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I. Introduction and Overview 

Fair Market Rents (FMRs) are ceiling rents established under the 

Section 8 housing program. Each geographic area of the country has 

assigned to it two schedules of FMRs, one for Section 8 Existing housing, 

and a higher schedule for Section 8 New Construction and Substantial 

Rehabilitation. FMRs for the Existing Section 8 pr09ram vary according 

to the number of bedrooms in the housing unit and are set for each SMSA 

and non-metropolitan county. The FMRs for the New Construction Section 8 

program, which are set for about 450 areas, vary by bedroom size and by 

type of structure. Thus, there are different FMRs depending on the 

variant of Section 8, the area of the country, the number of bedrooms in 

the unit, and type of structure for new construction. It is likely that 

budget stringency will limit new construction in the future, so the 

remainder of the paper will consider only the Section 8 Existing FMRs. 

Tenants contribute 25 percent1 of their adjusted household income 

toward rent, and the federal subsidy equals the difference between the 

rent received by the landlord and the tenant contribution. Since the FMR 

is the maximu~ rent, the FMR also sets the maximum subsidy for the unit, 

and therefore the level at which FMRs are set is an important determinant 

of program costs. This function of setting the maximum allowable rent 

need not be accomplished by the FMR, which could still set the maximum 

subsidy. This would require removal of the requirement that tenants 

devote a specified percentage of their adjusted income for rent. For 

example, if the FMR were $300, the actual rent of a unit is $320, the 

1 Regulations are in process to increase this to 30 percent. 
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tenant contribution (25% of adjusted income) $100, then the Section 8 

subsidy would be $200. The tenant could remain in the unit only by 

devoting more than 25 percent of adjusted income for rent. Most proposals 

for housing vouchers try to set the subsidy at a level that will enable 

the recipient to occupy acceptable housing, but allow the tenant to 

supplement the rent beyond 25 (or 30) percent of adjusted income. 

The Section 8 program limits eligibility to households with incomes 

below 80 percent of area median incomes for households of similar size. 

Since tenants pay a certain percentage of adjusted income for rent, 

once adjusted income reaches the FMR divided by this percentage, the 

household is no longer eligible for the program. For example, if the FMR 

is $200, a family with an adjusted monthly income of $800 (=$200/.25) 

~ ,. 	 receives no subsidy, even if it is technically eligible because its income 

is below 80 percent2 of area median income. (It should be noted that the .'". 
increase in 	 rents to 30 percent of income lowers eligibility standards. 

In the example above, a family is ineligible if its income reaches $667 

(=$200/.30)). 

FMRs are intended to represent the cost of renting a unit which 

meets the Section 8 quality standards. There is an effort to ensure an 

adequate number of units in each area, and since not all adequate units 

rent for identical amounts, the FMR is set to capture "enough" of the 

rental stock to allow the program to operate. The original FMRs were 

determined on the basis of the median rent for newly occupied two-bedroom 

units in each area (after discarding units of inadequate quality) as 

2 Proposed new regulations would r"':--ic.t occupancy for Section 8 Existing 
to 50 percent of area median. 
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determined by data from the 1970 Census. The medians were adjusted for 

various number of bedrooms, and these FMRs were further adjusted in 

response to local public comments. Since 1979, an improved system using 

AHS data available for 59 SMSAs and the four Census Regions has been used to 

set FMRs. This is done by calculating the median rent of two-bedroom units 

of recent movers that meet the Section 8 housing Quality standards and 

updating these medians through use of the Consumer Price Index. The FMRs 

for bedroom sizes other than two bedrooms are set using a 15 percent 

differential. (That is, the three-bedroom FMR is 115 percent of the two­

bedroom FMR.) For counties and SMSAs other than the 59 SMSAs included in 

the AHS, the FMRs are derived from the Regional AHS and 1970 Census data. 

The remainder of this paper consists of five parts. The first 

discusses the history of the concept of FMRs, and shows how the concept has 

changed through time. The next section discusses issues surrounding FMRs 

from two points of view: the point of view of the program administrator, 

and the public policy point of view, which takes a more fundamental look at 

the equity and efficiency issues surrounding the concept. Next, the hedonic 

approach is explained, along with the statistical hedonic technique. The 

next section discusses the relation of the FMR issue to new proposals for 

housing vouchers. The paper concludes with a discussion of alternatives that 

might be considered at this time, including use of the hedonic approach, 

and the hedonic statistical technique. 

II. History of Fair Market Rents 

Rent comparables in local markets have long been used to assess the 

economic feasibility of proposed housing programs seeking FHA mortgage 

insurance. FMRs are similar in that they adjust to market prices, but differ 
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in that they set standat'ds fOt, actual payments. 3 FMRs wet'e Pt'oposed fot' 

the Experimental Housing Allowance Pt'ogt'am as eat'ly as 1973 as a means of 

deter1l1ining subsidy levels, but not maximum allowable t'ents. FMRs wet'e 

sehed upon as a method of contt'ol1 i ng subsidy costs in the Section 236 

housing pt'ogt'am. By 1973 it had become appat'ent that Section 236 t'ents 

wet'e often above the t'ents of compat'able units in the unsubsidized t'ental 

mar'ket. Rents paid by tenants depended only on income, so thet'e was no 

incentive fOt, tenants to object to over'ly high t'ents, since the gover'nment 

was paying the bill. Developer's had evet'y incentive to char'ge as much as 

possible, justified by inflated costs, to the extent allowed by the pt'ogt'am. 

Thus, in 1974, f'ents on Section 236 units wet'e limited to t'ents in compat'able 

unsubsidized units. 

This concept was can'ied ovet' at the same time to the Section 23 

leased housing pt'ogram with the fit'st published FMRs in 1973. Latet', 

by legislation, it was incot'pot'ated in the new Section 8 pt'ogt'am 

established by the Housing and Community Development Act of 1974. It 

seems cleat' that the legislation intended that maximum r'ents (FMRs) be 

used to safeguat'd against excessively high t'ents in Section 8 units, and 

that these maximum rents be adjusted annually "to t'eflect changes in the 

fait' mat'ket t'entals established in the housing at'ea fOt, similat' types 

and sizes of dwelling units." Also, FMRs wet'e to define the quality of 

housi ng to be used in the Section 8 Pt'ogt'am. Pat'agt'aph c( 1) t'efet's to" ••• 

3 The Section 8 Pt'ogt'am also has a "t'ent t'easonab1eness test" which looks 
fo t' compa t'ab1 e un i ts. 
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the fair- mat'ket t'ental ••• fOt, existing Ot' newly constt'ucted t'ental dwelli ng 

units of vat'ious sizes and types in the mat'ket at'ea suitable fOt, occupancy 

by pet'sons assisted undet' this section." The pr'esumption is that "suitable" 

housing meant decent, safe, and sanitaty housing, but was not meant to 

inc1 ude 1 uxut'ious uni ts. In the foll owing discussion, the tel'm "modest" 

will t'efet' to "suitable" housing that is decent, safe, sanitary, and 

non-luxut'ious. Befor'e continuing, it should be noted that the Section 8 

Exi sti ng Pt'ogt'am is admini stet'ed by Public Housi ng Agencies (PHAs) as is 

the Low Rent Public Housing pt'ogt'am. Cet,tification of Section 8 eligibility 

applies only to the PHA's jUt'isdiction. At the outset of the Section 8 

Pt'ogt'alll, a conflict developed between the goal of pt'ovidi ng modest housi ng 

and the vi abili ty of Section 8. Sevet'al jUt'i sdictions had fait'ly high 

quality housing, but had few if any units t'enting for' the FMRs ot'iginally 

Pt'oposed. Genet'ally, FMRs wet'e t'ai sed in t'esponse to such canments, but 

the implication may have been to pt'ovide units of a quality above the 

modest units desct'ibed above. CUt't'ently, jUt'isdictions within FMR at'eas 

that have highet' cost housing at'e petmitted to use exception pt'ocedut'es. 

This has t'esu1ted in highet' pt'ogt'am costs in these at'eas but has avoided 

use of highet' t'ents tht'oughout the entit'e fait' mat'ket t'ent at'ea. 

As mentioned pt'eviously, the ini ti al cut at FMRs used median t'ents 

fOt, t'ecent movet'S as determined in the 1970 Census. Initially, HUD 

ar"gued for' a t'elatively high FMR {about 120 pet'cent of median t'ents in 
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each ar'ea) while OMS thought that 50 per'cent of median r'ents would be 

adequate. The compr'omise was the use of median ,.'ents themselves. A key 

issue to be di scussed below is whether' the use of medi an r'ents is appr'opriate. 

In summat'y, FMR's wet'e ot'igina11y seen as a method of contr'ol1ing 

pr'ogt'am costs by limiting allowable subsidies to which was added a r'ole 

in defining the cost and maximum r'enta1 of adequate units. A later' section 

of this paper' will consider' how well these intentions ar'e being met, what 

unforeseen pt'oblems have ar'hen, and will consider' potential alternatives 

to the pr'esent system. 

II I. Issues 

This section will consider' the basic issues concer'ning FMRs, fr'om 

two diver'se per'spectives. Fit'st, the point of view of the pt'ogr'am 

administt'atot' will be pt'esented, in that this pet'spective has lat'gely 

determined the cur't'ent form of the Section 8 pr'ogr'am, and the cur'r'ent 

system and level s of FMRs. Next, a mor'e fundamental policy discussion 

will examine FMRs in the light of public policy objectives. 

A. Pr'ogt'am Administr'ation 

Fr'om the view point of an administr'atot' in a local housing authot'ity, 

the pt'imar'y issue t'egar'di ng FMRs is whether' they at'e high enough to 

allow fOt, an adequate supply of ,.'ental units in the local jut'isdiction. 

In terms of the levels, an over'ly high FMR will be less of a constr'aint 

than an FMR that is too low. With low FMRs, cet,tified tenants may not 

be able to find unas r'eadily, and since the tenant is not allowed to 

supplement the FMR by r'enting a higher'-pt'iced unit, the pr'ogt'am may not 

J 
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function well. If the FMR is set a bit too high, there should be an 

ample supply of units available for rent in the program, and perhaps 

some incentive for Section 8 units to rent for less than the FMR, although 

this is not often the case. There is some incentive to object to 

excessively high FMRs, since the allocation of the PHA may not subsidize 

as many units, but the job of administering the program is probably easiest 

if FMRs are on the high side rather than on the low side. 

HUD administrators share the same incentives, but with some alteration 

in priorities. HUD is more interested in seeing that FMRs don't get too 

high, since fewer units can be subsidized if this is the case. HUD is also 

interested in issuing FMRs that are reasonably acceptable to local areas, 

so as to maximize program participation. On balance, however, it is 

probably true that HUD places more emphasis on holding down fMRs than does 

the typical PHA. 

Aside from the level of FMRs, there are other factors that are of 

importance in program administration. The method of calculation of FMRs 

should be straightforward enough that the FMRs are defensible bot~ in 

the rulemaking procedure and in courts. Since they are based on imperfect 

data, localities should also have a clear understanding of the policies 

and procedures in order that they can develop approoriate information to 

recommend changes through the public comment process. 

One question which might be asked is whether FMRs are needed at all. 

As stated above, the FMR itself creates an implicit level of eligibility 

~ for the Section 8 program, and one could turn this around, and set the..'•. 
:'1 

-'.' 
• "1.- '. 
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maximum housing payment equal to 30 percent of the income level at 

which a household is no longer eligible for the program. For example, 

the maximum payment corresponding to the FMR could be set at 24 percent 

of area median incomes, if those with incomes just below 80 percent 

were defined as eligible for the program. (24 percent is 30 percent 

percent of 80 percent.) This alternative may cause problems because 

income is not closely enough correlated with rent; e.g., in some areas 

use of income would result in overly generous subsidy payments, whereas 

in others the subsidy would be inadequate to obtain standard quality 

housing. 

B. Public Policy 

This section will describe a framework for evaluating FMRs in terms 

of equity and cost effectiveness, and then apply this framework to the 

present system of FMRs. 

One principle for evaluating FMRs is that of horizontal equity, 

implicitly alluded to earlier. Ideally, FMRs should be set so that they 

represent the average market rent for modest housing in various areas of 
\ 

the country. Rents should not be higher in certain areas because the overall 

quality of housing is higher there, it should adjust only for differences 

in the cost of providing a modest unit. If this principle is adhered to, 

. recipients will receive equal treatment in different areas, providing 

that there is an adequate sups· o~ ~odest units available. Housing costs 

may vary, but the percentage - ~0~t will not. This principle does 

not preclude adjustments for '-limate. The amount necessary 
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to rent a unit (including utilities) in International Falls may be higher 

than in other areas because of higher heating costs, but this expense 

does not lead to an overall higher quality of housing in that area than 

in others. 

Housing programs have long been criticized on the grounds that only 

a fraction of eligibles are served. FMRs are related to this issue in 

that if they are set too high, this problem may be exacerbated, since 

fewer units can be subsidized with a given pool of funds. In the broadest 

sense, one may achieve horizontal equity only if the program is an 

entitlement program, so that all who wish to be served are served. 

With a limited budget this could be achieved by reducing the average 

subsidy (as the subsidy is reduced, a larger number of subsidies can be 

given, and demand for such subsidies falls). Another approach, which 

may appeal to one's notion of vertical equity (discussed below) is to 

lower the standards for income eligibility until all those who are still 

eligible, and want to participate, can do so. However, to assure that 

vertical equity is attained, those who are subsidized after these 

adjustments must not be housed in units which are of better quality than 

the housing of those just above the income cut-off. If the income cut­

off is too low, this may mean that housing standards have become overly 

IImodest" by societal standards. 

It is generally recognized that FMRs adjust for more than costs of 

modest units across areas. Median area rents for newly occupied units are 

the basis for determining FMRs. Since the quality of units, even after 
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throwing out the inadequate units, varies considerably from area to area, 

FMRs based on median rents treats persons differently in different areas. 

One might argue that local standards of acceptability should prevail, but 

this is tenuous given the federal funding of the program, and the need for 

equity across housing markets. 

The second principle, vertical equity, concerns the treatment of 

households of differing income levels. Currently, housing assistance 

programs require that a certain percentage of income be devoted to rent, 

so this conforms to some notion of vertical equity. Lower income households 

pay lower rents. Amore serious problem know as a "notch effect" arises if 

program recipients "leapfrog" those whose incomes are somewhat higher in that 

the lower income households enjoy better housing. One way to avoid this 

problem is to adjust FMRs to the level of housing expenditures of those 

barely ineligible for subsidies. A study by Olsen and Rasmussen (1979) 

indicated that Section 8 Existing FMRs were roughly equal to housing 

expenditures of those whose incomes were 80 percent of area medians, the 

upper income cut off for program participation. If housing assistance 

programs are targeted to those of very low income (below 50 percent of 

area medians), this implies that the standards for Section 8 should be 

revised downward. Otherwise, those whose incomes are below 50 percent 

of median, and who receive subsidies, will occupy better housing than 

those whose incomes place them between 50 and 80 percent of area medians. 
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It should be noted that the increase in rents to 30 percent of income may 

have a somewhat similar effect, in that the implicit income eligibility 

for the program is being lowered, while the quality standards are not. 

Programs to assist households by providing housing subsidies are 

largely motivated by two considerations, the desire to transfer income to 

those households, and the desire to improve the quality of the housing 

stock. Without both these considerations, subsidized housing programs 

are inherently cost-ineffective from the government's point of view, 

since vigorous code enforcement could achieve the goal of better housing 

(making many households worse off because of forced expenditures), while 

a cash transfer program is a more cost effective way of augmenting incomes 

of the poor. Regarding FMRs, we assume these goals both exist, and the 

question is whether current FMRs achieve them better than alternative 

formulations. Critics of the Section 8 program have claimed that FMRs 

are set at levels in excess of that required for a functioning program, 

and also claim that the FMR itself works to raise rents not only in 

Section 8 but in other segments of the rental housing market. If FMRs 

are set too high in the sense used above, program funds will not support 

as many units, particularly if the FMR tends to become the actual rent 

in the Section 8 program even when it exceeds equivalent market rentals. 

Generally, the more units in the program for a given amount of funds, the 

greater is the impact on upgrading and improving the housing stock, 

measured by the number of units meeting program standards. With overly 

high FMRs, tenants mayor may not receive greater subsidies in the form 
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of a highet' quality unit fOt, the same tenant contt'ibution. Spr'eading 

the subsidy among mot'e tenants, howevet', almost cer'tainly canes closet' 

to achieving the social goal of augmented incanes. As long as FMRs al'e 

not set so low as to leave allocations unspent, the lower', the better'. 

MOt'e units, and rnot'e househol ds, can be set'ved wi th a given allocation 

of funds. Recall fr'an the eat'lier' discussion that the discussion that 

the implicit limit on progt'am par'ticipation is the FMR divided by the 

pet'centage of income devoted to r'ent. A lower'ed FMR thus imp1 i es a 

sma11et' pool of eligibles. 

In an unpublished paper', 01 sen and Reedet' contend that FMRs ar'e much 

highet' than is necessar'y to oper'ate the p,'ogr'am, even given cunent 

quali ty standat'ds. They at'gue that FMRs cou1 d be reduced to an extent 

that the Pt'ogt'am could become an entitlement pr'ogr'am with cur't'ent funding 

levels. While theh' point may be over'stated, the cur't'ent methodology 

for' calculating FMRs has sevet'al upwa,'d biases. Recent mover's tend to 

pay hi gher' t'ents than non-movet's, so tha t if the FMR ; s to r'efl ect aver'age 

r'ents, this tends to over'state the average. 4 While units of low 

quality we,'e deleted in determining median r'ents, units of high quality 

wet'e not. Ideally, t'ents of modest quality units should be determined 

with t'efer'ences to the chat'acter'istics which define such units. One 

might use the median of these units for' the FMR. Adjustments in t'esponse 

to local canments ar'e almost a1 ways upwat'd, and as di scussed above, thet'e 

4 The Ut'ban Institute has t'ecanmended sepat'ate FMRs, fOt, mover's, given that 
only about half of all new Section 8 Existing tenants actually move. See 
Ozanne and Thibodeau (1981). 
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seem to be incentives to overstate FMRs that are required, particularly 

by LHAs interested primarily in assuring an adequate supply of units 

for the program. 

The process of setting FMRs can never be free from criticism, and 

FMRs will always be imperfect. Nonetheless, there is a prima facie 

case that a somewhat lowered set of FMRs would still yield a viable 

program. The problem has been addressed in a HUD paper which advocated 

changing the method of calculating FMRs to the 40th percentile rather than 

the median (50th percentile.) If assistance is targeted toward those of very 

low income, the problem of a "notch effect" can be avoided only with somewhat 

lower quality standards and lower FMRs. A combination of reduced FMRs and the 

scheduled increase in tenant contributions for rent would both serve to 

restrict the eligible population, perhaps rendering further targeting moot. 

IV. The Hedonic Approach 

One idea for an alternative method for determining FMRs is the use 

of the hedonic approach. While this proposal has been characterized as a 

totally different approach compared to the present sysem, the hedonic 

approach (as opposed to the hedonic statistical technique) is nothing 

more than a process of adjusting FMRs on the basis of the attributes of 

the rental unit. The hedonic approach is used currently within each 

area, FMRs are adjusted in accordance with the number of bedrooms in the 

unit and low quality units are excluded from the calculation. What is 

really being proposed is an expansion of this approach to include more 

variables. For example, the number of rooms (net of bedrooms) might be 

used to screen out uni ts that are above "modest" qual i ty. Careful 

consideration should be given to the selection of the variables, however, 

, {', 
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to assure that current sources of data will yield an adequate sample 

to make these determinations • 
. 

All the hedonic approach suggests is that there can and should be 

some expansion of the number of factors used in this adjustment process. 

One method of developing this expanded list of factors is through the 

statistical hedonic technique. Put simply, this technique measures the 

effects on market rents of various quality characteristics. It answers 

questions such as the dollar impact of the existence of an additional bath­

room in a unit, in a particular housing market. This technique is finding 

increased usage in many areas of the country for the purpose of assessing 

property val ues. Instead of relyi ng on "comparabl es, II of which very few 

may exist for a given property, the hedonic technique provides an estimate 

of market value based on the individual characteristics of the unit. The 

average impact of each characteristic on value and the sum of these 

impacts can be determined more precisely than the average value of a 

small sample of comparables. In fact, the accuracy of the method can be 

assessed using standard statistical measures. Rental values can be 

estimated in exactly the same manner, and the technique can generate 

estimated rents for any combination of measurable characteristics desired. 

low quality units can be excluded from the calculations, as can luxurious 

units. Adjustments for various numbers of bedrooms can be accomplished 

on the basis of the conditions in each markets rather than using a national 

15 percent adjustment factor. The method is limited by the underlying 

data, of course. Square footage and intra-city location are important 

1.· , 
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determinants of rent, but surveys such as the AHS have no such information 

available. Were the information available, the hedonic estimates would 

be improved. 

The Urban Institute Index, based on the Annual Housing Survey, 

explains differences in rents across areas more adequately than any 

other existing measure, but there may be reasons why some other "hedonic" 

might be preferable. For one thing, as the number of adjustment factors 

increases, the adjustment process becomes more esoteric, which may not 

be politically or administratively desirable. A simpler measure which 

attempts to address the problem of defining a modest quality unit, and 

measuring the cost across areas is possible using the Annual Housing 

Survey. It is probably the case that a significant improvement could be 

made in the process of determining FMRs using the Urban Institute index, 

but this is not necessarily the only option. Broadly, the issue is 

whether the number of factors should be increased, in order to better 

approximate the concept of the rental cost of modest housing. The more 

it is desired that this approximation be substantially achieved in disparate 

subareas in order to effect equity across markets and across subgroups, 

the greater is the need for using more detailed and broadly based housing 

inventory data. 

The statistical hedonic technique has been used by many researchers 

to analyze and estimate housing costs as well as in to assess property. 

The appendix to this paper shows the results of two such efforts, one 

(Urban Institute) which parallels the current method of setting FMRs, 

another (Yezer) which illustrates how FMRs might be calculated for areas 

outside the 59 AHS SMSAs. The Urban Institute Study indicates that FMRs are 
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pe,'haps one-thit'd highe,' than the ,'ents fo,' modest units as p,'edicted by 

the hedonic technique, due to the quality of units used to dete,mine 

FMRs, the use of ,'ecent move,'s, and discretiona,'Y FMR adjustments. 

The hedonic statistical technique, of which the U,'ban Institute and 

Yeze,' indexes a,'e examples, ,'elies on multiple ,'eg,'essions which explain 

va"iations in ,'ent on the basis of the chat'acte"istics of the unit. 

P"iot, to 1973, the scope fo,' such an index on a national scale was limited, 

but the Annual Housing Sut'vey (AHS) p,'ovides a set of data which allows 

fOt, the use of the technique. The Ut'ban Institute index has been shown 

to be quite successful in explaining vat'iations in t'ents aCt'OSs SMSAs, 

although the index applies to only 59 SMSAs. Cutbacks in the AHS, in 

pat,ticular' t'eductions in sample sizes, make the pt'ocedut'e less tenable, but 

do not necessat'i1y t'ule out its use. FOt, one thing, simple,' hedonic 

t'eg,'essions, with fewer' independent vat'iables, could still be employed in 

ot'del' to estimate the ,'ents of canpa,'able units aCt'OSs a,'eas. Alternatively, 

the Na ti onal AHS coul d be used to pt'edi ct ,'ents of modest un i ts accor'di ng 

to ,'egion and size of city, location in an SMSA Ot' other' possible 

br'eakdowns, as in the Yezet' study. This method would not be as valid 

statistically as the U,'ban Institute's ,'esults, which wet'e based on 

separate ,'egr'essions in each SMSA, but stil 1 might pt'ove to be super'iot, 

to the present method of cal culati ng FMRs. Given the unce,'tainty of 
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fundi ng for' the AHS, the efficacy of this statistical hedonic approach 

is somewhat in question, but on the othet' hand the value of the AHS in 

determining FMRs could well exceed the enth'e cost of the sur'vey.5 

If it is decided to continue the cur't'ent pt'actice of allowing fOt, an 

adequate number' of units in or'det' for' the Section 8 Existing pt'ogr'am to 

opet'ate in ever'y 1 ocali ty, ther'e may be a potenti a1 for' impr'ovi ng the 

accur'acy of the r'equit'ed FMRs. A study of pr'ogr'am exper'ience ought to 

yield a r'elationship between the number' of units of acceptable quality 

that a.'e r'equit'ed t'elative to the numbet' of subsidized units that can be 

funded. This may be a constant multiple of the nullbet' of potential 

subsidized units, or' some mor'e cOO1plicated r'elationship. It is highly 

unlikely that the same per'centile of units would be requit'ed in evet'y 

at'ea. Instead, some ar'eas may genet'ate "enough" lI'lits using the tenth 

per'centile of all acceptable r'ental units, while other' ar'eas may r'equit'e 

a FMR which encompasses the median. This still ignot'es the possibility 

of upgt'ading units which need only minot' r'epait's in or'der' to meet pr'ogt'am 

standat'ds, but an eval uation of pr'ogt'am exper'ience might shed light on 

this as well. 

v. Fait' Mat'ket Rents and Voucher' Pt'ogr'ams 

The Pr'esident's COO1mi ssion on Housi ng has r'econmended that a form of 

housing voucher's, Consumer' Ot'iented Housing Assistance Gf'ants, be established, 

5In 1981 cOO1putations of the Annual Adjustments Factor' is estimated to save 
up to $15 million by mOt'e accurate adjustments of t'ents in the uppet' end of 
the r'elevant distr'ibution, based on AHS data. This saving exceeds the cost 
of the enti t'e sUt'vey. 
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and that this system ultimately t'eplace existing fOtms of housing assistance. 

As di scussed pt'eviously, ther'e must be some fOtm of limit on pr'ogr'am payments 

as well as limits on eligibility for' the pr'ogr'am. Under' the Section 8 pr'ogr'am, 

the subsidy is limited by the FMR, since it is the maximum feder'al subsidy. 

Most housing voucher' pr'oposal s incl ude a simil ar' mechanism, not for' limiti ng 

t'ents that tenants may pay, but t'ather' to limit fedet'al subsidies. Wher'eas 

Section 8 tenants at'e pr'ecluded fr'om r'enting units fOt, mor'e than the FMR, under' 

a vouchet' system tenants woul d be allowed to suppl ement their' housi ng subs idy 

beyond the 25 or' 30 per'cent of i ncane that the pr'ogr'am envisages that they need 

to pay fOt, adequate housi ng. Removal of the r'ent cap in itsel f may all ow FMRs 

to be somewhat lowet, than other'wi see If the FMR is enough to t'ent adequate 

housing in lower' income ar'eas, the ability of potential tenants to supplement 

their' payments may encour'age some di sper'sal into bigher' incane ar'eas. Since the 

housing mar'ket consider's this housing IIbetter,lI, it attaches higher' r'ents to it, 

and it is not unt'easonable to r'equir'e those who choose to t'eceive better' housing 

to pay for' it, and to establish FMRs on the basis of housing available in lower' 

i ncane at'eas. 

Section 8 Existing housing is fair'ly close to being a voucher' pr'ogt'am now, 

the pr'imat'y r'equit'ed modifications being the r'emoval of the r'ent cap and 

r'evisions to the pr'ocess of certifying units fOt, the pr'ogt'am. While the 

Pr'esident's Housing Ccmmission has not addt'essed the issue yet, it is possible 

that Section 8 Existing, with modification, may fotm the basis fOt, a mOt'e detailed 

housing voucher' Pt'ogt'am. In any event, the issues of FMRs at'e not likely to go 

away in the for'eseeable futut'e. Impt'ovements made now may cat't'y over' into futur'e 

pr'ogr'ams, Ot' new vet'sions of pt'esent Pt'ogt'ams. 
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V1. Alternatives 

The preceding discussion suggests the fol101wing classes of alternatives 

regarding the issue of FMRs. 

1. Continue the present technique for calculation of FMRs. This option 

has the advantage that it is in place, and easier to justify than a new system. 

Within this system, the Department could take a harder line regarding requests 

for FMR increases, reducing program costs. Reducing the initial FMRs to the 

40th percentile of area rents would increase the pressure for discretionary 

adjustments in FMRs, but along with the "hard 1ine" approach, would reduce 

program costs and more closely approximate the cost of modest housing. 

Another adjustment that might be accomplished is the use of units in 

addition to those occupied by recent movers, perhaps using the current FMRs , 
for new movers only, another FMR for non-movers, better reflecting market 

realities. 

2. Modify the present technique with the hedonic technique. The 

Urban Institute study found that rent differentials for units with different 

numbers of bedrooms varied widely across SMSAs. Beginning with the current 

estimate of median 2-bedroom rents, adjustments could be made on the basis 'of 

of actual rent differences in each area as measured by the hedonic technique, 

rather than an across-the-board 15 percent per bedroom adjustment. The 

hedonic technique could also be used to adjust for recent movers, as 

suggested above, and could be used to determine area-specific adjustments 

for tenant-paid utilities. Essentially, this type of alternative allows 

for greater precision in adjustment of FMRs without fundamentally altering 

the basic procedure. 

'.,.;, , . , 
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3. Modify the present technique to account for "luxury" items. 

Current practice excludes units with measurable defects, but makes 

no attempt to exclude units with "luxury" features. For example, Low 

Rent Public Housing units rarely consist of more rooms than a bedroom 

for every two persons, a kitchen, bath, a living room, and perhaps a 

dining room. Using present techniques, units with more than one bath, 

with additional rooms, and so forth could be excluded as providing more 

than modest housing. Other candidates for exclusion might be air conditioned 

units in cooler climates or single-family detached rental units in areas 

with numerous multi-family structures. The use of such criteria is limited 

by the data used, but exclusion of "luxury" units should be relatively easy 

to explain politically. As with other proposals which lower the initial FMR 

schedule, there will be increased pressure for discretionary adjustments in 

FMRs as discussed under alternative 1. This alternative essentially extends 

the currently used "hedonic" approach by including more variables. 

4. Replace the present technique with FMRs based on the statistical 

hedonic technique. As a purely technical matter, the "state-of-the-art" 

method for estimating rents for typical units of a given quality standards 

is the hedonic technique. Hedonic measures out-perform other methods, 

and are the best way of using existing information to estimate market 

rents of a given quality. While limited by the underlying data, so are 

other techniques. The question is largely one of program administration 

rather than technical accuracy, however. One might argue that FMRs 

depend more on the discretionary adjustments than on the initially proposed 

FMRs. If so, precision in the initial estimates may be relatively unimportant. 
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Clearly, the implementation of lowered FMRs will generate local political 

opposition regardless of the method of generating these FMRS. The USe 

of hedonics to calculate FMRs is feasible and is in fact technically 

superior to alternative methods. Other modifications might approximate 

the schedule of FMRs generated by means of hedonics, and might prove 

more politically palatable. Still, the ultimate test of the accuracy of 

those methods is the hedonic technique. 



Appendb 


I. An approach developed by Anthony Yezer of George Washfngton Unfversfty 

his been used to anll1yze the cost of p~s1cally adequate units in grelt detafl 

with AHS data. It has provided estfmates for 1975 and 1977 of the monthly cost 

of rentfng and of owning a unit which .eets criteria for physical adequacy 

somewhat below those requfred in the Section 8 program and is large enough to 

provide one room per household member. The cost estimates include shelter and 

utilities (electricity, gas, oil, and water. but not furniture rental. trash 

collection, or parkfng). 

ESTIMATED MONTHLY COST OF ADEQUATE HOUSING FOR A HOUSEHOLD OF 4, 
BY LOCATION AND TENURE IN 1971 AND PERCENT CHANGE 1915-11 

City Size Renter % Change Owner % Change 
Region (Degree of Urbanization) Cost 1975-77 Cost 1975-71 

Northeast Rural, non-SHSA $136.48 18.1% $168.84 7.4% 

Non-metro, small urban $146.12 19.8% $176.92 l2.2% 

SHSA under 2S0,OOO $156.71 21.4% $182.33 11.2% 

SHSA of 250,000 $156.41 20.5% $181. 50 11.3% 

SMSA of 500,000 $165.24 23.5% $185.10 6.4% 

SHSA of 1,000,000 $156.64 11.6% $176.79 4.9% 

SHSA of 1,500,000 $177.50 19.6% $222.26 13.1% 

SMSA of 2,000,000 $165.93 22.0% $204.70 18.8% 

SHSA of 3,000,000 $184.80 17.6% $213.14 6.6% 

SMSA of 11,000.000 $170.79 17.5% $286.70 21.0% 

North Central Rural, non-SMSA $116.79 19.7% $138.98 13.7% 

Non-metro, small urban $125.55 21.7% ·$145.63 16.1% 

SHSA of 250,000 $133.84 22.4% $149.40 15.4% 

SHSA of 3,000,000 $158.13 18.8% $175.44 10.6% 

South Rural, non-SMSA $102.76 21.6% $124.79 10.8% 

Non-metro, small urban $110.47 23.7% $130.76 15.5% 

SMSA of 250,000 $111.76 24.3% $134.15 14.7% 

SMSA of 3,000,000 $139.13 21.4% $157.53 10.0% 

West Rural, non-SHSA $131.54 23.9% $166.29 19.0% 

Non-metro, small urban $141.42 26.2% $174.26 23.5% 

SHSA of 250,000 $150.73 26.8% $178.77 23.0% 

SHSA of 3,000,000 $178.10 23.4% $209.93 18.2% 
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...... .....Table 3 

FMRs, Median Renta and Hedonic Predictiona of Rents in Dollars: 1914 SMSAa 	 -f 
:;y.... 
~ 

Median Predicted Prediction Interval ~ 
I'MIl Rent Rent Lower Upper ~ 

r+ ..... 
Albany-Schenectady-Troy, New York 184.05 184.00 181.66 ( 165.19 211.19 ) g 
Anahei.-Santa Ana-Garden Grove, California 223.15 203.00 182.23 ( 169.57 195.84 ) ~ 
Boston, Massachusetts 248.04 230.00 201~·11 ( 190.89 211.99 ) ~ 

~ 

Dallas, Texas 169.98 174.00 115.56 ( 122.29 150.26 ) 	~ 
roDetroit, Michigan 202.06 202.00 165.18 ( 157.01 176.44 ) 	 ::1 
r+ 

Port Worth, Texas 169.98 160.00 115.69 ( 98~87 135.36 ) ~ 
«II

Los Angeles-Long Beach, California 212.50 193.00 165.53 ( 151.95 173.48 ) ~ 

'1""'rh1R. Tennessee-Arkansas 161.04 161.00 94.31 ( 81.63 108.91 ) ~ 
ro 

<;.', l1s-St. Paul, Minnesota 	 206.94 207.00 155.50 ( 143.26 168.79 ) Co.... 
;:ew Jersey 	 234.16 210.00 242.18 ( 221.25 265.10 ) ~ 

ro 
!". florida 204.98 205.00 201.93 ( 181.40 238.35 ) Co 

i)(. At'izona 196.95 197.00 165.33 ( 143.96 189.87 ) ~ 
.,' bh. Pennsylvania 118.00 118.00 162.65 ( 140.10 188.02 ) g: 
)illre City, Utah 165.98 166.00 126.43 ( 111.68 140.61 ) ro 

c::: 
.il~~lle, Washington 	 181.69 172.00 144.08 ( 129.69 160.01 ) & 

«II , ;~ coma, Wash ington 113.37 165.00 149.12 ( 117.63 162.81 ) ::1 

Washington, D.C.~aryland-Virginia 220.06 220.00 198.09 ( 191.14 205.30 ) ;c 
~Wichita, lCansas 163.37 145.00 125.81 ( 112.95 140.13 ) 	r+.... 
r+ 
c:: 
r+ ro 

NOTES: PMR - Implemented PHRs for two-bedroo. units ss of March 29, 1919, deflsted to the .idpoint of the AHS survey; 
year in which the data were collected. The deflation factors, based on CPI rent and fuel and utilities ~ 
components, are reported in the Pederal Register for June 22, 1979, pp 36701-2. n 

o 
Median Rent - Median rent of two-bedroo. recently occupied atandard quality units in the AUS SMSA survey. ~ 

«IIUnits are accepted as ..eting the quality standard if they have none of 28 deficiencies identified in the ~ .....ADS. 	 ~ 

g
Predicted Rent - Expected rent predicted fro. hedonic equation for HEDPMRI identified in Table 2. 

~ .....
Prediction Interval - The inveral. are derived fro. 90 percent confidence intervals for the loaarith. of r+ 

rent. Confidence levela for rent are approxiaste 90 percent confidence interval•• 
:;y 
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Table 3 (continued) 


PHRs, Hedian Renta and Hedonic Predictlona of Renta In Dollaraz 1915 SHSAs 


Atlanta, Georlla 
ChlcalO, Illinola 
Cincinnati, Ohlo-Kentucky-Jndiana 
Colorado Sprlnls, Colorado 
Colu.bus, Ohio 
Hartford, Connecticut 
Kanaaa City, Missouri-Kansaa 
Madiaon, Wlaconaln 
P'IUni, rlorida 
'H 'waukee, Wiaconain 
""'~'" Orleans, Louialana 
Newport Newa-Ha-,ton, Vlrsinla 
Paterson-Clifton-Pa8salc, New Jersey 
Philadelphia, Pennsylvania-Hew Jersey 
Portland, Orelon-Waahinlton 
Rocheater, New York 
San Antonio, Texaa 
San Bernardino-Riverslde-ontario, California 
San DlelO, California 
San rranciaco-oakland, California 
Sprinsfield-Chicopee-Holyoke, Masaachuaett8-Connecticut 

FMlt 

225.42 
260.10 
184.05 
161.03 
186.03 
231.91 
185.98 
198.93 
214.92 
218.80 
185.02 
195.05 
260.59 
235.02 
181.02 
224.15 
200.00 
208.10 
225.31 
221.94 
209.03 

Median 

Rent 


205.00 
223.00 
184.00 
167.00 
186.00 
234.00 
186.00 
199.00 
215.00 
199.00 
185.00 
195.00 
259.00 
235.00 
181.00 
225.00 
200.00 
114.00 
196.00 
228.00 
205.00 

Predicted 

Rent 


138.65 
186.21 
138.25 
131.98 
126.17 
197.35 
149.80 
160.15 
117.94 
161.41 
114.08 
154.48 
261.95 
116.10 
162.29 
198.07 
136.61 
140.38 
135.89 
118.12 
203.84 

Prediction Interval 

Lower Upper 


( 131.14 146.58 ) 
( 180.15 192.60 ) 
( 127.17 149.58 ) 
( l29.80 146.68 ) 
( 115.63 137.67 ) 
( 183.81 211.89 ) 
( 1l7.18 163.59 ) 
( 149.61 171.37 ) 
( 165.64 191.15 ) 
( 154.71 181.15 ) 
( 98.72 131.85 ) 
( 142.15 167.89 ) 
( 245.33 292.66 ) 
( 167.63 184.99 ) 
( 149.90 175.69 ) 
( 185.22 211.81 ) 
( 119.17 155.83 ) 
( 125.25 157.33 ) 
( 123.93 149.02 ) 
( 170.53 186.05 ) 
( 187.08 222.10 ) 

NOTIS. 	 PHR - I-,le.ented rMRa for two-bedroom units aa of March 29, 1979, deflated to the .Idpoint of the AHS aurvey 
year in which the data were collected. The deflation factors, based on CPI rent and fuel and utilities 
componenta, are reported in the rederal Resister for June 22, 1979, pp 36701-2. _ 

Median Rent - Hedian rent of ~o-bedroo. recently occupied atandard quality unita in the AHS SHSA aurvey. 
Unita are accepted aa meetins the quality 8tandard if they have none of 28 deflcienciea identified in the 
AHS. 

Predicted Rent - Expected rent predicted fro. hedonic equation for HEDrHRl identified in Table 2. 

Prediction Interval - The inverala are derived fro. 90 percent confidence intervala for the logaritha of 
rent. Confidence levels for rent are approxiaate 90 percent confidence intervals. 
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Table 3 (continued) 


FMRs, Medlsn Rents and Hedonic Predictions of Rents in Dollars: 1916 SMSAs 


Median Predicted Prediction Interval 
FMR Rent Rent Lover Upper 

Allentovn-Bethlehea-Easton, Pennaylvania-Nev Jeraey 225.59 213.00 112.11 ( 152.15 194.69 ) 

Balti.are, Maryland 220.94 221.00 181.99 ( 161.11 191.43 ) 
Birmingham, Alaba .. 181.00 181.00 19.42 ( 68.66 91.85 ) 

Buffalo, Nev York 201.41 195.00 211.90 ( 192.85 232.83 ) 
Cleveland, Ohio 196.93 191.00 158.12 ( 146.41 110.16 ) 
Denver, Colorado 234.28 206.00 166.11 ( 155.08 119.21 ) 
Grand Rapids, Michigan 118.91 119.00 111.82 ( 161.88 195.33 ) 
Houston, Texas 224.92 225.00 201.12 ( 196.42 219.66 ) 
Indianapolis, Indisna 195.98 196.00 155.13 ( 144.60 166.42 ) 
~!l" Vegas, Nevada 239.91 240.00 181.05 ( 168.38 194.38 ) 

i ,jvl11e, Kentucky-Indiana 114.98 115.00 152.56 ( 131.85 168.83 ) 

" York, Nev York 294.82 260.00 222.05 ( 211.63 232.91 ) 
, ... I"twmA City, Oklaha.. 119.95 180.00 141.60 ( 133.48 163.21 ) 

. '0'>.. t-Iebr8ska-lova 201.93 202.00 152.55 ( 141.63 164.31 ) 
. ·,!'Ir.e-Pavtucket-Warvick, Rhode laland-Haasachuaet ta 218.86 191.00 211.29 ( 191.44 233.19 ) 

" 'rh, North Carolina 196.99 191.00 180.36 ( 166.04 195.91 ) 
'.. ~c8aaento, California 200.00 200.00 152.33 ( 131.82 168.31 ) 

~l. Louia, Misaouri-Illinoia 195.01 195.00 162.58 ( 152.75 113.04 ) 
Seattle-Everett, Waahington 215.01 215.00 177.91 ( 169.62 186.60 ) 

NOTES: 	 PHR - I.,le.anted PMBa f9r tvo-bedroo. unita aa of March 29, 1979, deflated to the .idpoint of the AHS survey 
year in vhich the data vere collected. The deflation factora, baaed on CPI rent and fuel and utilities 
componenta, are reported In the Pederal Regiater for June 22, 1979, pp 36101-2. 

Median Rent - Median rent of two-bedroo. recently occupied standard quality units in the AHS SMSA survey. 
Unita are accepted as asetina the quality atandard if they have none of 28 deficiencies identified in the 
AIlS. 

Predicted lent - Expected rent predicted fro. hedonic equation for HEOPHRI identified in Table 2. 

Prediction Interval - The inverals are derived froa 90 percent confidence intervals for the logarithm of 
rent. Confidence levela for rent are approxi..te 90 percent confidence intervals. 


