Methodology for FY 2012 Small Area FMRs


HUD’s current methodology for setting metropolitan Fair Market Rents (FMRs) starts with the geographic definitions. HUD begins with metropolitan area definitions released by the Office of Management and Budget (OMB) called Core Based Statistical Areas (CBSAs). OMB currently defines CBSAs based on a review of journey-to-work data, or commuting patterns, as the basis for grouping counties together to form metropolitan areas.
  HUD implemented these CBSA metropolitan areas with some modifications based on pre-FY2006 FMR area definitions for metropolitan areas during the process of calculating and publishing FY 2006 FMRs.  For non-metropolitan areas, the basic unit of geography is at the county level.
  

Use of metropolitan area-wide FMRs allows HUD’s Section 8 Housing Choice Voucher tenants access to various parts of a metropolitan area; however, because FMRs generally are set at the 40th percentile of the metropolitan rent distribution, certain neighborhoods may not have many units available in the FMR range.  Therefore, HUD has an exception payment standard policy that allows payments standards to be set much higher than the FMR; however, this policy is dependent on a showing of program need in terms of whether or not suitable housing is unavailable in portions of the FMR area at the prevailing FMR.  To make a broader range of neighborhoods accessible to our clients, HUD has implemented a methodology that would use small areas, defined by U.S. Postal Service ZIP codes, as the basis for FMRs in metropolitan areas.  For non-metropolitan areas, counties would continue to be used as the basis for FMRs.  


The most recent data regarding rents, incomes, and other socio-economic information collected by the U.S. Census Bureau comes from the American Community Surver (ACS).  ACS 5-year data have sufficient detail at the Small Area level available to permit the calculation of statistically reliable FMRs for many ZIP codes in metropolitan areas.
 For FY 2012 Small Area FMRs, HUD uses data from the 2009 ACS to estimate the rent relationship (or rental rate ratio) between the OMB-defined CBSA and each ZIP code within the given metropolitan area.
  The individual ZIP-code-level 2-bedroom FMR for each part of the FMR area is the product of the rental rate ratio and the 2-bedroom FMR for that area’s CBSA as calculated using methods employed for past metropolitan area FMR estimates.  
Before a rent relationship can be determined, HUD first eliminates any records where there were no units with occupants paying cash rent.  HUD then aggregates these rental distribution data for each CBSA and calculates a median (50th percentile) gross rent across all bedroom sizes.  These CBSA median gross rents serve as the denominator in the rent relationship calculation.  HUD then takes the median gross rent for each ZIP code within a given CBSA as provided by the Census Bureau. HUD restricts the use of ZIP code level median gross rents to those areas for which the margin of error of the ACS estimate is less than 10 percent as large as the estimate itself or if there are less than 75 observations in the ZIP code.  

The rent relationship is calculated in the following manner for those ZIP codes within the metropolitan area that have a sufficiently small margin of error:

Rental Rate Ratio = Median Gross Rent for ZIP code area / Median Gross Rent for CBSA
The rent relationship is capped at 150 percent for areas that would otherwise be greater.  If the gross rent estimate ZIP code within the CBSA has a margin of error that is greater than 10 percent of the estimate, then the rent relationship is calculated as:

Rental Rate Ratio = Median Gross Rent STCO / Median Gross Rent of the CBSA
where STCO is the county within the state containing the ZIP code.
  For metropolitan areas, FMRs will be calculated and published for each small area.  ZIP codes were chosen because they localize rental rates and a unit’s ZIP code is easily identified both by PHAs and by tenants.  
As previously stated, the individual ZIP-code-level 2-bedroom FMR for each part of the FMR area is the product of the rental rate ratio and the 2-bedroom FMR for that area’s CBSA as calculated using methods employed for past metropolitan area FMR estimates.  This product is then compared to the state non-metropolitan minimum 2-bedroom rent for the state where the area is located. If the ZIP code rent determined using the rental rate ratio is less than the minimum, the ZIP code rent is set at the non-metropolitan minimum for that state.  Consequently, the state non-metropolitan minimum rent serves as a rent floor for Small Area FMRs.  The relationship between 2-bedroom units and other bedroom sizes has been estimated from decennial census data and then held constant until superseded by more recent data.  Small Area FMRs for other bedroom sizes will be calculated based on the bedroom-size relationships estimated for the large area of geography.  The final calculated rents are then rounded to the nearest $10.
Small Area FMRs for all metropolitan areas are available for viewing and download on the Internet at:  http://www.huduser.org/portal/datasets/fmr.html.  
� OMB published a Federal Register Notice (65 FR 82228), available at �HYPERLINK "http://www.whitehouse.gov/omb/fedreg/metroareas122700.pdf"�http://www.whitehouse.gov/omb/fedreg/metroareas122700.pdf�, that outlined its decisions for how to create CBSAs and responses to public comments concerning the formation of CBSAs.


� In some sparsely populated counties where statistically reliable information was not available from the 2000 Decennial Census, county groups are used instead.


� Although ACS data at the ZIP code level are not released directly by the Census Bureau, HUD received this data from the Census Bureau through an Inter-Agency Agreement 


� Note that some ZIP codes span metropolitan area boundaries so that a ZIP code may contain parts of a metropolitan area and one (or more) nonmetropolitan county (counties), or part of another metropolitan CBSA.  As in current FMR policy, nonmetropolitan counties would not be broken along ZIP code or any other lines under the Small-Area FMR policy.  ZIP codes that span more than one metropolitan CBSA would have different FMRs in each CBSA as they do under current metropolitan FMR policy.  


� For ZIP codes with fewer than 1000 cash rental units that cross county boundaries, the Median Gross Rent in the numerator is calculated as the rental unit weighted average of the Median Gross rents for each county containing the ZIP code.





