and combined unit and neighborhood desirability. These results are directly
relevant to the effect of SAFMRs on the degree of overpayment and underpayment. The authors
find that exogenous increases in payment standards will lead to much greater percentage increases
in the rents of voucher units than in indices of the overall desirability of these units and their
neighborhoods. Similarly, exogenous decreases in payment standards will lead to much greater
percentage decreases in the rents of voucher units than in indices of the overall desirability of
these units and their neighborhoods. If true, replacing current FMR with SAFMR would decrease
net overpayment for voucher units in areas with less than average median rents and increase it in
other areas.

Although the authors studied the effects of three events that created exogenous variation in
payment standards, assembled the best available data for studying these events, and used it well,
some uncertainty remains about this conclusion. Because the information on the desirability of the
dwelling unit and its neighborhood available for studying two of the three events was meager, it is
entirely possible that the increased payment standards led to a much larger percentage increase in
the actual as opposed to the measured desirability of the unit and its neighborhood. A sensitivity
analysis that attempted to hold constant unit characteristics by using unit fixed effects suggested

a much smaller increase in voucher rent relative to housing desirability (Collinson and Ganong,
2018: 74-75). In the one event where detailed information about unit desirability was available
the circumstances arguably did not permit estimation of the long run effect of the increased
payment standards. Increases in the payment standard were modest (about 5 percent on average
in the first year), the time period studied was short (3 years), and most observations involved
sitting tenants. It would not be surprising if few sitting voucher recipients found it in their interest
to search for the very slightly better unit made available by the slightly higher payment standard.
The effect of the increased payment standards on the desirability of the unit and neighborhood
occupied might have been much larger after most recipients had moved from their initial units.

)

Caveat

It is important to realize that there is an alternative explanation for the preceding empirical results
that challenges their interpretation as overpayments and underpayments for voucher units. All of
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the empirical literature on this topic is based on the implicit assumption that, among all units that
are the same with respect to the observed housing and neighborhood characteristics used to predict
the market rents of voucher units, voucher units are neither better nor worse than unsubsidized
units with respect to unobserved characteristics. It is reasonable to expect that this assumption

is violated in a way that gives the appearance of overpayment in the worst, and underpayment in
the best, neighborhoods. The voucher subsidy gives its recipients the resources and incentive to
demand much better housing in their current low-rent neighborhoods. Some landlords in these
neighborhoods substantially renovate their units to attract and retain voucher recipients (Rosen,
2014). The observed housing characteristics used in empirical studies will capture some of these
improvements, but it is reasonable to believe that, among units that are equally good with respect
to observed characteristics in these neighborhoods, units occupied by voucher recipients are better
in unobserved respects. In the best neighborhoods, voucher recipients live in units that are the
worst with respect to observed and unobserved characteristics in order to occupy a unit renting for
less than the payment standard. To some extent, the apparent overpayments and underpayments
reflect differences in unit quality. Empirical studies with the best data on the characteristics of the
dwelling units and their neighborhoods should be expected to have the smallest bias in estimating
overpayment and underpayment for voucher units.

Conclusion

The evidence available suggests that HUD overpays for voucher units in the worst neighborhoods.
More generally, the current HCV program pays rents to landlords that are usually greater than

the mean rents of similar unsubsidized units for the least desirable units and units in the worst
neighborhoods. The opposite is true for the most desirable voucher units and units in the best
neighborhoods. The mix of units in these categories varies across studies. Some find an aggregate
overpayment and others an aggregate underpayment. The weight of the evidence is that these
aggregate differences are modest.

These outcomes are the net result of several program features. Ignoring the program’ rent
reasonableness test and the possibility that tenants can occupy a unit renting for more than the
payment standard by paying the entire extra cost, the tenant’s rent does not depend on the total
rent paid to the landlord for the unit. If the best unit resulting from the tenants search has an initial
asking rent less than the payment standard, the voucher recipient has no incentive to resist a rent
increase up to the payment standard. The tenant, however, does have an incentive to find the best
possible unit renting for no more than the payment standard. If the tenants limited search leads
to one of these units, the landlord’s initial asking rent will be only slightly less than the payment
standard and below the mean rents of similar units occupied by unsubsidized households. If the
landlord is paid the payment standard for these units, these units would still be underpriced. The
rent reasonableness test limits the extent to which HUD overpays for voucher units, especially

for the worst units and units in the worst neighborhoods. The possibility that tenants can occupy
a unit renting for more than the payment standard by paying the entire extra cost provides a
significant fraction of voucher recipients with a strong incentive to avoid overpriced units.
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Finally, Collinson and Ganongs results indicate that replacing current FMR with SAFMR would
decrease net overpayment for voucher units in areas with less than average median rents and
increase it in other areas. They also imply that lowering FMR across-the-board would have modest
effects on the desirability of the units and neighborhoods occupied by voucher recipients. If these
results are accurate, lowering the FMR would enable us to serve many more households with the
same budget without significant negative effects on existing recipients. Since only about one-third
of households with extremely low incomes receive any housing assistance, this reform would have
considerable merit. It could be achieved gradually by freezing Fair Market Rent at current levels.
Alternatively, current recipients could be grandfathered and the new schedule applied only to new
voucher recipients. This reduction in base FMR could be combined with a tilting of the schedule
using Small Area Fair Market Rent methodology to incentivize families, especially with children, to
move to better neighborhoods.
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Assistance in the Rental Sector:
A European Perspective

Marietta E.A. Haffner
Delft University of Technology, Department of Architecture and the Built Environment
Delft, Netherlands

Abstract

Demand-side or demand assistance with housing costs is known as housing allowance, housing benefit,
or rent rebate in advanced economies and as housing vouchers in the United States. This type of
assistance, which is also called a subject or person-based subsidy, aims to safeguard access to housing by
making it affordable for consumers whose income is insufficient to pay for their housing costs.

This contribution aims to contextualize the newest development in the United States housing voucher
implementation: the use of Small Area Fair Market Rents (SAFMRs) rather than metropolitan Fair
Market Rents (FMRs) in the determination of the tenant subsidy amount. Some possible outcomes of this
change in the design of the instrument are reported in three articles in this issue of Cityscape:

(1) “The Effects of Small Area Fair Market Rents on the Neighborhood Choices of Families with
Children” by Samuel Dastrup, Ingrid Ellen, and Meryl Finkel

(2)  “Impact of Expanded Choice on Tenure in the Housing Voucher Program” by Judy Geyer, Samuel
Dastrup, and Meryl Finkel

(3 “Small Area Fair Market Rents, Race, and Neighborhood Opportunity” by Kirk McClure and Alex
Schwartz

This contribution summarizes these outcomes, after presenting a brief history of housing demand-side
assistance schemes and their design characteristics. The contribution concludes by comparing different
systems and the role played by demand-side assistance.

History in a Nutshell

In the second half of the 20th century, demand-side assistance schemes were introduced as
complementary assistance systems to supply-side (object or brick-and-mortar) subsidy systems and
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became important housing instruments in the housing policy tool box in many advanced welfare
states (Kemp, 1997, 2007; Turner and Elsinga, 2005)." A manifold of reasons was put forward for
the introduction, such as the desire to keep housing affordable in any situation of housing scarcity
(Sweden), to be able to remove or lighten rent controls (Germany, the Netherlands), and to move to
demand-side assistance (United Kingdom, United States).

Even though the latter reason might not have been the reason for its introduction, the shift away
from production-oriented subsidization with which governments realized their public, social, or
nonprofit housing (official name depends on a country’s tenure system) became popular because of
targeting. Demand-side subsidies operate as income- or means-tested instruments with a focus on
lower to middle-income households. The subsidy type allows for adaptation of the subsidy amount
when a household’s resources change, while, as a typical example, tenants in public rental housing
usually were not evicted once their income increased. Many expanding northwestern European
welfare states welcomed this flexibility and decrease in their government budgets of the 1980s and
1990s (as in Britain, Germany, Sweden, and the Netherlands). The shift to demand-side subsidies
frequently went together with a shifting discourse of governments from housing needs to housing
affordability, and from housing as a good based on merit to housing as a commodity (Freeman,
Kiddle, and Whitehead, 2000; Linneman and Megbolugbe, 1992; Whitehead, 1991).

The United States also shifted its policy from supply to demand subsidies based on the outcomes
of an Experimental Housing Allowances Program (EHAP) that took 11 years (Gibb, 1995). The
United States introduced the Section 8 Program, later renamed the Housing Choice Voucher (HCV)
program (Priemus, Kemp, and Varady, 2005). At the time of writing, the HCV program is the
largest housing assistance program that the U.S. Department of Housing and Urban Development
(HUD) administers (Dastrup, Ellen, and Finkel, 2019).

Some Design Characteristics of Housing Demand Assistance: Tenure and Rent

One of the major design criteria for a demand subsidy is the main role it will serve. While in other
countries demand assistance predominantly functioned as a safety net for tenants in the rental
sector (the Netherlands and United Kingdom), tenants in the social rental sector (Belgium) or in
the private’ rental sector, as well as in the owner-occupied sector (Germany), the United States
enforced a mobility objective’ with the permanent introduction of the HCV program in 1987
(Reina and Winter, 2019). The expression “vouchering out” indicates that the voucher recipient is
to move from a (possibly stigmatized) public rental dwelling to a suitable, decent-quality private
rental dwelling in order to improve quality of life. The government ensures the quality by checking
the dwelling against HUD’ standard of housing quality (Priemus, Kemp, and Varady, 2005).

! The conceptual and geographic contextualisation in this text is largely based on insights developed in Boelhouwer and
Haffner (2002); Haffner and Boelhouwer (2006); Haffner, Henger, and Voigtlander (2013); Haffner, Hoekstra, Oxley,
and Van der Heijden (2009); Priemus and Haffner (2017); Van den Broeck, Haffner, Winters, and Heylen (2017).

* Officially, the rental sector in Germany is a private rental sector. The private rental units might be temporarily
subsidized with a supply subsidy to improve affordability in comparison to market rents (Haffner, Hoekstra, Oxley,
and Van der Heijden, 2009; Kofner, 2014).

? Only in the case of a terminated place-based voucher, the tenant in question will be able to receive a voucher to
safeguard from displacement or from paying a higher rent (Reina and Winter, 2019).
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Another design characteristic involves the criteria that determine the level of subsidization. A
tenant’s income will play a role, next to household size and composition (for example, age in

Sweden and the Netherlands; Boelhouwer and Haffner, 2002; Haffner and Boelhouwer, 2006;
Haffner, Henger, and Voigtldnder, 2013; Priemus, Kemp, and Varady, 2005).*

Furthermore, the type of rent that is being considered can influence the amount of demand
assistance in two ways. In the ex post assistance (Gibb, 1995), demand assistance is linked to actual
rent paid (the Netherlands; Boelhouwer and Haffner, 2002; Haffner and Boelhouwer, 2006). Ex
ante assistance, like the HCV program in the United States, implies notional rent, a standard, or
reference rent that the subsidy calculation is based on. From a welfare-theoretical perspective,

the idea would be that using a notional rent rather than actual rent allows an optimum in
consumer choice.

Germany and the United Kingdom were examples of countries which operated both types of
systems at the same point in time (Haffner, Henger, and Voigtlander, 2013; Walker and Niner,
2012; see below). While the United Kingdom worked® with median area market rents for demand
assistance (called Local Housing Allowance or LHA) in the private rental sector, Germany applied
six region types® (absolute rent levels) across the country for determining the standard for rent that
was to be taken into consideration for the calculation of the demand subsidy in the rental sector. In
both cases, the notional rents were adapted to property size.

The United States used to set metropolitan FMRs that HUD designated to metropolitan areas
(Dastrup, Ellen, and Finkel, 2019; Priemus, Kemp, and Varady, 2005). Payment standards are set
by public housing agencies (PHAs) generally between 90 and 110 percent of FMR (Geyer, Dastrup,
and Finkel, 2019). A voucher ceiling is or may also be applicable.

Problems with the HCV program implementation, including the concentration of voucher holders
in low-opportunity areas, led to an overhaul of the calculation of the FMRs and the change from
metropolitan-wide FMRs to SAFMRs. FMRs set at a lower geographic level would be more closely
related to actual rents in ZIP Code areas and would therefore increase supply of voucher-eligible
dwellings in more expensive ZIP Code neighborhoods and areas (Dastrup, Ellen, and Finkel,
2019; McClure and Schwartz, 2019). Such a change would allow voucher holders better access
to these high-opportunity areas. As these areas are associated with access to better amenities and
services, they allow better economic opportunities for the voucher holder. Furthermore, SAFMRs
would be expected to counter any rent overcharging of voucher holders. Desmond and Perkins
(2016) identified this “voucher premium” in Milwaukee, WI, areas where market rent was lower
than FMR.

In 2012, the change to SAFMRs from metro FMRs took place, when HUD launched a SAFMR
Demonstration Evaluation Project in five PHAs, which were randomly selected (Dastrup, Ellen,

* As the years of the references show, the examples are not always state of the art, but may be, as is largely the case
for the Netherlands and Germany. Since late 2013, the United Kingdom has been rolling out Universal Credit which
combines several means-tested benefits (Goering and Whitehead, 2017).

> For the United Kingdom, Walker and Niner (2012) indicated that the government proposed to replace the median
rent with the 30th percentile rent in the private rental sector.

© It is not clear how these regions are determined.
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and Finkel, 2019). In 2011, two PHAs had already started with SAFMRs bringing the total up to
seven PHAs.” From late 2016 on, SAFMRs became optional for all metropolitan PHAs and were
aimed to be set as obligation for the PHAs in 24 metropolitan areas in October 2017. This was
delayed until April 2018, however, as the Trump Administration attempted to delay the mandatory
implementation for 2 years to give PHAs more time to prepare for the conversion (McClure and
Schwartz, 2019).

Evaluation of Small Area Fair Market Rents

The implementation of SAFMRs in a couple of PHAs and not in others functions as an opportunity
to treat the impact measurement of the policy change as a natural experiment. Dastrup, Ellen,

and Finkel (2019) and Geyer, Dastrup, and Finkel (2019) both took the opportunity to apply an
experimental methodology—the difference-in-differences (DiD) specification—in their evaluation
of the introduction of the SAFMRs demonstration program in five plus an additional two 2011
PHAs (see previous section). DiD compares the outcomes of PHAs that applied SAFMRs with
those that did not apply SAFMRs in order to identify “the winners and losers” of the policy change.
The three articles listed above all present a quantitative assessment of the impacts of the SAFMR
introduction, which are now briefly summarized.

Given the evidence that higher opportunity areas provide for long-term benefits for the
development of children in low-income households, Dastrup and colleagues (2019) aimed to
explore whether SAFMRs compared with FMRs allow voucher-recipient families with children to
move to higher opportunity areas in the first 5 years after the introduction of SAFMRs. Dastrup
and colleagues (2019) operationalized the benefits for the children in terms of poverty, school
proficiency, employment access, and environmental quality in a composite indicator. Using
repeated cross section regressions, the authors concluded that SAFMRs seem to deliver on their
promises. In high-opportunity areas more supply of suitable units is created, while the share of
families with children locating in better-opportunity areas also increased. These effects are larger
for movers than for new voucher recipient households with children. Therefore, some PHA
guidance would be welcomed, as well as landlord recruitment.

This all seems to be achieved without additional costs for the government, Dastrup, Ellen, and
Finkel (2019) reported, implying that the savings achieved in low-opportunity areas compensate
the increases in high-opportunity areas. On a metropolitan level, such an effect will depend on the
composition of the rental stock and its distribution in the metropolitan area.

Also using data from the SAFMR demonstration project, Geyer, Dastrup, and Finkel (2019)
examined the duration that an HCV recipient stays in the program. As in the previous paper, the
outcomes of PHAs which continued operating with metropolitan FMR and those of the PHAs
using SAFMR are compared, this time with a survival analysis. The authors found that the switch
to SAFMR increases the program exit rate with a median of about 2 years (from a base of a median
11 years).

" PHAs have the possibility to protect voucher recipients whose SAFMR is lower than FMR (Geyer, Dastrup, and
Finkel, 2019).
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For working-age adults and households not living in high-rent areas at the time of the switch,

the effects are found to be largest. For the latter outcome, authors suggested that households are
leaving the program because of “a decrease in household resources,” which would make it an
unexpected outcome, particularly for those in moderate-income area. For those in a lower income
area, voucher takeup might be considered less attractive than before, while the number of total
available dwellings has also decreased.

Authors indicated running into difficulty in explaining their outcomes and attribute this to
missing data and research. On exit reasons, they proposed to improve data collection, particularly,
registering a set of reasons when exiting the HCV program.

McClure and Schwartz (2019) investigated the potential success of Black and Hispanic voucher-
eligible recipients in accessing high-opportunity areas because these target groups often live in
disadvantaged neighborhoods. They reasoned that because the SAFMR demonstration project
outcomes are very much differentiated across PHAs, with only some showing change, they
“simulated” a switch to SAFMR of all metropolitan areas with more than a population of 1 million.
Given the switch, more dwellings in high-opportunity areas would increase supply there, while less
supply would be created in low-opportunity areas. The question is: what is the balance?

McClure and Schwartz found that the new HCV-eligible units in high-opportunity areas would be
mostly located in non-segregated areas, and the supply of these voucher-eligible dwellings would
have decreased. Given the barriers that arise in practice for minorities to move into non-segregated
areas, these outcomes lead the authors to conclude that introducing SAFMR in these larger
metropolitan areas will not be a sufficient condition to solve segregation.

They proposed a counseling program along the lines of the successful Baltimore Housing Mobility
Program (DeLuca, Garboden, and Rosenblatt, 2013).

From the three papers, it can be derived that the change is a re-allocation of the budget rather than
an increase of assistance. As with any budget-neutral policy change, the shift from FMR to SAFMRs
produces winners (families with children and others successfully moving to high-opportunity
areas) and losers (Black and Hispanic minorities; lower and middle-income households; middle-
aged adults).

The new way of calculating notional rents on a geographic lower level—ZIP Code level rather than
metro-level—seems to be suitable to the aim of the HCV instrument of stimulating mobility toward
higher opportunity areas, given the lower estimated supply of voucher-eligible rental dwellings

in lower opportunity areas. Does such a result imply that the introduction of the SAFMR lays the
groundwork for those who have better life chances already rather than helping those most in need
of affordable and decent housing?

Notional Rent vs. Actual Rent Assistance: Final Observations

Considering means-tested demand assistance as more effective and more cost-efficient than supply
subsidies was one of the reasons for many governments to make the shift from supply to demand
support. The subsequent design choices were complex and impacts often remain difficult to
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measure (Shroder, 2002). Concerns of safety net, income support, price deduction, and mobility
all can play a role, as the above shows. Also, what is considered affordable for a household (Stone,
2006) goes beyond the discussion here® about actual rent versus notional rent.

From a social protection point of view, considering access to decent-quality housing as a human
and social right, targeting would take the actual rent a tenant pays as starting point, and it
would set housing allowance as an entitlement. This would allow for tailor-made solutions.
Conditions will be attached to the receipt of such a subsidy in order to make it an effective and
efficient instrument.

An example here is the Dutch system (Priemus and Haffner, 2017, Rijksoverheid, 2016). The
level of assistance is dependent on household size, composition, age, income, and rent. Housing
allowance does not subsidize the first band of the rent (about 200 euros in months’ rent)?, as it is
assumed that this will be covered by other income; in the case there is no income from work or
pension, this will be (implicitly) covered by state welfare income support or state pension. The
next band of rent of almost another 200 euros is paid in full by the housing allowance. For the
next band of about 200 euros, 65 percent of the band is subsidized by the housing allowance in
order to prevent the overconsumption of housing services. Above that amount of rent only single
heads of household and senior-headed households will receive 40 percent of subsidy for the band
up to the maximum amount of rent that is eligible for housing allowance (about 700 euros was the
cap for rent eligible for housing allowance). As an entitlement, about 38 percent (16 percent) of
Dutch tenants (households) received housing allowance, and on average, housing allowance paid
about 40 percent of their rent in 2014 (Rijksoverheid, 2016).

For such an actual-rent-based system, society and politics make several “paternalistic” assumptions,
such as when the quality consumed must be considered “too much.” In that case, the quality
discount (subsidy only covering 65 and 40 percent, respectively, as explained in the previous
paragraph) comes into play to prevent the overconsumption of housing services (see also Gibb,
1995; Kemp, 2000; Priemus, Kemp, and Varady, 2005). Furthermore, this type of housing
allowance is associated with a potentially big poverty trap, as the implicit marginal tax rate amounts
to 27 to 43 percent (2015) and to more than 90 percent for some recipients, if other income-based
subsidies are considered in the Dutch case.

A voucher system on the other hand, allows the “self-sufficient” recipients to make their own
choices. From an economics perspective, a household will not choose a dwelling because of
subsidy maximization (moral hazard) but because of preferences for a certain dwelling. This allows
the choice of a more expensive dwelling or a less expensive one without losing the right to the
voucher. Such an ex ante subsidy goes together with subsidizing some form of FMR rather than
the actual rent that a tenant pays. In this line of thinking, can the shift in the United States from
FMR to SAFMR be considered a move from notional rent towards actual rent? If so, will it become
afflicted with housing allowance types of undesired effect, like a moral hazard?

8 This also applies to the topic of capitalization of demand assistance into rents as one of the possible undesired effects
associated with demand assistance (see the example, Virén, 2012, for Finland).

? As of July 2019, 200 euros is equal to about $224 USD.
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In the selection of countries at the beginning of this contribution, the choices and developments
have variegated. Germany has implemented notional rents since the introduction of the scheme
(Haffner, Henger, and Voigtldnder, 2013; Kofner, 2007, 2014). For recipients of welfare income
support, their housing assistance has been included in income support since 2005 and is based on
actual rent, given suitable quality of the dwelling in relation to household composition (a move to
a more suitable dwelling may be required). The housing allowance scheme remains serving those
with an income from employment.

The United Kingdom made the opposite move from the one that Germany made, also
implementing two types of demand assistance schemes in the end (Haffner, Henger, and
Voigtlander, 2013; Stephens, 2005; Walker and Niner, 2012). As housing benefit was paid for out
of welfare income support (called social security), and income support did not take housing costs
into account, recipients of income support or households earning a comparable or lower income
received housing benefit for 100 percent of actual rent and rent increases. Because of budgetary
and overconsumption concerns, LHA was introduced in the private rental sector in 2008 after two
rounds of experimenting that took place at the beginning of the century. LHA applies a notional
rent to calculate the allowance, as explained above. Meanwhile for recipients of housing benefit, as
in Germany, the number of rooms in the dwelling in relation to household size became important.
As of April 2013, the number of rooms had to match household size, or the recipient was going

to pay an under-occupancy charge, also known as the bedroom tax (Goering and Whitehead,
2017). This change implied that only when the dwelling was deemed suitable, actual rent and rent
increases were paid in full by housing benefit.

In the Netherlands, academia has been promoting a shift from actual to notional rent practically
in vain since the 2000s (Priemus and Haffner, 2017; Priemus, Kemp, and Varady, 2005). Only
recently an intergovernmental advisory report included such a scenario for the first time. Such a
scenario expected that the tenants would take responsibility upon introduction and the measure
would help to reduce overconsumption and deliver government budget savings (Priemus and
Boelhouwer, 2018). One of the questions that would need to be solved before the switch to
notional rents from actual rents, is the matter of the first band non-subsidization. As explained
above, this will be paid out of basic income support for citizens without any other or without
“sufficient” other income paid for by the national government.

These examples show that demand-side housing assistance schemes are heavily interlinked with
the welfare system in place in a country. Developments therefore differ across countries and are

not necessarily converging as the examples show. Voucher-like systems with notional rents, like in
the United States, are implemented, as are tailor-made schemes that subsidize actual rents. Some
countries combine both types. An entitlement scheme, like in Germany, the Netherlands, and the
United Kingdom, will be strong on horizontal equity. Academia generally support the notional

rent scheme over and above an actual rent scheme. The housing market reality of the “new, global
urban housing affordability crisis” will put equity and efficiency issues, as well as supply assistance,
back on the agenda not only for those with the lowest incomes (Wetzstein, 2017: 3,160).
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Aspects of the Housing Choice
Voucher Program and the Impact
of Small Area Fair Market Rents
Ceilings: a British Perspective

Christine M. E. Whitehead
London School of Economics

Abstract

This paper reviews three of the four symposium papers on the Small Area Fair Market Rents (SAFMRs)
Demonstration Evaluation—those by Dastrup, Ellen, and Finkel; Geyer, Dastrup, and Finkel; and
McClure and Schwartz. These are all based on the very detailed data made available by the U.S.
Department of Housing and Urban Development (HUD) to enable initial evaluation of this initiative.
Together, these articles provide impressive, detailed approaches to different aspects of the program: the
experience of family households in the areas where SAFMRs have been introduced as compared with
metropolitan-wide fair market rents (FMRs); the importance of race in determining who may or may
not be expected to benefit from the initiative; and the evidence on whether the introduction of SAFMR
has affected how long people stay in the voucher programme. Taken together the findings reflect three
main issues:

1 how even extensive datasets, while producing interesting results, can only cover some aspects of a
full evaluation;

2 all the initial findings are mainly about what would normally be called outputs—that is, what
has happened as a result of the initiative, rather than outcomes—which, to the extent that the
objectives of the policy are clear, must be about the impact on the welfare of those affected, both in
terms of housing and opportunity; and

3 whether, especially given the extent of locational segregation (between income groups as well as
race and other household attributes), such an approach can be expected to generate significant
changes in household decisions and outcomes.

Importantly, there is also no discussion of value for money from the point of view of government, which is
often (usually) a major objective of such evaluations. Rather; success appears to be based on ensuring the
money made available is used and used for the intended purposes.
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Abstract (continued)

This review has three main sections: my understanding of the demonstration project and more generally
of the Housing Choice Voucher (HCV) programme; a discussion of the UK housing allowance programme
for private tenants, which includes the use of rent caps determined for broad market areas with a note on
other European examples; and an attempt, which may be overambitious given the enormous differences
in approach between countries, to learn lessons in both directions.

The SAFMR Initiative in the Context of the Housing Choice
Voucher Programme

The starting point for any such commentary must be that housing systems and institutional
frameworks differ so greatly between countries that understanding someone else’s system is a
major issue, and understanding it from, in this case, a U.S. perspective, almost an impossibility.

In this note, I have not tried to bring that level of understanding to my comments—but rather to
identify what strikes me as important from a European and, more specifically, a UK perspective. In
particular, this means remembering that a federal system will inherently operate in a very different
manner from our over-centralised form of government in the United Kingdom which starts from

a belief that policies should, in principle, be operated consistently across the whole of the country
(although, of course, the outcomes will differ greatly). In other words, policy in the UK is often
more about equity, while in the United States, it is more about choice.

The core idea of the SAFMR initiative is to increase the extent to which households with

vouchers are enabled to live in better-quality areas measured in terms of income, schools, access

to employment, and environmental quality. Under the traditional voucher scheme, FMRs are
identified for the whole metropolitan area and, given spatial inequalities, the eligible properties are
almost inevitably concentrated in poorer areas where rents fall within the bottom 40 percent for
the whole area. A relatively small number of properties will be eligible in better-off neighbourhoods
(even allowing for the fact that households may top up their payments, as long as their rents
remain below 40 percent of their income) because the vast majority will have rents in the top 60
percent of the overall distribution (top 50 percent in some contexts). By breaking up the large area
into several much smaller ZIP Code areas and applying the bottom 40 percent rule to each area, the
potential supply of eligible housing in the more expensive areas must increase significantly. Equally,
however, the numbers of potential units in poorer areas will decline—and the evidence presented
in these article shows, unsurprisingly, that as a result, the total supply of eligible housing in the
metropolitan area also will decline. Whether that matters significantly is not clear to the outsider,
as that depends not on the number of eligible units but on the numbers of eligible dwellings that
landlords are actually prepared to put into the scheme in relation to the number of vouchers (an
issue to which I return in the UK context). All that I can be sure of from the analyses is that the
ratio will differ between different metropolitan areas and between types of small areas—although

a priori one would expect landlords in higher valued areas to be less prepared to make their
properties available.
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Although these findings raise significant issues not just about numbers but also about the
objectives of the program and how the trade-off between access to affordable housing and access to
particular types of area might be assessed, this is not the main research interest of any of the three
papers. The Dastrup et al. paper concentrates on family household decisions and finds that there is
a significant shift towards these higher value neighbourhoods which might, in principle, help the
children gain access to better schools and the families to live in a better environment with greater
opportunities. The Dastrup et al. paper stresses that even though significant numbers of families
have moved to higher valued areas, there is little evidence that these potential opportunities have
been taken up, and no positive evidence of better outcomes. The same is true of the Geyer et al.
paper on length of stay in the programme—which shows large reductions in how long people
remain in the program. At first glance—at least for someone taking an international perspective,
where most housing allowances are available as of right to all eligible households—one would
expect this to mean that the households are doing better and are thus able to fund their own
housing. The authors made it clear, however, that in the U.S. context, most of those who leave the
program end up with fewer resources. Thus, both articles stress that there are clear and significant
changes in household behaviour directly related to the policy change—but that there is no
evidence of welfare improvement.

Finally, the McClure and Schwartz paper on the implications of the introduction of SAFMRs for
racial segregation uses the data in a rather different way to compare small areas within metropolitan
areas and show that race is an important part of understanding these small areas and how they
differ from one another. The findings suggest strongly that the small area approach will be

likely to harm racial minorities as supply in lower priced areas where they normally live will be
reduced, while, it is likely to be far more difficult for them to find accommodation in the higher
income areas because these areas are mainly White-dominated, even when they are, to some
degree, integrated.

Overall, the evidence presented suggests that the small-area approach will limit rather than

expand choice for many households. On the other hand, evidence cannot yet be provided to

show positive effects, such as more landlords coming forward or households achieving better
schooling, jobs, and incomes. Overall, from an outsider’s perspective, what looked like a sensible
approach to expanding opportunity and one which does result in changing behaviour—especially
among family households—probably ends up making the situation worse for larger numbers of
households. Moreover, those who suffer are almost certainly, on average, at the poorer end of the
scale. However, it is early to make an overall assessment and it may be that positive outcomes,
especially for children, could take more time to emerge. More fundamentally, however, the negative
results stem from the extent of segregation to be found in large metropolitan areas which cannot be
effectively addressed by relatively limited policy initiatives of this kind.

The UK Approach to Housing Allowances in the Private
Rented Sector

In the United Kingdom, the question of how to develop housing-specific income support was
part of the debate around the development of social security in general, initiated in the Beveridge
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Report in 1942 (Beveridge, 1942). When Beveridge published his report on developing an effective
post-war social security system, he recognised that the objective of ensuring that everyone would
be able to achieve a reasonable standard of living through the national insurance system he

was proposing was put at risk by rents—because of the extent to which the costs of minimally
acceptable housing varied across the country. No other element of the necessities of life was seen as
having variations that were significant enough to undermine his proposed nationally based system.

Beveridge therefore argued that a flat-rate benefit with an average allowance for housing (in line
with his general principles) would leave people in more expensive homes below a subsistence
level, once they had paid their rent, and people in cheaper homes with a surplus. The alternative—
paying the actual rent as part of the insurance benefit—was seen as creating perverse incentives for
people to move into more expensive accommodation just before they retired.

Throughout the post-war period until the early 1970s, the problem was addressed by holding

rents down in both the public and private rented sectors. In the public sector rents simply had to
cover the historic costs of provision less subsidies provided by central government across each local
authority’s stock of rental units. This applied to up to 30 percent of all dwellings in Great Britain
and meant that the vast majority of tenants could pay their rent without significant difficulty. The
vast majority of tenancies in the private rented sector were subject either to traditional rent controls
put in place in 1917 or, to a “fair rents” regime put in place for new tenancies in 1965, which again
made rents affordable for the majority of lower income tenants.

By the mid-1970s, however, the position was changing quite rapidly with increasing rents in both
the social sector and much of private renting. Legal decisions also meant that rents had to relate
to dwelling attributes not to the individual circumstances of the tenant, which rules out income
related as a way forward. It was in this environment that housing allowances were introduced.

The scheme, ultimately known as Housing Benefit, not only took account of individual household
circumstances but meant that housing support was seen as a “residual” benefit taking the strain
across the overall welfare system. The principles behind the as-of-right scheme were that (1)
social security rules would determine the income necessary to cover basic needs for each type
of household at the national level (that is, with no allowance for variations in costs across the
country); (2) housing costs would be treated separately, because rents varied so greatly both
spatially and between similar households; (3) all those who paid rent were eligible to apply for
benefits; and (4) the rebate or allowance would cover the whole rent (and allowable service
charges) where the claimant’s income was equal to the basic needs allowance. Above that level,
a proportion of every additional pound was withdrawn until income reached a point where the
system presumed that the rent could be fully paid by the tenant.

Thus, under the scheme, all tenants obtained the minimum income required to meet the full range
of essential needs; differences in housing costs were fully addressed so basic housing standards
could be achieved; and the subsidy withdrawal rate above that level was designed to ensure some,
limited, incentive to work or to work longer hours.
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This approach, however, meant that Beveridge’s concerns about the distortionary effects of
households’ private-rented-sector housing decisions were left unchecked, except to the extent that
some basic limits on the size of the dwelling in relation to household needs were introduced. The
assumption made was that people on low incomes had few housing choices, so the incentive to live
in a more expensive dwelling or area was rarely implementable.

Over time, the Housing Benefit system enabled massive changes in the mix of subsidy provided
by government shifting support away from supply subsidies in the social rented sector to income-
related benefits (Hills, 2001; Gibb and Whitehead, 2007). In the 1970s, 85 percent plus of all
financial support helped supply and the impact of income related benefits was therefore quite
small. Now, however, £22 billion'—over 95 percent of a larger housing subsidies bill in real terms
than in the 1970s - goes to Housing Benefit and its successor Universal Credit (Stephens et al.,
2018). Thus the UK spends $27 billion on income related housing assistance, while the United
States with a population of around five times that of the UK, spends only $35 billion’ on housing
assistance in total—including tenant-based rental assistance, public housing operating funds, and
project-based rental assistance.

Even so, in the UK, especially since austerity became the norm in 2010, several policy changes
have limited the availability of income-related housing support, changing the picture almost

out of recognition. In the private rented sector, the restructuring started earlier, in 2008, under

a Labour government with the introduction of a maximum Local Housing Allowance (LHA),?
instead of the introduction of simply accepting the individual tenants rent bill for appropriately
sized accommodation. This approach has something in common with the U.S. system, in that it
uses the distribution of rents for those not on benefits in “Broad Market Areas” (defined as where a
person could reasonably be expected to live taking into account of access to facilities and services
such as schools) to determine the maximum support for which tenants could be eligible given the
appropriate-sized dwelling. The original rule was set at the 50th percentile of rents in the area,
which in itself raised issues as to the balance between demand and supply; given that in some
particularly poor areas, up to 90 percent of privately renting households would be in receipt of
housing benefit. In these areas, large numbers of households are therefore given a choice between
making up the gap from their other income or moving to somewhere they might be able to find
accommodation within the cap. In 2011 when austerity was at its height, the Coalition government
reduced the cap from the 50th percentile to the 30th so that this problem has become much more
widespread (Wilson, 2013).

Further in 2015, the government introduced a 4-year freeze on LHA levels. This inherently means
that as actual rents have gone up, those paying around or above the third decile set at the beginning
of the freeze will not be compensated for any rent increases.

' As of July 2019, £1 equals $1.22. £22 billion equals approximately $26.8 billion.
* See https://www.hud.gov/sites/dfiles/ CFO/documents/3%20-%20FY19C] %20-%20Dept. %20Summary %20-%20
Budget%200utlays%20-%20Updated. pdf

* There had been demonstration projects from 2002 in what were called pathfinder areas before the national roll-out
in 2008.
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Austerity policies underlie many of these changes, but there is also an attempt to increase
incentives to move to more inexpensive accommodation or locations. Importantly, the principle
of ensuring that residual income is enough to pay for the other necessities of life has been
undermined very significantly. Rather, it is now assumed that people have choice and, therefore, it
is their own decision to use money for housing rather than other necessities.

A report by the Institute for Fiscal Studies (IFS) published in 2017 (Joyce et al, 2017), gives

the best estimates currently available of how much some of these changes have impacted lower
income tenants. They showed that in 2013-2015, among private renters in the bottom 40 percent
of incomes, the fraction whose housing benefit does not cover all their rent has increased quite
steadily, from 74 percent in the mid-1990s to 90 percent in the mid-2010s. The biggest change
occurred among low-income working-age households with children, where it rose from 63 percent
to 90 percent over the same period. IFS estimated that reforms since 2011 have cut the Housing
Benefit entitlements of 1.9 million privately renting households, some two-thirds of low-income
private renters.

Another issue is how these constraints impact landlord preparedness to let to those on housing
benefit or its replacement Universal Credit. Many landlords say they will not let to beneficiaries—
although government statistics continue to show that more and more landlords are actually letting
to such households.

More generally, private renting is not regarded as a suitable tenure for families and vulnerable
households because of the very limited security of tenure available. At a minimum, the lease can
be as little as 6 months and landlords have the right to evict without reason. Yet the sector has
doubled since the turn of the century so that it now houses around one in five households in Great
Britain and one in four in London (Rhodes and Rugg, 2018).

Comparing Housing Allowances in Europe

The Organisation for Economic Co-operation and Development (OECD) Affordable Housing
Database (2016) provides an overview of housing allowances across OECD countries. Almost all
such countries (except those in Eastern Europe) have at least one form of Housing Allowance,
although in many countries they tend to be quite restrictive. Private tenants are the most likely
group to be eligible and allowances are normally as of right for eligible households.

In most northwestern European countries, housing support has generally been developed that
makes an allowance for housing costs within mainstream social security benefits. Housing
allowance systems are based on the gap principle whereby, for a given income, the housing
allowance meets a certain proportion of rent above a minimum contribution up to a maximum
level. In circumstances where unmet housing costs take residual income below the social assistance
minimum, the social assistance system itself often steps in (Kemp, 2007).

The biggest difference with the United Kingdom, however, is that most other European systems are
more generous in that their more general welfare systems are based on a high proportion of earlier
earnings. These higher benefits in countries such as Germany, Sweden, and France allow most
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people to pay for their accommodation, with a top-up available if necessary. In part, this is possible
because rents are generally a lower proportion of income in most of Europe (particularly Germany)
except for areas of housing pressure. It is thus the case that a basic standard of residual income
can generally be maintained because of these higher social security benefits, while enabling only a
proportional approach to additional support.

In this context, it has suggested that the UK system, where social security payments are set at

very low levels, means that it is inevitable that high proportions of housing costs must be covered
(Griggs and Kemp, 2012). The system, while it looks generous taken on its own, is very much less
so if instead one looks at housing benefit plus social security as a percentage of average income.

Lessons Across the Divide?

The most obvious lesson from this short review is that the need for income-related housing-
specific allowances is prevalent across countries with very different institutional and ideological
frameworks. This is for the fundamental reason that housing costs are often a large proportion of
income for poorer households and that welfare systems find it difficult to address large scale spatial
variations in cost without an additional element of support. Yet in the main we do not address this
problem by expecting people to move long distances to find affordable accommodation. So, one
important question is how much choice the individual household is given to use the allowance in
the way that they might wish as compared with the government trying to influence moves either to
lower cost areas or to areas of opportunity.

One of the most important issues raised by SAFMR in the United States is around the importance
of opportunity for a relatively small proportion of households with vouchers against housing
availability for a much larger proportion. This suggests the need for more research into whether
location can have such a positive effect as to make that choice worthwhile. The answer is

clearly linked with the more general question of the scale of the benefits associated with mixed
communities, which have been an important aspect of UK housing policy.

Clearly, a core issue in the U.S. model is around the extent of demand as compared with the supply
meeting the cap in ZIP Code areas. The United Kingdom faces similar problems—that the cap
means there simply are not enough dwellings in the area to match potential demand, so tenants
face additional costs. This is also an area where more research on how households find suitable
accommodation is needed.

There are several behavioural issues associated with these programmes, notably with respect to
which households take up the opportunity—are they families at the upper margin of the eligible
incomes, for instance? Another issue is around landlord response—are landlords as prepared to let
to those on vouchers or housing benefit despite administrative costs as they are to poor households
without vouchers? In the United Kingdom, landlords often state that insurance companies and
mortgage providers require landlords not to let to those on benefits—although they may “protest
too much.” More generally there are issues around the capacity to enforce quality standards given
the incentives landlords face.
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A final, very important, issue is why people leave the allowance/voucher programmes especially
given the understanding, reflected in the Geyer et al. paper, that many are worse off when they
leave. In the United Kingdom, the evidence is that the main reason for leaving is that family and
particularly employment circumstances change for the better—although, we are very well aware of
the instability of these circumstances, so many people return. Understanding exactly what happens
in the U.S. context should be a high priority.
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Abstract

The U.S. Department of Housing and Urban Development’s (HUD) new Small Area Fair Market Rents
(SAFMRS) rule sets fair market rents at the ZIP Code level as opposed to an entire metropolitan region.
The rule became effective on January 1, 2018. It is mandatory in 24 metropolitan areas and voluntary
in the other metropolitan areas across the United States. SAFMRs allow for housing choice voucher
(HCV) payment standards to vary across ZIP Codes within a region. This is a change from previous
policy that based Fair Market Rents (FMRs) on the 40th percentile of gross rents in a region. This change
opens properties in higher income areas to HCV holders because rents at the ZIP Code level often exceed
regional FMRs. The use of SAFMRs is predicted to help to deconcentrate poverty and allow HCV holders
to access high opportunity neighborhoods in core cities and their suburbs. SAFMRs have the potential

to curb some of the effects of increasing rents in places experiencing gentrification, as well as promote
housing mobility and fair housing across regions. This article examines the early implementation
strategies for SAFMRs in the 24 metropolitan areas where they are currently mandated. Data were
collected from the 180 public housing authorities (PHAs) in those 24 metropolitan areas. The analysis

is based on 2018 HCV payment standards and other program documents related to tenant and landlord
notification collected from PHAs, as well as content analysis of archival materials and public documents.
The analysis is used to measure PHA fidelity to the SAFMR rule’s opportunity advancement goals,
identify best practices, and make policy recommendations for the broader implementation of SAFMRs.

Introduction

In November 2016, HUD issued its final rule for the implementation of Small Area Fair Market
Rents (SAFMRs) (Federal Register, 2016). The purpose of the rule was to begin the process of
changing the basis for setting payment standards for the Housing Choice Voucher (HCV) program.
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Historically, payments standards were based on Fair Market Rents (FMRs), which represent the
40th percentile of gross rents paid in metropolitan areas. Under SAFMRs, payment standards

are based on the 40th percentile of gross rents paid in ZIP Codes. The new rule was adopted to
achieve two primary benefits (PRRAC, 2018). First, SAFMRs were expected to provide voucher
holders with greater access to high-opportunity neighborhoods (that is, places that offered a
better mix of employment, educational, and transportation opportunities). This outcome was
anticipated because payment standards would increase in ZIP Codes where rents were higher than
metropolitan FMRs. Second, SAFMRs were expected to make the voucher program more cost-
effective. This outcome was anticipated for two main reasons. The adoption of SAFMRs would
lower payment standards in ZIP Codes where rents were lower than metropolitan FMRs. This
adjustment to payment standards on the lower spectrum of a region’s rental market was expected
to reduce the likelihood of landlords setting rents above the market rate for comparable units in
these ZIP Codes. In addition, the adoption of SAFMRs had the potential to be more cost-effective
in the long run because agencies administering the HCV program would no longer need to seek
HUD? approval of exception payment standards.' This would be the case whether such approval
was sought to increase payment standards in high-rent areas or lower them in low-rent areas. The
adoption of SAFMRs would make these adjustments automatic.

Initially, the new rule became effective on January 1, 2018, with implementation in the 24
mandatory metropolitan areas beginning on April 1, 2018. The Dallas metropolitan area was one
of these, but it was already required to use SAFMRs in the implementation of the HCV program
under a separate court settlement in 2011. Implementation of the rule was voluntary in other
metropolitan areas across the United States. In August of 2017, HUD attempted to suspend the
new rule, but in December of 2017 a U.S. District Court judge ordered the rule to be reinstated
(Thorpe, 2018).

This article examines the implementation strategies adopted by public housing authorities (PHAs)
in metropolitan areas mandated to use SAFMRs. This analysis has a focus on the degree to which
the setting of payment standards in 2018 supported the dual goals of expanding voucher holders’
access to high-opportunity areas and enhancing the cost-effectiveness of the HCV program. In
addition to examining how payment standards were set during the initial implementation of HUD’s
new SAFMR rule, the article is also informed by a content analysis of other archival materials,
public documents, and primary materials supplied by local PHAs. The analysis of these data
identifies best practices and policy frameworks for future HCV program implementation in areas
mandated to use SAFMRs.

After results are presented, the article concludes with a set of recommendations. They focus
on lessons learned from the analysis of metropolitan areas mandated to use SAFMRs. The
recommendations had three targets audiences: administrators within HUD, local PHAs that
implement the HCV program, and applied researchers and policy advocates.

! Although administrative costs go up significantly during the initial implementation of SAFMRs, they are expected to
decline once the new system is in place. Whether they return to the level they were when areawide FMRs were used,
exceed them, or fall below depends on local conditions and administrative practices adopted by the public housing
authorities (PHAS).
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Small Area Fair Market Rents (SAFMRs)

This section provides background on programs and policies that led to the promulgation of HUD%s
SAFMR rule. The first subsection summarizes the historic backdrop of relevant housing mobility
decisions in the courts and HUD actions in response to them. The second subsection focuses on the
settlement to address voucher concentration in low-income areas of the Dallas metropolitan area and the
SAFMR demonstration project. The third subsection discusses the genesis of HUD’s new SAFMR rule.

The Lead-Up to SAFMRs

HUD’ new SAFMR rule was developed in response to several concerns about the effectiveness of
the HCV program in deconcentrating poverty and providing low-income households with access

to upward mobility. Historically, these concerns date back to issues raised in cases like Gautreaux

v. Chicago Housing Authority (1969) and Southern Burlington County NAACP v. Township of Mount
Laurel (1975). In response to those decisions, programs and public policies were developed to
increase opportunities for recipients of housing vouchers to move out of segregated, impoverished
neighborhoods. Some of these programs included the Gautreaux program in Chicago, the Moving to
Opportunity (MTO) for Fair Housing demonstration program, various fair share housing initiatives
that grew out of the Mount Laurel doctrine, and other housing mobility programs that were adopted
across the country on a demonstration basis. The development of policies scaling up these programs
has become increasingly salient because HCVs are one of HUD’ primary tools to provide affordable
housing to low-income households. In 2017, HCVs were used for over 2.2 million rental units
(HUD, 2017). These 2.2 million units represented over 48 percent of all rental units subsidized
across the eight federal programs designed to subsidize rental housing. In 2017, almost 5.3 million
people were housed using HCVs, comprising almost 55 percent of all renters receiving housing
assistance across the eight federal rental subsidy programs.

In addition to programs and policies adopted in response to landmark decisions in the courts,
advocates have encouraged HUD to pursue administrative rule changes to address shortcomings
in the implementation of the HCV program. Advocates have been critical of how the use of
metropolitan-wide FMRs, and the calculation of payment standards based on them, impede
geographic mobility and housing searches in high-opportunity neighborhoods (Thorpe, 2018). In
response to some of these concerns, HUD launched the Moving to Work (MTW) demonstration
program in 1996. This program gave participating PHAs flexibility in the administration of HCVs
in order to promote economic self-sufficiency and mobility to high-opportunity neighborhoods.
A common tool used by PHAs in the MTW program has been the adoption of exception payment
standards in high-opportunity geographic areas. Exception payment standards allow PHAs to

set payment standards in excess of FMRs so that tenants can lease housing in high-opportunity
areas. In some cases, PHAs in the MTW program have adopted exception payment standards for
targeted geographic areas in excess of 150 percent of local FMRs.> In 1996, HUD approved 30

* Although all PHAs can adopt exception payment standards, it is often easier for PHAs in the MTW program to have
them approved under the stipulations of their contracts with HUD. In addition, exception payment standards for both
MTW agencies and other PHAs may be over 150 percent of local FMRs. This amount is noteworthy, because SAFMRs
are capped at 150 percent of the areawide FMR. This rule means that exception payment standards represent an
additional tool available to PHAs in areas where SAFMRs do not provide access to high-opportunity neighborhoods in
areas experiencing rapidly increasing rents.

Cityscape 127



Patterson and Silverman

PHAs across the country for the MTW demonstration program; that number grew to 39 PHAs
by 2012 (HUD, 2019). Although the PHAs selected to participate in the MTW demonstration
program represent a fraction (1.1 percent) of all PHAs in the United States, they tended to be

in core cities and represent the largest unit shares in the metropolitan areas where they were
located. Nevertheless, most metropolitan areas where a PHA was selected to participate in the
MTW program have several other PHAs that were not selected to participate. For instance, the
Chicago Housing Authority is a participant in the MTW program, but the other 12 PHAs in that
metropolitan area are not. Similarly, the Atlanta Housing Authority is a participant in the MTW
program, but the other 11 PHAs in that metropolitan area are not. Consequently, the scale and
scope of the MTW demonstration program potentially limits regional mobility and raises additional
concerns about the portability of vouchers within a region.

Although MTW is a demonstration program and not tested across a spectrum of local contexts,

it has provided policymakers and administrators of affordable housing programs with several
insights. One such insight is that metropolitan-wide FMRs fall short of providing tenants with
adequate subsidies to rent in high-opportunity neighborhoods. Researchers have identified this as
problematic because metropolitan-wide FMRs fall below rents in the most expensive submarkets

in metropolitan areas (Palm, 2018; Thorpe 2018; Treat, 2018). This limitation of FMRs is
compounded by data lag because FMRs are calculated using data from the American Community
Survey (ACS) which is released 2 years from its date of collection. One rationale for HUD allowing
PHAS to set payment standards within a 90-110 percent range of its published FMRs is to address
some of these limitations. In localized housing markets experiencing gentrification and other forms
of upward pressure on rents, however, the ability to set payment standards at 110 percent of FMRs
still does not close the affordability gap. To address this issue, SAFMRs have been advocated for as a
tool to promote housing opportunity on a metropolitan-wide scale.

The Dallas Settlement and the SAFMR Demonstration Project

The first opportunity to test this tool came in 2011 as a result of a court settlement that resolved
a complaint charging that payment standards based on FMRs in the Dallas metropolitan areas
resulted in the concentration of vouchers in low-income areas (Ellen, 2018; Treat, 2018). Under
the settlement, all PHAs in metropolitan Dallas were required to use SAFMRs when setting
payment standards. An early analysis of outcomes in Dallas suggested that the adoption of
SAFMRs resulted in improved neighborhood quality for HCV recipients and modest cost savings
for PHAs (Collinson and Ganong, 2014). It is noteworthy that Palm (2018) and Treat (2018)
caution against assuming that those outcomes are easily replicable in other metropolitan areas.
During the timeframe that data from Dallas were examined, vacancy rates exceeded 8 percent. In
tighter housing markets, the improvements due to the adoption of SAFMRs are expected to be
more modest.

Shortly after the Dallas settlement, HUD created its own SAFMR demonstration program. The
purpose of the demonstration program was twofold (Kahn and Newton, 2013). First, it was created
to test the effectiveness of SAFMRs in improving tenants’ access to high-opportunity areas as well
as the residual impacts on tenants’ living in areas with SAFMRs below metropolitan FMRs. Second,
the demonstration program was created to understand the administrative and budget effects on
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PHAs that adopt SAFMRs. The demonstration program was designed to run from 2012-2016.
Five PHAs were included in the demonstration program (see exhibit 1).> They were selected in
order to include PHAs that administered different volumes of HCVs and that served clients from
different demographic segments of the population. The five PHAs selected to participate in the
demonstration program had the option not to participate. In addition to the five PHAs selected

to participate in the SAFMR demonstration program, HUD added two PHAs from the Dallas
metropolitan area that were already mandated to implement SAFMRs under the court settlement.*
These two PHAs are also listed in exhibit 1.

Exhibit 1
—
2011 Characteristics of PHAs in the SAFMR Demonstration Program
HCV Recipients (%) Tracts
Total with HCV
62 Residents

PHA Name (State) HCV

Units Minority Hispanic Years Total

d Population
Over  Minority (%)

SAFMR Demonstration Participants

Chattanooga Housing Authority (TN) 3,183 82 2 15 54
Housing Authority of Cook County (IL) 12,622 83 3 58 52
Housing Authority of the City of Laredo (TX) 1,368 100 99 20 95
City of Long Beach Housing Authority (CA) 6,556 88 11 23 83
Town of Mamaroneck Housing Authority (NY) 647 54 22 39 32

PHAs Added from the Dallas Metropolitan Area
Housing Authority of the City of Dallas (TX) 18,525 94 5 17 67
Housing Authority of Plano (TX) 908 65 3 29 39

HCV = Housing Choice Voucher. PHA = Public Housing Authority.
Source: Finkel et al, 2017

At the end of the demonstration program, HUD released an evaluation report (Finkel et al., 2017).
The report focused on the two foci of the demonstration program: the effectiveness of SAFMRs in
improving tenants’ access to high opportunity areas and the effects of SAFMRs on HCV
implementation costs. In terms of tenants’ access to high-opportunity areas, the results of the
evaluation indicated that SAFMRs had a positive impact. The switch to SAFMRs made HCV holders
slightly more likely to live in high-rent ZIP Codes than they were before the demonstration
program. This was the case for new HCV holders and tenants who already held vouchers and

’ The SAFMR demonstration program ended in 2016. At that time, four of the five PHAs participating in it continued
to use SAFMRs on a voluntary basis; they included the Chattanooga Housing Authority, the Housing Authority of
Cook County, the City of Long Beach Housing Authority, and the Mamaroneck Housing Authority. One of these
PHAs, the Housing Authority of Cook County, is in the Chicago-Joliet-Naperville metropolitan area that was
subsequently mandated to adopt the new SAFMR rule. The Housing Authority of Laredo was the only PHA to
discontinue the use of SAFMRs after the demonstration program ended.

* Because the two PHAs in Dallas adopted SAFMRs due to a court settlement, they could not opt out. HUD added
these two PHAs to the evaluation in order to increase the sample size for the evaluation.
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moved to new ZIP Codes after the demonstration program began. Tenants who moved to these ZIP
Codes accrued benefits due to the areas’ lower poverty, higher school proficiency, proximity to
employment, environmental quality, and lower crime.

In terms of PHA implementation costs, the switch to SAFMRs resulted in modest reductions in
overall costs for PHAs. Although there was variation across the PHAs, on average, increases in
payment standards in high-rent ZIP Codes were offset by lower payment standards in low-rent
areas. Moreover, when the PHAs in the demonstration program were compared with a control
group, the cost savings were greater in terms of payment standards and Housing Assistance
Payment (HAP) contract costs for demonstration program participants. One caveat that explains
the modest reduction in overall costs was that PHAs were required under the rules of the voucher
program to hold existing tenants in low-rent ZIP Codes harmless from reduced payment standards
until their units went through their second annual recertification. This meant that there was a lag
in PHA savings from reduced payment standards in low-rent ZIP Codes, as well as a delay in any
additional costs to tenants who chose to remain in those ZIP Codes after SAFMRs were adopted.

Additional administrative costs to PHAs involved those associated with changing software, systems,
and staff training. These represented the largest up-front expenditures made by PHAs due to
SAFMR implementation. One-time costs were often associated with the revamping of internal
systems, however, and these costs were offset by long-term savings that PHAs would accrue.

For instance, SAFMRs reduced administrative costs associated with collecting comparative data
to determine rent reasonableness because the more discrete ZIP Code level geography makes it
less difficult to find comparable rents, and baseline rents are embedded in SAFMR calculations.
Moreover, areawide rent reasonableness studies are only if there is a 10-percent decrease in
SAFMRs consistent with the floor for all FMRs under the Housing Opportunities Through
Modernization Act (HOTMA). SAFMRs also eliminated the need to petition HUD for exception
payment standards in many areas where rents exceeded FMRs, which allowed PHAs to reallocate
staff resources.

The results from the evaluation of the SAFMR demonstration program provided HUD with
guidance for the scaling up of SAFMRs, but they should be interpreted with some important
qualifications. For example, except for the two PHAs added to the evaluation from metropolitan
Dallas, the other participants in the demonstration program administered SAFMRs in regions
where multiple PHAs continued to use metropolitan areawide FMRs in their HCV implementation.
Two of these PHAs were in the largest metropolitan areas in the country. Consequently, issues
related to the portability of vouchers where SAFMRs are used metropolitan-wide were not fully
integrated in the evaluation. In addition, scholars have raised concerns about the representativeness
of PHAs in the demonstration program and the generalizability of the findings from the evaluation
to other PHAs across the United States (NYU Furman Center, 2018; Palm, 2018). A degree of
caution was recommended, in particular, when applying the results of the evaluation of the
demonstration program to metropolitan areas selected for the first phase of the mandatory
implementation of HUD’s new SAFMR rule.
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The New SAFMR Rule

In November of 2016, HUD published the final version of the new SAFMR rule (Federal Register,
2016). This was followed by a series of technical documents including an implementation
guidebook for PHAs that had adopted SAFMRs (HUD, 2018). The final version of the SAFMR

rule included provisions for PHAs mandated to adopt SAFMRs as well as options for their

voluntary implementation by other PHAs. In the SAFMR rule’ initial implementation in 2018, 24
metropolitan areas were mandated to use SAFMRs when setting payment standards for HCVs. The
Dallas metropolitan area was one of these areas but had already implemented SAFMRs under the
terms of the 2011 court settlement under the provisions of the SAFMR rule. The next opportunity
to expand the number of metropolitan areas mandated to use SAFMRs would occur after 5 years had
passed. This meant that in 2018, there were a total of 180 PHAs across the 24 metropolitan areas
mandated to use SAFMRs.> Those PHAs administered 413,591 vouchers, which accounted for about
19 percent of all HUD vouchers. Exhibit 2 lists all the metropolitan areas mandated to use SAFMRs.

Exhibit 2

—
Metropolitan Areas Mandated to Use SAFMRs (1 of 2)

. Average HCVs . b
Metropolitan Area Total PHAs Leased Q1 2017 in MTW
Program
Atlanta-Sandy Springs-Roswell, GA 12 41,011 1
Bergen-Passaic, NJ 10 10,881
Charlotte-Concord-Gastonia, NC-SC 6 8,151 1
Chicago-Joliet-Naperville, IL 13 71,275 1
Colorado Springs, CO 2 2,512
Dallas, TX 11 29,467
Fort Lauderdale, FL 6 11,529
Fort Worth-Arlington, TX 5 12,308
Gary, IN 3 3,097
Hartford-West Hartford-East Hartford, CT 21 19,183
Jackson, MS 2 5,641
Jacksonville, FL 2 7,250
Monmouth-Ocean, NJ 9 5,314
North Port-Sarasota-Bradenton, FL 3 2,773
Palm Bay-Melbourne-Titusville, FL 3 2,714
Philadelphia-Camden-Wilmington, PA-NJ-DE-MD 19 37,610 1
Pittsburgh, PA 8 17,087 1
Sacramento-Roseville-Arden-Arcade, CA 4 12,837
San Antonio-New Braunfels, TX 6 15,095 1

°Nine of the PHAs in the mandated areas were participants in the MTW program and could request an exemption
from the SAFMR rule. These PHAs accounted for 33 percent of the vouchers in the 24 mandatory SAFMR areas and
had the option to voluntarily adopt SAFMRs.
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Exhibit 2
Metropolitan Areas Mandated to Use SAFMRs (2 of 2)
Metropolitan Area Total PHAS  Average HENS, in T
Program
San Diego-Carlsbad, CA 6 28,458 1
Tampa-St. Petersburg-Clearwater, FL 8 19,290
Urban Honolulu, HI 2 6,040
Washington-Arlington-Alexandria, DC-VA-MD 14 37,379 2
West Palm Beach-Boca Raton, FL 5 6,689

HCV = Housing Choice Vouchers. MTW = Moving to Work. PHA = Public Housing Authority. Q1 = First Quarter.
Note: Total sample size is 24.
Source: HUD, Voucher Management System (VMS), retrigved by the Policy Race and Research Action Council

The SAFMR rule was published in its final form after a period of notice and comment from
stakeholders. The changes made to the final rule had implications for the degree to which SAFMRs
expanded HCV recipients’ access to high-opportunity neighborhoods and the cost-effectiveness

of voucher implementation. The changes also had implication for which metropolitan areas were
selected for mandatory implementation of SAFMRs.

One of the main changes made to the SAFMR final rule was the addition of tenant protections.

In the final rule, provisions were included to hold existing HCV holders harmless if the payment
standards in the ZIP Code they lived in fell below metropolitan area FMRs. HUD provided PHAs
with three options to hold existing tenants harmless during the SAFMR implementation process:
(1) Under existing rules of the voucher program, PHAs could delay the reduction in payment
standards until the second annual recertification of their rental contract. This would give tenants
up to two years to weigh whether they would move to a different location or remain in their
current unit with a lower subsidy; (2) PHAs could develop a schedule to gradually reduce payment
standards over a period of time until they were at the new level set using SAFMRSs; or (3) PHAs had
the option to hold tenants harmless indefinitely. HUD was able to provide these tenant protections
in the final rule, especially the last one, because of provisions within HOTMA.

Another noticeable change to the SAFMR rule involved how metropolitan areas were selected for
mandatory implementation. Concerns were expressed about the feasibility of SAFMRs in regions
with tight rental housing markets. Some of these concerns were supported by analysis in studies
like Palm’ (2018), which raised questions about replicating outcomes found in high vacancy
metropolitan areas like Dallas when using SAFMRs in tighter housing markets like San Francisco
and Oakland. In response to these concerns, HUD exempted areas with rental vacancy rates at 4
percent or less from mandatory adoption of the SAFMR rule.

In addition to these changes, HUD made others that essentially gave relief to PHAs. For instance,
HUD exempted all current and future project-based vouchers from mandatory implementation of
SAFMRs. This effectively made mandatory implementation of the SAFMR rule only applicable to
portable vouchers, giving PHAs more flexibility in the setting of payment standards for properties
they managed. Similarly, the final rule allowed PHAs participating in the MTW program to request
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an exemption from mandatory implementation of SAFMRs. HUD also simplified the exception
payment standard rules for PHAs that did not operate in mandatory SAFMR areas. Instead of going
through the more rigorous exception payment standard approval process, PHAs were permitted

to voluntarily adopt SAFMRs in individual ZIP Codes and notify HUD of this decision by email.
Moreover, HUD made efforts to address concerns raised about PHAs and about the cost burden
associated with the transition to SAFMRs. Although this was not addressed in the final rule per

se, HUD offered PHAs up to $25,000 in reimbursements for costs directly related to mandatory
SAFMR adoption.

Finally, HUD provides PHAs in non-mandatory SAFMR metropolitan areas with two options to
use SAFMRs voluntarily. As noted earlier, PHAs had the option to set payment standards up to 110
percent of SAFMRs in individual ZIP Codes without going through the more rigorous approval
process for exception payment standards. The second option for voluntary adoption of SAFMRs
was to request HUD's approval to opt-in and apply SAFMRs metropolitan-wide. This allowed
PHAs to both increase payment standards in high-rent ZIP Codes and reduce payment standards
in low-rent ZIP Codes. PHAs that opted-in for full implementation of SAFMRs would have

greater flexibility in pursuing the goal of providing tenants with opportunities to move to high-
opportunity areas and garner broader cost savings in HCV administration.

Methodology

The results section of this article focuses on implementation strategies used by PHAs in the 24
metropolitan areas mandated to use SAFMRs when setting payment standards for HCVs. The
results presented in this section are based on data collected following the initial implementation

of SAFMRSs in these jurisdictions during 2018. This is a critical timeframe to examine because
jurisdictions were mandated to have their SAFMR strategy in place by April 2018. The scope and
scale of the initial implementation provide one measure of the degree of PHAS’ fidelity to the goals
of the new SAFMR rule. Attempts were made to collect data from each of the 180 PHAs located

in the 24 metropolitan areas mandated to use SAFMRs. Between June and September of 2018,
members of the research team contacted individuals responsible for the administration of the HCV
program by telephone, email, and mail. Requests were made for each PHAs: SAFMR payment
standards, documentation of updates to their administrative plans since SAFMRs were adopted,
materials distributed to voucher holders and landlords describing the PHAsS SAFMR policies, and
the approach adopted to render existing HCV holders harmless during the changeover to SAFMRs.
In cases where PHAs did not respond to data requests by telephone, email, and mail, the research
team searched for materials on PHAS websites. At the end of the data collection period, materials
were collected from 48 percent of the PHAs. These materials consisted largely of the SAFMR
payment standards that were adopted by the PHAs. To a lesser extent, PHAs provided copies of
other materials such as information provided to tenants and landlords about SAFMRs, policies to
hold existing HCV holders harmless, and updates to their administrative plans. Although data were
only available for 48 percent of the PHAs, all 24 metropolitan areas were represented in this subset
and the PHAs that did provide data represented those with larger service areas in the metropolitan
areas mandated to adopt SAFMRs. These PHAs were responsible for the administration of 79
percent of the 413,591 HCVs issued in the 24 metropolitan areas. PHAs for which data were
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collected administered an average of 3,801 HCVs, compared with an average of 922 HCVs for PHAs
where data were not collected. The data collected also included information for 55 percent of the
3,881 ZIP Codes contained in those metropolitan areas.

Payment standard data collected from PHAs were aggregated and presented in tabular form. These
tables are discussed in the results section and presented in the appendix to this article. In addition
to payment standard data, other data were collected from PHAs and public documents. Content
analysis was used to examine these data following methods described in Silverman and Patterson
(2015). The content analysis focused on information provided to tenants and landlords about
SAFMRSs, the degree to which participants in MTW programs plan to integrate SAFMRs into their
HCV implementation strategies, rationales PHAs used in their requests for waivers, and the scope
of HUD’s monitoring of SAFMR implementation.

Results
Analysis of Year 1 Mandatory SAFMR Implementation

This section focuses on implementation strategies used by PHAs in the 24 metropolitan areas
mandated to use SAFMRs. The section begins with an overview of how PHAs set payment standards
for HCVs during the initial implementation of SAFMRs in 2018. It then examines information
provided to tenants and landlords about PHAs* SAFMR policies and approaches adopted to render
existing HCV holders harmless. Following this discussion, the article summarizes other topics
pertinent to the implementation of the SAFMR rule including the degree to which participants in
MTW programs plan to integrate SAFMRs into HCV implementation, requests for waivers to the
SAFMR rule, and the scope of HUD’s monitoring of SAFMR implementation.

Payment Standards

Data for payment standards were collected from 86 PHAs in the metropolitan areas mandated to
use SAFMRs. These PHAs constituted 48 percent of all agencies. This group of PHAs administered
79 percent of the 413,591 HCVs issued in the 24 metropolitan areas. The HCV administered by
this group of PHAs covered 55 percent of the 3,881 ZIP Codes in those metropolitan areas.

Under the new rule’s guidelines, PHAs can set payment standards between 90 percent and 110
percent of SAFMRs. This range allows PHAs to account for local market conditions when adjusting
payment standards. For example, in areas where market rents are changing rapidly and published
SAFMRs are not in line with current trends, the 90 to 110 percent range gives PHAs flexibility to
address data lag issues. This flexibility may be beneficial in areas experiencing upward pressure

on rents due to gentrification, as well as in areas where rents are declining due to deteriorating
neighborhood conditions. While taking these issues into consideration, at minimum, one would
expect payment standards to cluster near 100 percent of published SAFMRs if a PHA had fidelity
to the opportunity advancement goals of the new rule. Under this scenario, a PHA would strike a
balance between ZIP Codes where SAFMRs were less than metropolitan-wide FMRs and ZIP Codes
where SAFMRs were greater than metropolitan-wide FMRs. This is an important balance to strike
because it generates the program cost savings necessary in low-rent ZIP Codes to free up resources
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needed to enhance HCVs in high-rent ZIP Codes. Striking this balance is critical to maintaining a
PHAs volume of HCVs while expanding housing options in opportunity areas.

If a PHA diverges from payment standards clustering near 100 percent of published SAFMRs, how
payment standards are set can be viewed as an indication of relatively high or low fidelity to the
new rule. In instances where there is high fidelity, a PHA would set payment standards in low-rent
ZIP Codes closer to 90 percent of SAFMRs while setting payment standards closer to 110 percent
of SAFMRs in high-rent ZIP Codes. Setting payment standards in this manner would maximize the
incentive for tenants to move to high-opportunity areas while reducing possible overpayments to
landlords in low-rent ZIP Codes. In contrast, low fidelity would be most pronounced in instances
where a PHA sets payment standards in low-rent ZIP Codes closer to 110 percent of SAFMRs while
setting payment standards closer to 90 percent of SAFMRs in high-rent ZIP Codes. Setting payment
standards in this manner would minimize the incentive for tenants to move to high-opportunity
areas while increasing overpayments to landlords in low-rent ZIP Codes. This scenario would
effectively undercut the opportunity advancement goal of the SAFMR rule by bringing payment
standards back in line with something approximating metropolitan-wide FMRs.

In order to measure this aspect of fidelity to the SAFMR rule, payments standards as a percent of
SAFMRs were calculated for each ZIP Code in the 24 metropolitan areas. A total of 5,501 payment
standards were reported for SAFMRs by all the PHAs from which data were collected. It should be
noted that in several instances, multiple payment standards were reported for the same ZIP Codes.
This variance was because different PHAs in the same metropolitan area often calculated their
own unique payment standards for the same ZIP Codes. At least one set of payment standards was
reported for 2,134 (55 percent) of the 3,881 ZIP Codes in the 24 metropolitan areas. More than
one ZIP Code was reported in 679 (17.5 percent) of the cases. The presence of multiple payment
standards in the same metropolitan areas can make the HCV process confusing to tenants and
landlords. Exhibit 3 summarizes the number of payment standards reported per ZIP Code in all the
24 metropolitan areas combined.

Exhibit 3

I
Number and Percent of ZIP Codes Where Public Housing Authorities Reported Payment Standards

Bl ihiasi cporting Number of ZIP Codes Percent of ZIP Codes
Payment Standards
0 1,725 45.0
1 1,477 38.1
2 218 5.6
3 213 515
4 117 3.0
5) 85 1.4
6 55 1.4
7 20 0.5
8 1 0.0

PHA = Public Housing Authority.
Note: Total sample size is 3,881.
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Exhibit 4 presents payment standards as a percent of SAFMRs in the aggregate for all 24
metropolitan areas. Exhibit 4 also reports payment standards as a percent of SAFMRs above
metropolitan-wide FMRs and for SAFMRs below metropolitan-wide FMRs. Low-opportunity

ZIP Codes were defined as ZIP Codes with SAFMRSs less than 100 percent of area FMRs. High
opportunity ZIP Codes were defined as ZIP Codes with SAFMRs greater than or equal to 100
percent of area FMRs. These data suggest that, in the aggregate, PHAs in the 24 metropolitan
areas had low fidelity to the opportunity advancement goals of the SAFMR rule. Although average
payment standards hovered around 100 percent of published SAFMRs, there was a divergence
between the setting of payment standards in low-opportunity and high-opportunity ZIP Codes.
This difference reflected the opposite of the pattern of setting payment standards that would be
predicted where PHAs had high fidelity to the opportunity advancement goals of the SAFMR
rule. Setting payment standards in this manner potentially creates disincentives for moves to
high-opportunity neighborhoods and reinforces existing patterns of HCV concentration in low-
opportunity areas. Moreover, setting payment standards in this manner increases the likelihood
that landlords will be overpaid in low-rent areas and PHAs will forego cost-savings that can be used
to enhance payment standards in high-opportunity ZIP Codes. The result is fewer HCVs overall,
and fewer HCVs in high-rent ZIP Codes.

Exhibit 4

—
Payment Standards as a Percent of SAFMRs

0 Bedroom 1Bedroom 2Bedroom 3 Bedroom 4 Bedroom

All Payment Standards
Reported in the 24 100.57 100.85 100.58 100.31 100.04
Metropolitan Areas

Payment Standards in

Low-Opportunity ZIP Codes' 102.81 103.02 102.77 102.51 101.94

Payment Standards in
High-Opportunity ZIP Codes?

SAFMR = Small Area Fair Market Rent.

"Low-opportunity ZIP Codes = ZIP Codes with SAFMR<100 percent area FIVIR.
2High-opportunity ZIP Codes = ZIP Codes with SAFMR>100 percent area FMR.
Note: Total sample size is 5,501.

98.71 98.09 98.82 98.29 98.13

The data presented in exhibit 4 is in the aggregate. It is important to note that there was

variation in the degree to which payment standards diverged between high-opportunity and
low-opportunity ZIP Codes in individual metropolitan areas. There were three main findings for
payment standard behavior relative to the classification of ZIP Codes by opportunity. The first was
in metropolitan areas where the payment standards followed a similar pattern to the aggregate data
reflected in exhibit 4. Eleven of the 24 metropolitan areas fell into this category. They included

the following metropolitan areas mandated to use SAFMRs: Atlanta-Sandy Springs-Roswell,
Colorado Springs, Fort Lauderdale, Fort Worth-Arlington, Hartford-West Hartford-East Hartford,
Jacksonville, Monmouth-Ocean, Pittsburgh, Sacramento-Roseville-Arden-Arcade, Tampa-St.
Petersburg-Clearwater, and Urban Honolulu.

The second finding in payment standards involved eight metropolitan areas where payment
standards were at or above 100 percent of SAFMRs in high-opportunity and low-opportunity ZIP
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Codes. This outcome was found in the following metropolitan areas: Charlotte-Concord-Gastonia,
Chicago-Joliet-Naperville, Dallas, Gary, Jackson, North Port-Sarasota-Bradenton, Philadelphia-
Camden-Wilmington, and Washington-Arlington-Alexandria. These metropolitan areas exhibited

a relatively moderate degree of fidelity to the opportunity advancement goals of the SAFMR rule

in the sense that they erred on the side of adopting payment standards that were at or higher than
100 percent of SAFMRs across the board. In some cases, this error was justified due to a region’s
tight rental housing market, but in other metropolitan areas, setting payment standards above 100
percent of SAFMRs raises concerns about potentially overpaying landlords in low-rent areas. The
payment standards reported for the Dallas metropolitan area in exhibit 5 are exemplar of this trend.

Exhibit 5

I
Payment Standards as a Percent of SAFMRs for the Dallas, TX Metropolitan Area

0 Bedroom 1Bedroom 2Bedroom 3Bedroom 4 Bedroom

All Payment Standards
Reported in the 103.78 103.13 103.28 103.37 103.25
Metropolitan Area

Payment Standards in

Low-Opportunity ZIP Codes' 103.41 102.99 102.86 102.91 102.84

Payment Standards in
High-Opportunity ZIP Codes?

SAFMR = Small Area Fair Market Rent.

"Low-opportunity ZIP Codes = ZIP Codes with SAFMR<100 percent area FIVIR.
High-opportunity ZIP Codes = ZIP Codes with SAFMR>100 percent area FIVMR.
Note: Total sample size for Dallas is 1,071.

104.11 103.23 103.67 103.80 103.64

The third finding in payment standards involved five metropolitan areas where payment standards
were below 100 percent of SAFMRs in high-opportunity and low-opportunity ZIP Codes. This
outcome was found in the following metropolitan areas: Bergen-Passaic, Palm Bay-Melbourne-
Titusville, San Antonio-New Braunfels, and San Diego-Carlsbad. These metropolitan areas
exhibited a relatively low degree of fidelity to the opportunity advancement goals of the SAFMR
rule in the sense that they adopted payment standards that were below 100 percent of SAFMRs
across the board. This had the effect of encouraging the concentration of HCVs in low-opportunity
areas, particularly in metropolitan areas with tightening rental markets. One justification for setting
HCVs in this manner might be to stretch a PHAs resources and issue the maximum number of
vouchers possible, but this strategy results in placing the greatest constraints on HCV holders who
seek to relocate to high-opportunity areas. The payment standards reported for the San Diego-
Carlsbad metropolitan area in exhibit 6 show an extreme example of this trend.
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Exhibit 6
S

Payment Standards as a Percent of SAFMRSs for the San Diego-Carlsbad, CA
Metropolitan Area

0 Bedroom 1Bedroom 2Bedroom 3 Bedroom 4 Bedroom

All Payment Standards
Reported in the 85.82 86.96 85.77 84.22 80.37
Metropolitan Area

Payment Standards in

Low-Opportunity ZIP Codes' 89.04 91.13 87.79 88.81 84.36

Payment Standards in
High-Opportunity ZIP Codes?

SAFMR = Small Area Fair Market Rent.

"Low-opportunity ZIP Codes = ZIP Codes with SAFMR<100 percent area FMR.
2High-opportunity ZIP Codes = ZIP Codes with SAFMR=>100 percent area FMR.
Note: Total sample size for San Diego-Carisbad is 169.

84.32 85.01 84.83 81.59 78.50

Within the SAFMR rule, HUD preserved the ability of PHAs to set payment standards within the
basic range by ZIP Code. This policy allowed PHAs to tier their payment standards. The use of
tiers involves setting a single payment standard for a group of ZIP Codes in order to simplify the
HCV implementation process. Tiering payment standards were common in the 24 metropolitan
areas mandated to use SAFMRs. Tiers were adopted by 53 percent of the PHAs where data were
collected and at least one PHA adopted them in 22 (92 percent) of the 24 metropolitan areas. PHAs
adopted a variety of approaches to tiering. For example, some created zones based on jurisdictional
boundaries of municipalities and counties, further grouping ZIP Codes within those boundaries.
Others created payment standard zones based on land use characteristics, such as rural, business
district, and standard zones. In other cases, it was clear that tiers reflected groupings of ZIP Codes
based on broader geographies identified high to low rent areas.

On the surface, applying tiers presents HCV holders with a more discrete list of payment
standards to reference when searching for housing. If applied with low fidelity to the opportunity
advancement goals of the SAFMR rule, however, this approach may result in more limited access
to high-opportunity areas and reproduce patterns of HCV concentration. Exhibit 7 provides an
example of this outcome. This exhibit summarizes average payment standards across the five
tiers set by the Hawaii Public Housing Authority for the 57 ZIP Codes in its service area, which
encompasses the entire Urban Honolulu metropolitan area. Exhibit 7 provides a summary of the
divergence between payment standards in low to high rent tiers. Tier 5 represented the lowest
rent ZIP Codes in the metropolitan area, rents incrementally increased until the highest rents were
found in tier 1. The data summarized in exhibit 7 shows that there was an inverse relationship
between rents and payment standards as a percent of SAFMRs.
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Exhibit 7
S

Average Payment Standards as a Percent of SAFMRs for the Hawaii Public Housing Authority

0 Bedroom 1Bedroom 2Bedroom 3 Bedroom 4 Bedroom

Tier 5 (N=4)—

Lowost Remt ZIP Codes 109.77 109.40 109.40 109.48 109.65
Tier 4 (N=40) 101.74 101.43 102.05 101.76 101.99
Tier 3 (N=10) 98.55 98.65 98.65 98.80 98.73
Tier 2 (N=2) 90.00 90.00 90.00 90.00 90.00
Tier 1 (N=1)— 90.00 90.00 90.00 90.00 90.11

Highest Rent ZIP Code

Note: Total sample size for the Hawaii Public Housing Authority is 57.

The example of tiering in the Urban Honolulu metropolitan area illustrates how low fidelity can
undercut the opportunity advancement goals of the SAFMR rule when the use of SAFMRSs is
mandated. In metropolitan areas where all PHAs are not required to use SAFMRs, tiering can have
more noticeable effects. Exhibit 8 summarizes average exception payment standards set across the
three tiers set by the San Diego Housing Commission for the 33 ZIP Codes in its service area.®
Although this PHA is located in a mandatory SAFMR area, it can request an exemption from the
SAFMR rule because it is a participant in the MTW program. This policy means that the San Diego
Housing Commission was able to set its payment standards without the constraints of the SAFMR
rule. The PHAS tiering showed a similar inverse relationship between rents and payment standards.
Without the safeguards built into the SAFMR rule, however, average payment standards as a
percent of SAFMRs fell below the 90-percent threshold in high-opportunity areas.

Exhibit 8

I
Average Payment Standards as a Percent of SAFMRs for the San Diego, CA Housing Commission

0 Bedroom 1Bedroom 2Bedroom 3Bedroom 4 Bedroom

Tier of Low Rent ZIP Codes

Hoakrd 96.77 96.50 96.47 96.48 85.20
(T,\"ezrs‘)’f Moderate Rent ZIP Codes g5 o7 82.73 82.54 82.65 72.86
(T,\'f_rg) High Rent ZIP Codes 80.85 80.32 80.42 76.75 72.70

SAFMR = Small Area Fair Market Rent.
Note: Total sample size for the San Diego Housing Commission is 33.

Holding Tenants Harmless

The final SAFMR rule required PHAs to hold existing HCV holders living in low-rent areas
harmless as FMRs were phased out during the SAFMR implementation process. PHAs had three
options to do this: (1) they could delay the reduction in payment standards until the second

© The San Diego Housing Commission based its tiers on ZIP Code boundaries making it possible to directly compare
payment standards set by this PHA with others in the metropolitan area using ZIP Code based SAFMRs. This type
of comparison was not possible with MTW participants that used different geographies when setting their exception
payment standards.
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annual recertification of their rental contract, (2) they could develop a schedule to gradually reduce
payment standards over a period of time, or (3) they could hold tenants harmless indefinitely. It

is important to stress that the requirement to hold tenants harmless only applied to existing HCV
contract holders. Payment standards based on SAFMRs would be applied to new recipients of
HCVs at the time they originated.

Tenant and landlord notification materials were used in the analysis to identify what option for
holding tenants harmless was adopted by PHAs. Tenant notification materials were provided by 22
PHAs. Landlord notification materials were provided by 12 PHAs. These materials were analyzed
using content analysis. Findings from the analysis indicated that the thrust of tenant notifications
was to alert tenants that they would be held harmless if payment standards were reduced in their
area due to the adoption of SAFMRs. The discussion of SAFMR opportunity advancement goals
was secondary. In 11 of the letters analyzed, PHAs indicated that tenants would be held harmless
until their second annual recertification took place. Similar language was included in most of

the notifications that landlords received from these PHAs. The option to hold tenants harmless
until their second annual recertification occurred was the only option explicitly mentioned in the
materials analyzed.

In addition to notifying tenants that SAFMRs were being adopted and that this change may affect
their level of rental assistance in the future, nine PHAs also included language explaining the
opportunity advancement goals of the new policy. For example, the Sacramento Housing and
Redevelopment Agency’s notification explained that, “with the SAFMRs you will be able to use
your voucher in more places than would have been possible before—including neighborhoods that
have high-performing schools, reduced crime, access to grocery stores, parks, medical facilities,
childcare, transportation, and other amenities.” Similar language was found in six of the notices
that went to landlords.

One contrast stood out in the materials circulated to tenants and landlords. Landlords received
more detailed information about how payment standards were set by the PHAs. In four of the
landlord notifications, tables showing the payment standards were included. This level of detail
was absent from materials circulated to tenants. In addition to this contrast, the letters to landlords
provided insights about the degree to which PHAs had fidelity to the SAFMR rule. For instance,
the Cecil County Housing Authority informed landlords that most of its service area will have
payment standards reduced, making it “more difficult for some tenants to rent your higher cost
units, more difficult for you to get higher rents for some units, and more difficult for us to lease
voucher holders in some areas.” This PHA is in the Philadelphia-Camden-Wilmington metropolitan
area, and 88 percent of the 16 ZIP Codes in its service area had SAFMRs below FMRs. This
notification went on to describe how the PHA tiered its payment standards to buffer landlords from
potential reductions in payment standards due to the use of SAFMRs. The PHAS letter to landlords
said “in an effort to minimize the disturbance to your operations, limit our administrative burden,
and maintain as much simplicity as possible for the tenants—while also attempting to adhere to
the spirit and intention of the SAFMR program—using local authority we have reduced the 16
standards to 3 different rate areas.” An examination of the FMRs, SAFMRs, and tiers adopted by
this PHA indicated the effect of the tiers adopted by this PHA was to adjust payment standards
upward in low-rent areas and downward in high-rent areas. Payment standard reductions using the
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PHAS tiers were about one-third to one-half of what they would have been if posted SAFMRs were
adopted without making these adjustments.

PHAs in the MTW Program and Others Requesting Waivers

Nine PHAs in the 24 metropolitan areas that were mandated to use SAFMRs were participants

in the MTW program. These PHAs included the Atlanta Housing Authority, Charlotte Housing
Authority, Chicago Housing Authority, District of Columbia Housing Authority, Fairfax County
Redevelopment and Housing Authority, Philadelphia Housing Authority, Housing Authority of
Pittsburgh, San Antonio Housing Authority, and San Diego Housing Commission. These PHAs
could propose alternative payment standard policies to HUD and request exemptions from the
mandate to use SAFMRs. Eight of the PHAs requested an exemption for at least 1 year when the
rule was promulgated due to the administrative burden of adopting SAFMRs on short notice and
the potential confusion it would cause with the alternative payment standard policies authorized
under their MTW agreements. The Philadelphia Housing Authority did not request an exemption.
PHAs requesting an exemption either implemented plans to phase in SAFMRs over a period of
years, applied SAFMRs to a subgroup of ZIP Codes, developed exception payment standards using
more flexible criteria based on metropolitan-wide FMRs, or used other metrics to set payment
standards in a manner that aligned with the opportunity advancement goals of the SAFMR rule.
Four MTW participants, including the Philadelphia Housing Authority, the Pittsburgh Housing
Authority, the San Antonio Housing Authority, and the San Diego Housing Commission, adopted
various plans to transition to SAFMRs. These PHAs set HCV subsidies based on payment standards
applied to ZIP Codes (as opposed to other geographies like census tracts or locally demarcated
neighborhood boundaries).

Another MTW participant, the Chicago Housing Authority, argued that their use of exception
payment standards based on FMRs was more effective than SAFMRs. According to this argument,
the use of SAFMRs would raise payment standards in all high-rent areas and increase the PHASs
costs per voucher without additional funding from HUD. This variance would mean that the PHA
could issue fewer HCVs. It was also argued that SAFMRs would lower payment standards in low-
rent areas and increase housing costs for HCV holders who remained in them. Consequently, this
MTW participant requested an exemption from the SAFMR rule in favor of the use of exception
payment standards in a more discrete set of geographic areas.

Although MTW participants were able to request exemptions from the SAFMR rule, requests for
exemptions by other PHAs were not granted. For example, the two PHAs in the Urban Honolulu
metropolitan area jointly requested an exemption from the SAFMR rule based on unique
characteristics linked to the Honolulu metropolitan area being located on a densely populated
Pacific island (Department of Community Services, City and County of Honolulu, 2018). The
request was denied. Other PHAs had greater success in obtaining temporary extensions to the
deadline for implementation, citing issues related to administrative obstacles to implementing
SAFMRs on-time. PHAs that requested temporary waivers of 3 months to 1 year in order to
make the transition to SAFMRs more seamlessly were typically granted extensions (Federal
Register, 2018).
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HUD’s Monitoring of SAFMR Implementation

In addition to issues related to the setting of payment standards, holding tenants harmless, and the
parallel administration of the MTW program in mandatory SAFMR areas, the analysis found that
the implementation of the SAFMR rule was hampered by a lack of proactive monitoring by HUD.
For example, PHAs are not required to submit their administrative plans, payment standards, or
materials used to notify tenants and landlords about their internal implementation policies related to
the SAFMR rule to HUD. Instead, they are expected to keep these records in-house and available if
HUD requests to inspect them. This procedure is problematic because there is no central repository
where these materials are stored and made publicly available for inspection. Instead, information
must be gathered from individual PHAs. This approach impedes public interest and advocacy
groups from accessing information about the implementation of the SAFMR rule and shifts the
burden of public disclosure from HUD to members of the general public. The lack of a public
repository for implementation materials also hinders the free flow of information between PHAs
interested in identifying best practices to adopt when planning their implementation strategies.

Conclusions and Recommendations

The results presented in this article highlight how the successful implementation of SAFMRs hinges
on the degree to which PHA administrators show fidelity to the opportunity advancement goals of
the SAFMR rule. These goals focus on setting payment standards that provide HCV holders with
greater chances to move to high-opportunity neighborhoods. To forward these goals, ZIP Code-
based payment standards should be elevated in high-rent areas and lowered in low-rent areas.

This behavior would create an incentive structure that encourages moves to high-opportunity
neighborhoods. Importantly, the reduction of payment standards in low-rent areas provides PHAs
with the cost savings needed to pay for higher payment standards in high-rent areas. The reduction
in payment standards in low-rent areas also corrects for the tendency to overpay landlords when
FMRs are used. Payment standards based on SAFMRs bring HCV subsidies in line with market-
based rents across a metropolitan area.

The results presented in this article indicate that PHA administrators’ behavior in setting payment
standards lack high fidelity to the opportunity advancement goals of the SAFMR rule. This lack
has led to less than optimal implementation in the 24 metropolitan areas required to use SAFMRs.
Despite these findings, there are signs that once PHAs gain experience in the use of SAFMRs they
will apply the policy with greater efficacy. For instance, all but one of the PHAs that participated
in the SAFMR demonstration program continue to use them well beyond the end of that program.
Likewise, some of the highest levels of fidelity to SAFMRs were found in the place with the most
experience using them to set payment standards, the Dallas metropolitan area. Still, there is a
need to fine-tune the SAFMR rule in anticipation of the scheduled addition of metropolitan areas
mandated to adopt it. The expansion of mandatory SAFMR metropolitan areas is scheduled to
occur in the fifth year of the new rule’s implementation. Fine tuning the SAFMR rule would

allow for a more rapid scaling up to occur. Ideally, this expansion would encompass the full
implementation of the SAFMR rule nationally. With that goal in mind, recommendations are made
to three target audiences: (1) administrators within HUD, (2) local PHAs that implement HCV
programs, and (3) applied researchers and policy advocates.
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Recommendations from the Analysis of PHAs Mandated to Use SAFMRs

Increase HUD’s Emphasis on the Opportunity Advancement Goals of SAFMRs. Successful
implementation of SAFMRs hinges on PHA administrators’ fidelity to the opportunity advancement
goals of the SAFMR rule. To foster this commitment to promoting HCV holders’ mobility, HUD
must invest more resources in educating PHAs, tenants, and landlords about these goals and their
relationship to the setting of payment standards in high-rent and low-rent areas.

Increase Funding to Cover the Costs of Transitioning to SAFMRs. HUD should increase
funding to support the transition to SAFMRs in two key areas. First, funding should be enhanced
to cover the costs of training staff, developing educational materials for tenants and landlords, and
upgrading software and other administrative systems. Currently, PHAs can request reimbursements
up to $25,000 for costs directly related to SAFMR implementation. These funds are intended to
cover the costs of outreach and briefing materials, hiring and training of staff, the development of
new methodologies for reasonableness determinations, and software. These funds are available for
PHAs adopting SAMFRs, but the level of funding and its continuation beyond the initial adoption
phase of SAMFRs are not adequate to sustain the requisite capacity of a PHA. Second, HUD
should reimburse PHAs for the costs of holding tenants harmless during the transition to SAFMRs,
so payment standards can be raised in high-rent areas without reducing the overall number

of vouchers.

Require More Metropolitan-Wide Collaboration. To curb the practice of individual PHAs setting
multiple payment standards in the same ZIP Codes, HUD should encourage more metropolitan-
wide collaboration across PHAs. Setting uniform payment standards in a metropolitan area will
have the benefit of reducing confusion for renters and providing landlords with a more predictable
environment. Metropolitan-wide collaboration can be encouraged with incentives to PHAs, such as
awarding additional vouchers, funding for mobility counseling, and technical support to PHAs that
join consortia and set uniform payment standards.

Scrutinize PHAs That Tier Payment Standards. HUD should establish a set of criteria for tiering
payment standards that conforms to the opportunity advancement goals of the SAFMR rule. The
establishment of criteria for tiering would provide PHAs with guidance on how to group PHAs.

It would also require PHAs to document how tiering was implemented so its effectiveness in
promoting opportunity advancement can be measured and evaluated. Generally, tiering payment
standards should be discouraged unless PHAs can demonstrate that this approach is more effective
at promoting moves to high opportunity ZIP Codes across a metropolitan area than setting distinct
payment standards for every ZIP Code in a PHAS service area.

Reinforce the Purpose of Holding Tenants Harmless in all Communications with PHAs.
HUD should continue to stress its policy on holding tenants harmless in all communications with
PHAs. Communications with PHAs should continue to highlight that the policy of holding tenants
harmless relates exclusively to current HCV holders during the phase-in period for SAFMRs.
Reinforcement is needed so PHAs do not misinterpret this policy in ways that lead to increasing
payment standards in low-rent areas across the board in order to protect new HCV holders and
landlords. HUD should continue to stress that this policy was not designed to hold new HCV
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holders and landlords harmless. It only applies to current HCV holders during the SAFMR phase-
in period.

Transition MTW Participants to SAFMRs. HUD should increase dialogue with MTW
participants about strategies to transition to SAFMRs. This dialogue should focus on requiring
MTW participants to show they tested alternative payment setting strategies when requesting
exemptions from SAFMRs. HUD should review and evaluate these alternative strategies. Following
the evaluation, if HCV families are not advancing to high opportunity areas in accordance with
non-MTW families, HUD should consider removing the MTW agency exemption and require the
agency to adopt SAFMRs.

Increase HUD’s Monitoring and Reporting Requirements. HUD should increase its monitoring
and reporting requirements for the implementation of the SAFMR rule. Under its current
administrative practices, PHAs are not required to submit their administrative plans, payment
standards, or materials used to notify tenants and landlords about their internal implementation
policies related to the SAFMR rule to HUD. A central repository needs to be created where these
materials are stored and made publicly available for inspection. This repository can be used as a
resource: by HUD when monitoring the implementation of the SAFMR rule, by public interest and
advocacy groups, by PHAs interested in identifying best practices, and by the general public. This
repository can be modeled after the one maintained on HUD’ website for the MTW program.’
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Abstract

Small Area Fair Market Rents (SAFMRSs) are calculated at the 40th percentile of the U.S. postal ZIP
Code instead of the metropolitan area in an effort to capture localized rents to expand choice for voucher
holders to access housing in higher-opportunity neighborhoods. Existing studies on the potential and
actual outcomes of SAFMRs demonstrate that findings vary for different types of housing markets.
Furthermore, the decisions public housing authorities (PHAs) make in the implementation process affect
PHAS’ program budget and the rent burden and locational outcomes for voucher households. This study
aims to address how these implementation factors are affected by local rental market conditions for three
PHAs—Housing Authority of the City of Fort Lauderdale, San Antonio Housing Authority, and Seattle
Housing Authority—in diverse housing markets. By comparing different sources of market rent estimates
with SAFMRs in each location, we contribute new information about how this rule is likely to produce
different residential outcomes in terms of increased access to low-poverty neighborhoods and adjustments
to payment standards in low-rent neighborhoods. The findings reveal differences across rent measures in
terms of estimated levels and relative differences across ZIP Codes. These findings suggest that housing
authorities may face challenges in meeting the objectives of the SAFMR final rule without some form of
local adjustments.

Introduction

Over the past several decades, social science research has emphasized how neighborhoods matter
through findings across disciplines that reveal associations between an individual’s neighborhood
conditions and their life outcomes. For example, distressed neighborhoods are often associated
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with lower educational attainment and poorer health, whereas resource-rich neighborhoods
provide opportunities for economic mobility and improved life outcomes (Brooks-Gunn et al.,
1993; Chetty, Hendren, and Katz, 2016; Ellen and Turner, 1997; Gennetian et al., 2012; Ludwig
etal., 2012). Scholars, policymakers, and practitioners have therefore emphasized the importance
of providing low-income households with access to high-opportunity areas, that is, neighborhoods
with attributes that foster economic mobility such as quality schools, low crime rates, employment
opportunities, community resources, and healthy environments. This theoretical perspective has
prompted housing strategies and policies that focus on reducing both income and racial residential
segregation for low-income households.

The Housing Choice Voucher (HCV) program and its policies are seen as a vehicle capable of
deconcentrating poverty and expanding housing opportunities for low-income renters. Low-
income households that receive a voucher can use it for any unit in the private market that will
accept a voucher and will pass U.S. Department of Housing and Urban Development (HUD)
inspection standards. Voucher recipients pay approximately 30 percent of their income towards
rent, with the housing authority administering the voucher covering the difference. The purpose
of the flexibility provided to voucher households in choosing their unit relative to place-based
housing subsidies is to provide them with the choice to select the neighborhood and unit that
best meets their needs. Early evaluation of the HCV program demonstrates the failure of voucher
households to benefit from this choice and access high-opportunity neighborhoods, however
(Newman and Schnare, 1997). Subsequent studies continued to highlight this outcome, with
voucher holders concentrating in high-poverty, minority-concentrated neighborhoods across varied
research contexts (Devine et al., 2003; Feins and Patterson, 2005; Galvez, 2011; McClure, 2008;
McClure, Schwarz, and Taghavi, 2015; Metzger, 2014, Varady and Walker, 2000; Walter, Li, and
Atherwood, 2015; Wang and Varady, 2005).

Many explanations exist for why voucher holders are not accessing higher-opportunity
neighborhoods even though, in theory, the voucher should remove geographic restrictions. For
example, perceived and real discrimination by race, source of income, or family structure may limit
choice for low-income households (Charles, 2005; Feins and Patterson, 2005; Ondrich, Stricker,
and Yinger, 1999; Popkin et al., 2004; Popkin et al., 2003; Smith et al., 2002; Varady and Walker,
2003). Few cities in the United States have enacted “source of income discrimination” laws, which
prevent landlords from discriminating against voucher-holding applicants who are otherwise
qualified, but lack of enforcement in these areas stifles positive outcomes (Tighe, Hatch, and Mead,
2017). Some landlords will not participate in the HCV program because of their perception of
voucher holders or other bureaucratic factors (Garboden et al., 2018). Informal search processes
are another factor that may cause reconcentration and perpetuate segregation. Voucher holders
often depend on their social networks, only consider neighborhoods that are familiar to them, or
have incomplete information during the housing search process (Darrah and DeLuca, 2014; Krysan
and Crowder, 2017). The design of the voucher program itself may also contribute to undesirable
locational outcomes because the voucher holder is only given a limited timeframe (usually 60 days)
to find and lease a unit that is within the allowable rent and meets the inspection requirements of
the program (Basolo and Nguyen, 2005; DeLuca, Garboden, and Rosenblatt, 2013).
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Furthermore, voucher holders’ choice is restricted by the limited number of affordable rental

units available in high-opportunity neighborhoods that offer access to employment, transit, and
amenities (Schuetz, 2009; Tremoulet, Dann, and Adkins, 2016). Tight housing markets with low
vacancy rates exacerbate this challenge (Briggs, Popkin, and Goering, 2010; Feins and Patterson,
2005). Fair Market Rents (FMRs), calculated by HUD for the HCV program, are used to determine
payment standards for housing authorities and are established at the 40th percentile of all market
rents in a metropolitan area (Kahn and Newton, 2013). These payment standards determine the
maximum amount of rental subsidy that a housing authority may provide for each household.
FMRs have contributed to the concentration of voucher holders in distressed communities because
assisted households are unable to rent units in high-cost areas and therefore are often priced out of
higher-opportunity neighborhoods (Collinson and Ganong, 2018; Fischer, 2015).

In response to this programmatic barrier, HUD issued a new rule called Small Area Fair Market
Rents (SAFMRs) to expand housing choice in neighborhoods of opportunity for voucher
households. SAFMRs are calculated at the 40th percentile of U.S. postal ZIP Codes instead of the
overall metropolitan area. The purpose of this new rule is to provide housing authorities with
estimates that capture localized rents in their jurisdiction in order to expand choices for voucher
holders to access housing units in higher-opportunity neighborhoods.! Ellen, Horn, and Schwartz
(2016) found that when provided the option, voucher holders will move to higher-opportunity
neighborhoods with better schools. Studies on the potential impact of SAFMRSs reveal they increase
access to high-opportunity neighborhoods by expanding the number of units available to voucher
holders in higher-income neighborhoods in most, but not all, metropolitan areas (NYU Furman
Center, 2018; Palm, 2018).

Emerging evidence on the outcomes of SAFMRs is limited by its recent implementation in only
24 metropolitan areas. Most of these studies are based on a few years of data available from six
demonstration markets. In the earliest evaluation of SAFMRs, Collinson and Ganong (2018)
found that payment standards established at smaller geographies improve locational outcomes
for voucher holders. Data from Dallas, Texas, the first metropolitan area mandated to implement
SAFMRs as part of a court settlement in 2010, indicates voucher households have been able to
move out of high-poverty, unsafe neighborhoods with the implementation of SAFMRs (Collinson
and Ganong, 2018). The two studies that have been conducted on the other demonstration areas,
however, highlight how outcomes may vary depending on the housing market in which SAFMRs
are implemented (Finkel et al., 2017; Reina, Acolin, and Bostic, 2019).

What is apparent from this early research is where and how SAFMRs are implemented has
implications for program outcomes. This research includes but is not limited to: the ability for
households to secure a unit in high-opportunity neighborhoods; the impact on the reduction in rent
paid by the housing authority to the landlord in lower-income neighborhoods; and the potential
cost increase per voucher to housing authorities administering the program, which may result in
fewer households being served by the voucher program over time. This study aims to address how
these implementation factors are affected by local rental market conditions for three public housing
authorities (PHAs)—Housing Authority of the City of Fort Lauderdale, San Antonio Housing

! Published in the Federal Register as a final rule on January 16, 2016. 81 Fed. Reg. 80567.
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Authority, and Seattle Housing Authority—in diverse housing markets. By comparing different
sources of market rent estimates with SAFMRs in each location, we contribute new information
about how this rule is likely to produce different residential outcomes in terms of increased access to
low-poverty neighborhoods and adjustments to payment standards in low-rent neighborhoods.

Background

Designated PHAs in 24 metropolitan areas with substantial voucher concentration were required
to adopt the new SAFMR rule for all tenant-based vouchers starting at the beginning of 2018.
Project-based vouchers, which are housing subsidies attached to the housing unit instead of issued
to a voucher household, are exempt from mandatory adoption. SAFMRs are used to establish
payment standards for the voucher program. Payment standards determine the maximum amount
that a housing authority pays towards rent for a voucher household. PHAs have some flexibility

in establishing the payment standard amounts between 90 and 110 percent of the SAFMR, which
is also known as the basic range. PHAs may also establish a payment standard for each ZIP Code
in their service area, or group ZIP Codes that have SAFMRs within the basic range of all other

ZIP Codes within the group (HUD, 2018). For example, Walter (2018) explored grouping ZIP
Codes for several PHAs based on the objectives of the SAFMR rule instead of only using the

basic range. Since the goal of the rule is to deconcentrate voucher holders and provide access

to high-opportunity neighborhoods, ZIP Codes were first grouped by opportunity and voucher
concentration, before grouping ZIP Codes by SAFMRs within the basic range. This strategy intends
to make it easier for housing authorities to establish local policies and mobility strategies for each
grouping and to better track program outcomes (Walter, 2018).

The number of units accessible to voucher holders depends on how the payment standards are
established. In high-rent areas, the payment standard needs to be set at an amount that will
maximize the availability of units. In lower-rent neighborhoods, PHAs must decide if payment
standards should be held constant or reduced. Setting the initial payment standards is likely the
greatest challenge for SAFMR PHAs (HUD, 2018). These decisions affect the rent burden for voucher
households, the program budget for PHAs, and the locational outcomes for voucher holders.

Potential and Actual Outcomes of SAFMRs

Research on the potential and actual outcomes of SAFMRs demonstrates findings vary for different
types of housing markets. Palm (2018) examined the number of rental listings that will become
accessible to voucher holders in high-opportunity areas with the implementation of SAFMRs in

five metropolitan statistical areas in California. The analysis reveals a range of results from a decline
in accessible rentals in San Francisco ZIP Codes with low poverty rates (less than 10 percent) to a
34-percentage point increase in Sacramento. The decrease in San Francisco is likely due to SAFMR
calculations not keeping pace in a market that is experiencing rapidly increasing rents (Palm, 2018).

In response to an interim report commissioned by HUD which found the total number of affordable
rental units accessible to voucher holders would decrease by 3.4 percent with the implementation of
SAFMRs (Finkel et al., 2017), the New York University (NYU) Furman Center specifically analyzed
the 24 metropolitan areas mandated to adopt the rule by 2018. The Furman Center suspected the
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findings could differ for the set of mandated areas, because the areas were selected based on specific
market characteristics (for example, number of voucher holders concentrated in low-income areas,
the percentage of renter units in ZIP Codes where the SAFMR is more than 110 percent of the
metropolitan FMR, and vacancy rates higher than 4 percent). The findings of this analysis reveal

that these markets would likely see an overall 9.1 percent increase in the affordable units available

to voucher holders in the mandated metropolitan areas. This availability would vary by housing
market, however, with four metropolitan areas—Gary, Indiana; Hartford, Connecticut; Monmouth-
Ocean, New Jersey; and Sarasota, Florida—experiencing a decline in the number of affordable rental
units. Of the remaining 20 housing markets that will experience an increase, the range is substantial,
from a 1.1 percent increase in Pittsburgh, Pennsylvania, to a 28.3 percent increase in San Antonio,
Texas. These findings reinforce the conclusion that the results of implementing SAFMRs are likely to
vary across different housing markets.

The HUD-commissioned interim report also examines the performance of SAFMRs in the
demonstration areas. This study highlights that SAFMRs provide access to more rental units in
higher- opportunity areas in the demonstration areas, but again, these gains vary by housing
market. For example, very few units are available in high-opportunity neighborhoods in Long
Beach, whereas Cook County experienced large gains. In terms of low-opportunity areas, Laredo
and Chattanooga lost some units, but Dallas and Long Beach lost substantially more. Overall, the
percentage of voucher holders living in high-opportunity neighborhoods among the demonstration
areas has risen slightly, from 11 percent to 13 percent. Still, outcomes for new voucher holders vary
depending on the market. Laredo experienced the greatest gain; the share of households moving to
high-rent ZIP Codes increased from 5 percent to 22 percent, whereas Mamaroneck experienced a
decrease from 83 percent to 59 percent (Finkel et al., 2017).

Another study examining the ability of SAFMRs to improve locational outcomes for voucher
households found similar regional variation. Reina, Acolin, and Bostic (2019) used tenant

data from the six SAFMR demonstration sites—Dallas, Texas; Cook County, lllinois; Laredo,

Texas; Long Beach, California; Mamaroneck, New York; and Chattanooga, Tennessee—to

determine if increased payment standards allowed voucher holders to access higher-opportunity
neighborhoods. Their findings indicate that voucher households in Dallas had the largest gains

in moving to neighborhoods where the SAFMR rent was higher than the FMR. Otherwise, results
were mixed; Laredo, Long Beach, and Mamaroneck experienced gains but Cook County and
Chattanooga underwent decreases. In terms of neighborhood quality;? again voucher holders in
Dallas experienced the greatest gains, while Chattanooga voucher holders experienced a decline

in neighborhood quality (Reina, Acolin, and Bostic, 2019). Furthermore, Reina (2019), using the
same demonstration sites, examined if SAFMRs reduce the number of voucher households living in
minority concentrated neighborhoods. Findings indicate that SAFMRs only slightly improved access
to lower poverty neighborhoods for Black voucher households, particularly in Dallas compared with
the other locations. Overall, these studies highlight how differences in the housing markets where
PHAs are required to implement SAFMRs are important to understanding variation in outcomes.

? Neighborhood quality in this study is measured by: the poverty rate, unemployment rate, percentage of children
living in households headed by single mothers, housing vacancy rate, percentage of fourth graders who are not
proficient in math or reading, and violent crime rate (Reina, Acolin, and Bostic, 2018).
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Implementation Challenges Relevant to SAFMR Qutcomes

Neighborhoods with rapidly increasing rents present a problem for implementing SAFMRs. As
Palm (2018) demonstrated in San Francisco, SAFMRs may not keep pace with the actual market;
these neighborhoods will not gain units affordable to voucher holders because the payment
standard will be set too low. This problem stems from two factors. First, in most markets, SAFMRs
use regional and national instead of local inflation trend factors, ignoring the considerable
heterogeneity in housing cost trends between metropolitan locations.> Second, SAFMRs are
calculated from American Community Survey (ACS) estimates, and these data may already
include unreliable local estimates with geographical bias and high uncertainty (Bazuin and Fraser,
2013; Folch et al., 2016; Treat, 2017). This issue may be especially true in neighborhoods that

are experiencing considerable growth, where housing costs are rapidly increasing (Boeing and
Waddell, 2016; Palm, 2018; Treat, 2017). These limitations have prompted researchers to compare
SAFMRs with proprietary rental listing data sources to potentially improve housing cost estimates
within local rental housing markets.

As an example, Palm (2018) used Rent Jungle data and compared it against Boeing and Waddell’s
(2016) Craigslist data, finding that the two proprietary sources are more aligned with each other
than with the ACS data. Walter (2018) compared SAFMRs with CoStar and Apartments.com data
in three housing markets—Fort Lauderdale and Jacksonville, Florida, and San Antonio, Texas. The
results highlight considerable rent variations from the SAFMR in some neighborhoods that could
lead to fewer families being served by the program or may continue to prevent some households
from being able to access units in higher-cost neighborhoods (Walter, 2018). Proprietary sources
allow for real-time rental listing estimates at very precise geographic scales, and combined temporal
and spatial granularity may be able to provide insight for establishing payment standards in areas
where SAFMRs are not accurately reflecting the current rental market.

Another implementation challenge is the impact on households in lower-income neighborhoods
where SAFMRs reduce payment standards. Landlords may refuse to decrease rents for current
voucher tenants. If the household stays, it will be responsible for paying more towards rent,
causing a greater housing cost burden. Housing authorities may decide to implement a “hold
harmless” policy for existing tenants that prevents a reduction in their payment standard, but
new households admitted to the program may find it difficult to lease units in lower-income
neighborhoods because of the payment standard reduction. Further, the interim report on the
demonstration areas indicates that such rent adjustments particularly impact households with
disabled and elderly members that do not have the means to move. The amount paid by tenants
towards rent increased by 16 percent in a 5-year period, with the largest increases (22 percent)
observed among lower-rent ZIP Codes (Finkel et al., 2017). In response, PHAs are implementing
hold harmless policies, but this approach has financial implications on the number of voucher
holders they are able to serve.

As a Moving to Work (MTW) agency with authorization from HUD to design strategies to use
federal funding more effectively and request exemptions on voucher rules, King County Housing

? In 23 markets, the local consumer price index produced by the Bureau of Labor Statistics is used, but even in these
markets, the adjustments will not be able to account for neighborhood specific trends.
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Authority in Washington has been implementing policies that use multiple payment standards to
better reflect the local rental market since 2001. Although not required to adopt SAFMRs, King
County is currently using a six-tier payment standard system. Given the concern over the impact
on households in lower-cost areas, King County did not decrease payment standards in these areas
at the time of implementation but instead chose to increase the payment standard in these areas to
a lesser extent than high-cost neighborhoods. This decision prevented housing costs from rising
for households in low-rent areas at the onset of implementation. The payment standard in low-
cost areas is now held below the FMR (King County Housing Authority, 2017). This alternative
may be one implementation option for housing authorities because they are not required to reduce
the payment standard in low-rent areas (HUD, 2018). Holding the payment standard constant,
however, increases program costs.

The extent to which new and existing households change their locational patterns in response

to the implementation of the SAFMRs will affect the cost of the program and thus influence the
number of households the housing authority is able to serve. The HUD interim analysis on the
demonstration sites found that the amount housing authorities paid for rent and utilities on behalf
of voucher holders decreased on average by 13 percent over a 5-year period. This decrease was
substantial in lower-rent areas (30 percent), whereas higher-rent areas experienced an average
increase of 3 percent (Finkel et al., 2017). If payment standards are reduced in low-rent areas
during implementation, it is reasonable to assume that SAFMRs will result in cost savings for
housing authorities. As more voucher holders move to higher-cost areas over time, however, total
costs to agencies will likely increase. King County Housing Authority explored long-term cost
implications and the hypothetical average payment they could expect, based on the number of
households that move to higher-cost neighborhoods. They found that by 2019 the costs savings
gained from using multiple payment standards rather than the FMR may be eliminated, and costs
may rise based on future mobility trends (King County Housing Authority, 2017).

The points previously raised highlight the need for a comprehensive understanding of the rental
markets in which SAFMRs are implemented, as there are significant implications for a household’s
ability to secure a unit in the neighborhood of their choice and for the cost to the housing
authorities administering the program. This research aims to compare the SAFMRs with other rent
measures and analyze how they compare in three very different markets. The findings will provide
further insight for PHAs currently implementing and considering implementing SAFMRs.

Study Areas

The study areas were selected based on diverse market characteristics and the willingness of the
local housing authorities to participate in the study. The three housing authorities that participated
in this study vary by location, size, and programs. The Housing Authority of the City of Fort
Lauderdale (HACFL) administers over 3,000 vouchers and manages 1,250 tax credit units, 170
affordable housing units, and 95 public housing units. HACFLs service area focuses on Fort
Lauderdale but they manage housing units in other cities in Broward County with the exception of
the City of Hollywood, which is the only housing authority in the county with which HACFL does
not have an interjurisdictional agreement. In the final rule, HACFL was in an area that met the
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SAFMR area criteria and was mandated to adopt SAFMRs. HACFL implemented SAFMRs in 2018
based on grouping all ZIP Codes that had SAFMRs within 10 percent of one another resulting in
six different payment standards.

The San Antonio Housing Authority (SAHA) is one of the 39 public housing authorities that has
MTW status, which gives housing authorities the flexibility to implement innovative activities and
programs to enhance housing and services for residents. SAHA serves over 65,000 residents in the
city with average incomes of less than $12,500 annually. SAHA administers over 14,000 vouchers
and manages more than 6,000 public housing units along with approximately 7,000 mixed-income
housing units. In the final rule, SAHA was also mandated to adopt SAFMRs. Based on extensive
research, they established two payment standards in 2018 and established a SAFMR Committee to
assess the potential impact of making additional changes to their two submarkets.

The Seattle Housing Authority (SHA) also has MTW designation. SHA serves 34,000 residents

in the city of Seattle and administers over 10,000 vouchers. They also own and operate more

than 8,000 housing units spanning 400 sites throughout Seattle. Although SHA is not one of

the areas mandated to adopt SAFMRs, they have been working towards strategies to provide
additional housing opportunities to voucher households. As a high-cost market that has seen
rapidly increasing rents over the past few years, it has become difficult for voucher holders to

locate housing within the city. SHA has implemented strategies like longer search times and is
participating in pilot projects such as the Creating Moves to Opportunity that includes a counseling
program and higher payment standards for families looking to move to high-opportunity areas with
the goal of finding new approaches that will best assist their households and improve long-term
outcomes. SHA also participated in a local survey led by King County Housing Authority to update
FMRs for the region. The last local survey was completed in 2017 and was made effective for 2018.
It resulted in an average FMR increase of 22 percent compared with the original FMR.

The three rental housing markets are diverse in terms of size, rent levels, and vacancy as shown in
exhibit 1. Seattle is a higher-cost, lower-vacancy market with high income that results in the lowest
levels of rent burden (45 percent). San Antonio is a low-cost, low-income market with relatively
high vacancy and a 52 percent share of rent burden households. Fort Lauderdale, while having
lower housing costs than Seattle and substantially higher vacancy, has lower household income
resulting in a higher share of rent burden households (63 percent).
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Exhibit 1

I

Rental Housing Market Profiles

Fort Lauderdale San Antonio Seattle

Total Housing Units 93,917 552,520 355,293
Total Housing Units per Square Mile 2,587 1,187 2,501
Renter Occupied Units/Percent of Total 33,690 226,675 174,245
Housing Units (35.87%) (41.03%) (49.04%)
Rental Vacancy Rate 9.40% 9.10% 3.90%
Averag_e Hou_sehold Size of Renter- 240 270 1.90
Occupied Units
Median Gross Rent $1,217 $926 $1,555
Median Household Income $56,309 $50,044 $86,822
Cost Burden Renter Households (Paying 63.30% 51.90% 44.60%

More Than 30 Percent of Income on Rent)

Source: 2017 American Community Survey 1-year estimates

Data and Methods

Information on real estate markets is imperfect. In particular, measures of rent levels and changes
are difficult to establish because, unlike sales, rental contracts are not recorded publicly. This
lack of data means it is only possible to collect information about contract rent via an ad-hoc and
decentralized process. Establishing constant quality in rental estimates is further complicated by
the heterogeneous nature of housing units and cyclical variations in the units available for rent.

Traditionally, the main national source of rent estimates at small levels of geography (ZIP Code or
below) was the Decennial U.S. Census, with measures for intercensal years extrapolated from the
last Census figures. In the last decade, however, several new public and private national rental
measures available at small levels of geography and updated at least annually have emerged. Since
2009, the 5-year estimates of the U.S. Census Bureau ACS have provided median contract and
gross rent information down to the census tract level. These estimates are updated annually but
only available with a lag—even at the time of release they still rely on information that is up to six
years old. For example, a fifth of the data used for the 2012-2016 ACS estimates was collected in
2012 and the estimates were released in December 2017. Another limit is that the ACS provides
a reliable estimate of rent paid by all renters but does not produce a precise estimate of current
market rent because some of these rents reflect contracts that were signed several years ago. To
account for these issues with the ACS, the FMRs and SAFMRs released annually by HUD rely on
custom estimates of the data produced by the Census Bureau on recent movers in two-bedroom
units adjusted for inflation as discussed above.

Several private sources for rental information have also emerged with estimates of local rental

costs. Zillow, a residential real estate services firm, offers rental estimates down to the ZIP Code or
neighborhood level on a monthly basis with a one-month lag. These estimates include the median
asking rent and are available by building type or bedroom size along with their own adjusted rental
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measures controlling for the characteristics of the units being advertised and seasonal variations.
A limitation of these estimates is that the data used are dependent on unmeasured biases in the
listings that are on the platform. A number of other online rental platforms also provide estimates
based on their listings or those of their affiliates with similar sources of bias (for example, CoStar/
Apartments.com, StreetEasy, Zumper).

More recently, the potential of using the listings on online platforms to produce custom estimates
with high levels of geographic specificity, unit type, and timeliness has emerged (Boeing and
Waddell, 2016). Scraping these sources still has limits similar to the estimates produced by

Zillow and other online listing platforms because they do not capture rental listings that are
advertised through other channels such as signs in windows, newspaper ads, or posting boards

at shops. The direction and extent of the bias of relying on online listings are unclear and further
work is admittedly needed to examine how differences in coverage by online sources vary across
communities. Another limit is that these data capture asking rent and not contract rent. Given that
the rental market is generally considered to be a spot market with transactions taking place quickly
for the advertised rent, this distinction is less of a concern than for sale transactions except in a few
markets with oversupply in which renters might have some bargaining power. For the purpose of
establishing rent estimates for voucher recipients, another shortfall is that only limited information
about the quality of the units and utility payments will generally be provided in the listing.

In this article, existing rental estimates are compiled for three markets: Broward County, Florida;
San Antonio, Texas; and Seattle, Washington. Existing rental estimates from HUD’s SAFMRs, ACS,
Zillow, and CoStar are compared with estimates produced from scraped Craigslist and Apartments.
com listings (the methodology is described in the following paragraph). Next, rental estimates
are compared in terms of overall descriptive statistics, coverage, and correlation to understand
differences in the level and distribution of rents between market data sources and public data
estimates like the ACS or HUD’s SAFMRs. The differences between HUD’s 2018 SAFMRs and the
produced 40th percentile asking rent estimates are the presented summary evidence of systematic
differences between study areas in terms of increased neighborhood access and potential for net
reduction in subsidy, variations which we argue are related to the diverse resident and housing
stock characteristics across these locations.

In order to collect rental data from Craigslist and Apartments.com for this project, we are using
Helena, a novel programming by demonstration (PBD) tool that one of the authors is developing
(Chasins and Bodik, 2017). Non-programmers can interact with Helena to specify what data they
want to collect from a given webpage. To scrape a dataset, the user records himself interacting with
a standard browser, demonstrating how to collect the first row of the data. To collect all the rental
listings from a platform, the user demonstrates how to click on the first listing, then how to collect
the price, number of bedrooms, address, and other target data from the listing’s webpage.

We used Helena for collecting rental listings from February to August 2018. Each of these
programs ran continuously, re-executing the program from the start as soon as it reached the

end of the list of posts. Relative to scraping only periodically (for example, weekly), this method
ensures that all listings posted on the platform were captured, even if they are only online for a few
days. The listings are then geocoded based on street addresses included within metadata for the
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listing. We have a very high geocoding success rate when listings include address information in
their metadata or within their advertisement text, with approximately 98 percent or more of listings
geocoded to a rooftop or range interpolated position on a road (if an address was present), or a
buffer location (if cross-streets were provided).

Helena allows us to capture listings on multiple platforms and in multiple markets. The collected
data still requires substantial post-collection processing to identify duplicate postings of the

same units over time, however, both on the same platforms and across platforms. We first
deduplicate scraped listings within each source to create sets of listings with unique values based
on bedroom sizes, square footage, and spatial locations. To assess the overlap between Craigslist
and Apartments.com, we explored different ways to match the listings. Our final implementation
requires that location fields, bedroom size, and square footage must be the same between data
sources, with an absolute difference of $50 allowed between the two listings being compared.
This approach finds match rates of approximately 10 to 25 percent (relative to the number of
Apartments.com listings). This assessment is an essential process as we found duplicates are
particularly concentrated among higher-rent properties, biasing estimates upward if not removed.*

Our final dataset has more than 11,000 unique observations from which to derive rent estimates.
We then compute bedroom-specific 40th percentiles of rent for each ZIP Code where we have
more than five observations for a given unit size.” This function also estimates standard errors for
quantiles of interest using a bootstrap approach allowing us to provide a measure of the margin of
error for the estimates.

In an effort to produce robust estimates that account for differences in density of posting by
bedroom size and spatial patterns in rental markets, we use Bayesian hierarchical smoothing
models estimated using Integrated Nested Laplace Approximations (INLA). This estimation
procedure is applicable to generalized linear regression models, which are themselves a case of a
broader set of models called Latent Gaussian Models (LGMs). These models are expressed in terms
of a conditionally independent likelihood function, a latent field which is Gaussian conditional

on the hyperparameters, and prior distributions of the hyperparameters. INLA approximates the
marginal posterior distributions of the parameters of interest, and in general, provides reliable
estimates. We follow the specification of Besag, York, and Molli¢ (1991) in using an Intrinsic
Conditional Autoregressive (ICAR) random effect and an exchangeable random effect for each

unit to model spatial structure. As spatial (or space-time) models, they partially pool variation
from contiguous spatial neighbors, other bedroom sizes or prior observations to smooth over

local deviations in the estimated rent surface. The benefit of these models is that partial pooling
induces shrinkage in the predicted estimates and also that they provide a model-based approach
for imputing values where direct estimates were missing. Shrinkage towards the conditional mean
reduces the bumpiness in the rent surface related to sampling variability (for example, low N). We
calculated the margin of errors around these estimates, generally around 10 percent of the estimate.
The estimates that are generated through this method using the Craigslist and Apartments.com data
are referred to in the remaining sections of the paper as the combined rent estimates.

* On the other end, it is possible we miss some units if one posting is used to advertise several units.

> This method is admittedly an arbitrary threshold based on the lowest number of observations for which the 40th
percentile can be estimated.

Cityscape 169



Hess, Walter, Acolin, and Chasins

Results

Market Level Summary Measures

Exhibit 2 presents summary measures of the nine rent estimates we compared for the three
locations: HUD'’s SAFMR, the 2012-2016 ACS at the ZIP Code and Public Use Microdata Area
(PUMA) level, Apartments.com, Craigslist, the combined rent estimates based on the Apartments.
com and Craigslist data (our preferred estimate and the one used for comparison in the remaining
section of the paper), CoStar, and Zillow.* When possible, we present the 40th percentile estimates
for two-bedroom units.” Exceptions include the ACS data which uses the median for all units at
the ZIP Code level, the 40th percentile for two-bedrooms at the PUMA level, and for Zillow where
the only available estimate is the median value. All measures are based on asking rent for current
listings with the exception of the ACS-derived measures that are based on the gross rent amount
(contract rent plus utility costs) and CoStar that captures rents for existing tenants.

The first observation made is in terms of coverage. Only the estimates based on the ACS and
the combined rent estimates have complete coverage in all three locations, providing a rent
estimate for all ZIP Codes in these jurisdictions. CoStar estimates are also extensive with Zillow
and Apartments.com having lower levels of coverage with variation across locations. Developing
measures that ensure extensive coverage is crucial to support the decision process of public
agencies that must cover their entire jurisdiction.

The second observation is that all sources are consistent on relative rent level of markets from
lowest to highest based on mean or median. Rent estimates vary, however, even when excluding the
ACS measures that are lagged. Average estimates range from $952 to $1,240 in San Antonio, from
$1,403 to $1,860 in Broward, and from $1,683 to $2,547 in Seattle. Variations at the market level
are also found through the variations in subareas’ minimum and maximum levels across sources.

© All rent measures are 2018 estimates in 2018 dollars, except for the ACS measures that are based on the 2012-2016
5-year estimates in 2016 dollars (which is used to create the 2018 SAFMR estimate).

" Throughout our analysis, we focus on rent estimates for two-bedroom units for two reasons: (1) it is the most
common size for rental units; and (2) it is the size of units used for the custom ACS from which the SAFMR for all
unit sizes are derived using a set ratio.
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Exhibit 2
Summary Rent Estimates

Mean SD Median Min. Max. N
Broward
SAFMR 1,531 252 1,460 1,180 2,080 47
'f“'\;l:;é?: i\_llzglft Sizes] 1,191 298 1,073 854 2,130 47
Apartments.com 1,860 525 1,758 1,138 3,114 26
Craigslist 1,576 234 1,156 1,175 2,110 45
Combined Smoothed Estimate 1,626 210 1,597 1,271 2,261 47
CoStar 1,403 305 1,314 960 2,127 45
Zillow [Median] 1,598 304 1,500 1,250 2,500 42
@fﬁ%ﬁ%e ContractRent 4 447 147 1100 1,000 1500 14
San Antonio
SAFMR 1,041 175 995 870 1,500 60
ﬁf;é?: illzglﬁ Sizes] 752 212 711 454 1,354 60
Apartments.com 1,240 421 1,077 783 2,295 33
Craigslist 952 158 949 673 1,375 56
Combined Smoothed Estimate 1,015 226 947 780 1,718 60
CoStar 976 284 909 610 2,041 52
Zillow [Median] 1,109 322 1,005 880 2,208 20
gcsei%ﬁ,a%fs Coie; e 788 152 800 550 1,200 16
Seattle
SAFMR 2,072 330 2,070 1,500 2,820 26
ﬁ;i?: i_llzg:ft Sizes] 1,144 174 1,193 831 1,466 26
Apartments.com 2,547 522 2,557 1,604 3,697 18
Craigslist 1,786 257 1748 1,399 2,552 26
Combined Smoothed Estimate 2,163 355 2,099 1,532 3,102 26
CoStar 1,683 455 1,574 1,195 2,961 26
Zillow [Median] 2,239 394 2,223 1,673 2,891 11
gcgei%ﬁaﬂe Contract Rent 4 533 233 1500 1200 1,900 5

ACS = American Community Survey. PUMA = Public Use Microdata Areas. SAFMR = Small Area Fair Market Rents. SD = Standard Deviation.
Note: The year of the data is 2018 except for the ACS data that is based on 2012-2016, 5-year estimates.
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In terms of variations across sources, the 2012-2016 ACS and CoStar measures tend to be the
lowest while the Apartments.com and Zillow measures are generally the highest. The SAFMR,
Craigslist, and the combined rent estimates are generally in between. This finding suggests that
the bias in the data sources has a systematic component, likely linked to the data generation
process. Potential sources of the differences include current asking rent versus contract rent for
existing tenants, selection of higher or lower end of the housing stock, and median versus 40th
percentile rents.®

Exhibit 3 reports the correlation between the ZIP Code-level rental estimates for the three locations
for two-bedroom rent measures (except for the ACS measure that is for all unit sizes). The SAFMR
and the ACS are highly correlated (.9 or above) as would be expected because the former is derived
from the latter with most of the adjustments being made at the national level and not changing

the relative estimates within a given market. The combined rent estimate is highly correlated with
Zillow’s median estimate with a correlation of .8 in Broward and close to 1.0 in San Antonio and
Seattle. The correlation of the combined rent estimate with the Apartments.com, Craigslist, and
CoStar measures are also generally high (somewhat less so in the case of CoStar). The high level of
correlation between the combined rent estimate and other market measures in all three locations
suggests that this similarity is a robust measure of local rent levels and variations despite the
potential for biases due to differences in coverage and type of units posted on different platforms.

The correlation between the SAFMR measure and the other rental market measures varies by
housing market. The correlation of the SAFMR with the combined rent estimate is positive and
significant in the three locations but varies from .8 in Seattle and .6 in Broward to less than .4 in
San Antonio. Similarly, the correlation of the SAFMR with CoStar and Zillow measures vary from
.3 t0 .8. This variation shows that in a market like San Antonio, the SAFMRs substantially differ
from other rental measures in ways that are not systematic while the other market measures (the
combined rent estimate and the measures from CoStar and Zillow) are more closely correlated.’

§ Zillow and the Census summary data report median rent. HUD estimates that the difference between the median
and the 40th percentile is about 11 percent based on the national-level gross rents for two-bedroom units in special
tabulations of the 2017 ACS.

?1f the difference between the SAFMR and other measures are systematic, for example if the difference is always 20
percent lower or higher, the correlation would be 1.0 even if the absolute difference was substantial.
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Exhibit 3
I
Correlation Between ZIP Code Rent Estimates
Combined
SAFMR ACS ~ Apartments. o i olist  Rent  CoStar Zillow
2012-2016 com .
Estimate
Broward
SAFMR 1.00
ACS 2012-2016 [Median,
All Unit Sizes] e )
Apartments.com 0.35 0.31 1.00
Craigslist 0.51 0.50 0.75 1.00
Combined Smoothed 0.61 0.62 0.81 0.87 1.00
Estimate
CoStar 0.78 0.83 0.31 0.52 0.59 1.00
Zillow [Median] 0.34 0.30 0.85 0.75 0.80 0.23 1.00
San Antonio
SAFMR 1.00
ACS 2012-2016 [Median,
All Unit Sizes] e Lo
